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ABSTRACT 

This research work investigates the impact of liquidity management on the 
profitability of Commercial  Banks in Nigeria. It is necessitated by the pivot role 
liquidity management plays in enhancing profitability. Five independent variables 
(net working capital, cash and short term funds, short term loan and advances, 
bank balances and treasury bills and certificates) of four banks were regressed 
against profit after tax of those selected banks (Zenith Bank, First Bank Plc, United 
Bank for Africa and Union Bank) using ordinary least square method. Other tests 
carried out on the data include: stationarity test, cointegration test and serial 
correlation test. The study found that while there is no significant relationship 
between bank liquidity, short-term loans and advances, treasury bills and 
certificate, bank balances; and bank profitability; there is significant relationship 
between Net Working Capital and cash and short term fund and profitability of 
Banks. Based on the above findings, the work concludes that liquidity management 
is indeed a crucial problem in the Nigeria banking industry. Some of the variables 
selected have not performed very well in terms of their contribution towards the 
performance of the selected banks as represented by profit after tax. Finally, the 
work recommends that: for banks to resolve the liquidity/profitability trade-off, 
there is need for each bank to determine its optimal liquidity position, there is need 
for banks to establish an optimal profitability model. We mean that efforts must be 
made to hold the right sizes of cash and short term funds, bank balances and 
treasury bills and certificates.  
 

Key words: Liquidity Management, Profitability, Commercial Banks and Net  
Capital Working Capital,



1 
 

CHAPTER ONE 

INTRODUCTION 

1.1 BACKGROUND OF THE STUDY 

In every system there are major components that feature paramount for the 

survival of the system. This is also applicable to the financial system. The banking 

institution had contributed significantly to the effectiveness of the entire financial 

system as they offer an efficient institutional mechanism through which resources 

can be mobilized and directed from less essential uses to more productive un-

investments. 

In the performance of this financial inter-mediation role, the financial 

institutions have proved to be an effective channel between savers and borrowers. 

Among the financial institution that make themselves available for this all 

important role are merchant banks, savings banks, central bank, development 

banks and commercial banks. 

Commercial banks have over time become very important institutions in the 

financial system as they function as retail banking units facilitating the transfer of 

financial assets that are well deserved from some part of the public (fund lenders) 

unto other financial assets which are more widely pretended by greater part of the 

public (fund seekers). In view of this role and of the fact that the activities of the 
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commercial banks affect the greater part of the society commercial banks are 

selected as the main focus of the study.  

Financial inter-mediation role of the commercial banks hence becomes the 

bed-rock of the two major functions of commercial banks namely deposit 

mobilization and credit extension. An adequate financial intermediation require the 

purposeful attention of the bank management to profitability, and liquidity which 

are two conflicting goals of the commercial banks. These goals are parallel in the 

sense that an attempt for a bank to achieve high profitability will certainly erode its 

liquidity and solvency by positions and vice versa. 

Practically, profitability and liquidity are effective indicators of the corporate 

health and performance of not only the commercial banks, but all profit-oriented 

ventures.  

These performance indicators are very important to the shareholders and 

depositors who are major publics of a bank, as the shareholders are interested.  

In the profitability level, the depositors are concerned with liquidity position which 

determines a banks ability position which determines a bank ability to respond to 

the withdrawal needs which are normally on demand or on a short notice as the 

case may be.  

Liquidity management is an important aspect of monetary policy 

implementation, which the other integral component of monetary policy, i.e 
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economic management, involves promoting sustainable economic growth over the 

long term by keeping monetary and credit expansion in step with an economics 

non-inflationary out-put potential, liquidity or reserve management as a shorter 

time horizon. 

In order to maintain relative macro-economic stability, reliance is placed on 

liquidity management to even out the swings in liquidity growth in banking 

system.  

The history of Banking in Nigeria dates to about 1892 when the African 

Banking Corporation was established. This was to be followed with the 

establishment of the British Bank of West Africa (BBWA) in Lagos in about 1894 

as a replacement for the African Banking Corporation.  

This year witnessed little or no concrete form of regulation. Hence, Nwankwo 

(1980) referred to it as the era of free banking in Nigeria as to the establishment of 

banks.  

Once registered under the companies’ ordinance, people were free to 

establish their own banks. With it, came the establishment of such banks as the 

Barclays bank, Dominion colonial and oversea bank (DCO), now called Union 

Bank Plc, and the British and French Bank that later transformed to united Bank 

for Africa (UBA). Also came the National Bank of Nigeria in 1933 and African 

continental Bank limited as indigenous banks.  
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Nwankwo (1980) Observed that between the period 1947 and 1952, a total of 185 

banks were established and surprisingly most of them equally failed. This massive 

collapse of the Nigerian banks must have therefore, informed the first attempt by 

the monetary authorities to address the problem and coming up with some form of 

regulation in the system.  

The first banking ordinance was promulgate in 1952 to help bring sanity into 

the banking industry. In order to ensure compliance, the ordinance provided for the 

activities of the banks to be examined and supervised. This ordinance empowered 

the financial secretary to refuse or withdraw a license if in his opinion, the affairs 

of the bank were likely to be conducted or were infact being conducted in a manner 

prejudicial to depositors’ interest. 

All the indigenous banks that were established prior to this period collapsed 

with the exception of four which include National Bank of Nigeria, African 

continental Bank, Abonmegbe Bank and Merchant Bank.Also in this group of 

survivors were three expatriate Banks. All told, the 1952 ordinance achieved useful 

but limited objectives by ensuring that no new bank without adequate 

Capitalization would again be established. In addition, required banks with a grace 

period of three years, to satisfy the new requirement and continue in business, 

otherwise, cease to exist. In all, it is however dissemble that this ordinance did for 
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instance, it stipulated minimum reserve, but failed to provide for a lender of last 

resort to assist the banks in case of need.  

In addition, there was no money and capital market in which banks can operate to 

cash on and reinforce the liquidity. This is to say therefore, that the indigenous 

banks maintained their liquidity in idle and barren cash. 

Obviously, this paved the way for the eventual dominance of foreign banks 

that seemed to have characterized this era. Some of the aftermaths of this scenario 

played out in form of discriminatory attitude towards endogenous business in terms 

of credit advancement, titled banking culture, a predominantly government interest 

in indigenous banks and the shallow depth of the financial system, among others. 

In an attempt to address some of the perceived ills of the 1952 ordinance, the year 

1959, marked a milestone in the development of banking business in Nigeria with 

the establishment of the central Bank of Nigeria (CBN). 

With this came also, the laying of the foundation of the Nigerian money and 

capital Markets. For example the treasury bill ordinance, forming the basis for the 

first issue of treasury bills in April 1960 was promulgated in 1959. 

Following this between 1960 and 1970, the banking industry witnessed various 

legislative processes which brought about many changes in the system. For 

instance the banking Act of 1969, the Nigerian Enterprises promotion decree 1972, 

and 1977, are some of the events that took place, thus bringing about some 
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structural changes in the banking industry. Some of the cumulative effects of the 

forgoing above include growth in banking habit, the money and capital markets 

were activated with some development banks being established. 

Also noteworthy is the boom in indigenous banking, the setting up of financial 

system committee (1976) charged with the responsibility of restructuring and 

improving the operations of banks in Nigeria. 

The period 1986 to date, has continued to witness the deregulation of the 

financial and economic activities in Nigeria. This has resulted in sporadic increase 

in the number of banks and other financial instructions in Nigeria.  

There was the enforcement of prudential Guidelines for licensed Banks (CBN 

1990) and the market based monetary management, credit administration, 

liberalized foreign exchange operation, boom in treasury securities, all these are 

embedded in the revised central Bank of Nigeria (CBN) decree 24 and Banks and 

other financial institutions Decree (BOFID).   

By the year 1992, Commercial Banks in Nigeria have grown to 67 (sixty 

seven), Merchant banks 65 (sixty five) and about ten other development and 

specialized banks (CBN 1995). Infact, this trend has continued as the number of 

banks keeps soaring higher and higher with more branches been opened. 

To say the least, the banking industry in Nigeria, has continued to undergo 

thorough complex changes in recent times, such that banks now seek to adopt 
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several survival strategies in the face of keen competitions. As further attempts to 

ensure sanity, there was failed bank (Debt Recovery) and other financial 

Malpractices Decree 18 of 1994.  

Also to follow was the N500 Million minimum capital requirement for 

banks in 1977, and recently on April 6th 2004, the increase in the minimum Bank 

Capital of N25 billion. Granted that these are all aimed at ensuring sanity in the 

industry, one must however, acknowledge the fact that all is not well with the 

banking industry in Nigeria. 

This study therefore, is an attempt to look at the bank liquidity problems 

with a view to determine their impact on bank profitability. 

 

1.2 STATEMENT OF THE PROBLEM  

Through the financial intermediation role, the commercial banks reactivate 

the idle funds borrowed from the lenders by investing such funds in different 

classes of portfolios such business activity of the bank is not without problems 

since the deposits from these funds savers which have been invested by the banks 

for profit maximization can be recalled or demanded when the later is not position 

to meet their financial obligations. Considering the public loss of confidence as a 

result of bank distress which has bedeviled the financial sector in the last decade, 

and the intensity of competition in the banking sector  due to the emergence of 
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large number of new banks, every commercial bank should ensure that it operates 

on profit and at the same time meets the financial demands of its depositors by 

maintaining adequate liquidity. 

The problem then because how to select or identify the optimum point or the 

level at which a commercial bank can maintain its assets in order to optimize these 

two objectives since each of the liquidity has a different effect on the level of 

profitability. This problem becomes more pronounced as good number of 

commercial banks are engrossed with profit maximization and as such then tend to 

neglect the importance of liquidity management. However, the profit maximization 

becomes a might as the resulted liquidity can led to both technical and legal 

insolvency with the consequence of low patronage, deposit flight, erosion of asset 

base.  

Therefore, this research seeks to investigate the impact of liquidity 

management on the profitability of Commercial  Banks in Nigeria with reference 

to some selected Commercial  Banks in Nigeria, from period 1995 to 2011.  

 

1.3 OBJECTIVES OF THE STUDY. 

This work aims at determining how liquidity management impacts on the 

profitability of Commercial banks in Nigeria. Specifically, its objectives include 

the following:  

1.  To determine the extent to which bank liquidity enhances bank profitability. 
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2.  To determine the extent to which short term loans and advances impact on 

the profitability of Commercial banks.  

3.  To ascertain the extent to which net working capital impacts on profitability. 

4.  To ascertain the extent to which the level of treasury bills and certificates of 

deposits maintained by the bank impact on bank profitability. 

5.  To determine the extent to which bank balances impact on bank 

performance. 

6.  To ascertain the extent to which volume of bank cash influences 

profitability.  

 

1.4 RESEARCH QUESTIONS  

Having stated the above objectives, we therefore raise the following research 

questions: 

1. To what extent does bank liquidity enhance bank profitability? 

2. To what extent does short term loan and advances impact on the profitability 

of Commercial banks? 

3. To what extent does networking capital impact on profitability? 

4. To what extent does the level of treasury bills and certificates of deposits 

maintained by the bank impacted on bank profitability? 

5.  To what extent does the level of bank balances impact on profitability?  

6.  To what extent does the volume of bank cash influence bank profitability? 
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1.5 RESEARCH HYPOTHESIS  

The following hypothesis is considered relevant for the study. 

H01 There is no significant relationship between bank liquidity and profitability 

of banks. 

H02 There is no significant relationship between short-term loans and advances 

and profitability of banks. 

H03 There is no significant relationship between Net Working Capital and 

profitability. 

H04 There is no significant relationship between bank treasury bills and 

certificate on profitability. 

H05 There is no significant relationship between bank balances and profitability  

H06 There is no significant relationship between bank cash and profitability. 

 

1.6 SIGNIFICANCE OF THE STUDY  

Liquidity and profitability are both important to the survival of banks. For instance, 

a bank that lacks adequate liquidity finds it difficult, if not impossible to meet 

customers demands for cash and credit. The persistence of this problem, invariably 

leads to the erosion of confidence of depositors and the general public on such a 

bank. The obvious result is the eventual distress and the possible, collapse of the 

bank. 
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On the other hand, a bank that fails to make enough profit, will equally not 

remain long in business just as the objectives of both the investors and general 

public will not be met. For instance, investors require enough returns on their 

investments. 

Also viewed from the other angle most of the liquidity problems (distress) being 

witnessed in the Nigerian banking industry in recent times, emanate from such 

factors as the economic downturn, asset mismatch, non-performing loans, insider 

abuses, poor management (Nzotta, 1999). It has been discovered that liquidity 

problems are of total consequences to bank distress (Nwaezeaku, 2003). For 

instance, more banks failed or lost sight of proper liquidity management vis-à-vis 

profitability, hence there was mismatch, just as many bad loans were approved. 

Therefore, in the present dispensation of serious distress in the economy, a study 

on liquidity management and profitability is both relevant and of great importance.  

This study will be found useful by the management of Commercial Banks  in 

planning their investment portfolio, with the aim of ensuring profit maximization. 

The study will also be of immense importance to investors given that the proper 

structuring of bank assets and the resulting changes will to a large extent influence 

their expected returns. 
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1.7 SCOPE AND LIMITATIONS OF THE STUDY  

The scope of this work is centered on Commercial Banks in Nigeria for the period 

1995- 2011 with particular reference to some selected Commercial Banks in 

Nigeria. The problem of bank liquidity and its impact on profitability of banks in 

Nigeria forms the basis of this study. Therefore this work focuses on Commercial 

Banks in Nigeria with particular reference to some selected Commercial Banks in 

Nigeria. 

The limitations of the study was a result of sourcing for important data for 

like research work. A lot of frustrations and disappointment was encountered in 

getting information from the Central Bank of Nigeria and Nigeria Deposit 

Insurance Corporation. 

Time Constraint: The time available for this research work is limited since other 

activities are going simultaneously with the time allotted to it. In order to solve the 

problem of time my employer added one hour to my break time in order to help me 

carry out the research work. 

Finance: The present study, no doubt involves a lot of money for data collection 

and organizing interviews. However, inspite of these problems, it is our hope that 

the study will meet the intended purpose. 
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1.8 ORGANIZATION OF THE STUDY. 

This research is divided into five chapters. Chapter one is sub-divided into the 

following: Background of the study, Statement of the problem, Objective of the 

study, Research questions, Research hypothesis, Significance of the study, 

Limitations of the study, Scope and organization of the study. Chapter two state 

some related literature reviewed while chapter three discusses the methodology 

used in collecting the data and the statistical tool used in analyzing the hypothesis 

already formulate. Chapter four, treated data presentation analysis of result and the 

interpretation of result. Finally, chapter five discusses the summary, conclusion 

and recommendation.  
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CHAPTER TWO 

REVIEW OF RELEVANT LITERATURE 

 

2.1 THE CONCEPT OF LIQUIDITY IN BANKS 

In corporate financial planning and control liquidity plays a very big role. 

According to Nwaezeaku (2008) defined liquidity as degree of convertibility to 

cash “ or the ease with which any asset can be converted to cash  (sold at a fair 

market price).  

He said that liquidity is one of the most important considerations in the 

composition of assets for an organization. Liquidity is a condition sinequaron 

because of its role in the asset management, Nwaogu, C.C (200:37) while public 

confidence is essential for preventing deposit runs, there are steps mangers can 

take to reduce the likehood of unanticipated deposit outflows and to gain access to 

additional sources of cash assets. Banks must be able to estimate liquidity needs 

accurately and structure their portfolio to meet the anticipated needs. 

In the context of our discussion, banks liquidity means a banks capacity to 

acquire immediately available funds from the central bank of Nigeria (CBN) or 

their banks at a reasonable price. It therefore encompasses the potential sale of 

liquid assets, federal government securities and new issues of certificates of 

deposit. 
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Assets are liquid if they can be quickly converted into cash with limited price 

appreciation. Ordinarily, banks liquidity position should be within this control of 

its management but it is often not so particularly within the Nigerian context. 

Be it as it may in Nigeria, policies affecting liquidity are frequently changed, 

irrespective of the fact that Nigeria has an economic cum political framework, 

changing government policy often puts the most skillful planner off guard because 

of inability to predict future with some element of certainty. 

 

2.2 THE CONCEPT OF PROFITABILITY IN BANKS 

According to Ogbodo (1991:31) profit means the difference between the 

revenue generated from the sale of output and the full opportunity cost of factor 

used in the production of that output. Included within costs are the premium 

charged for risk taking and the costs of using the owners capital. These are not 

included as cost in the accountants measure of project which therefore does not 

correspond to this economic definition of profits. 

However, profit could either be normal or supernormal. Normal profit is that 

minimum amount of profit which a firm must acquire in order to induce the firm to 

remain in operation. In a bid to make profit every company in business must plan 

for that profit. That level of profit acceptable.  
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Corporate profit planning remains one of the most difficult and time 

consuming aspects of financial management because of the many variables 

involved in the decision which are often outside the control of the company. It is 

even more difficult if the company is operating in a highly competitive economic 

environment.  

A business unit can only grow focusing on its inner strengths to exploit the 

opportunities in the market. Consequently the best definition as opined by 

Olisanmbu (1991:13) should be adopted from a survival growth perspective as 

business unit should think of surviving before making profit. Again, optimizing 

profit involves two variables revenue and cost. The issue of profitability is a 

continuous issue that a company has to consistently make. Essentially profitability 

is concerned with the level of turnover that must be achieved in order to cover 

costs and make surplus. 

Corporate profitability may be improved through ratio analysis, breakeven 

analysis, marginal analysis, cost control or through financial control (this involves 

written off all obsolete stocks, doubtful debts and loss in order to have the true 

financial position of the organization).  

However, these tools of analysis opened to the financial manager to assist him in 

profit planning and control may be dealt with as it is not within the scope of this 

research. 
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It is therefore necessary to mention at this juncture that whether a bank is planning 

for profits or taking steps to improve its profitability, it must ensure that it has 

adequate liquidity to transact business and finance operations if the plan is to 

improve or increase profitability by increasing the income level, the bank must be 

able to determine the financing needs for the new income level, greater amounts of 

human material resources will be required to support the increased income effect. 

This entails that a bank must forecast its financing needs.  

 

2.2.1 THE PROFITABILITY MANAGEMENT 

This has become a paramount importance now that banks are changing and 

transforming at a pace faster than anybody could have predicted some years back 

that the changes and transformation will continue, what determines the strength of 

an institution in the industry will no longer depend only on the branch network and 

volume of deposits but will also include the efficient management on return on 

assets shareholders funds, liquidity, taxation, dividend policy, investment 

opportunities etc, as declared by Alabi (1994:14). 

Another aspect of profitability management is the interest income. With the 

deregulation of the present policies aimed at bringing sanity into the industry 

especially in the area of excess liquidity credit and interest rate ceilings. 
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Banks are now varying from their transitional source of income such as loans and 

advances into fee earning outlets like income from foreign exchange. The question 

is, what are the panacea or the survival strategies that banks especially the long 

established ones need to put in place and implement to scale over the financial 

hurdle one cannot fail to recognize that the long established COMMERCIAL  

Banks  are presently facing stiff competition from the new generation banks 

(NGB) whose services are characterized by spontanity, efficient and qualitative 

delivery of services, although these NGB,s have not really come up with different 

services they have been able to innovatively packaged and efficiently promote 

existing products. 

It is now becoming imperative for these banks wishing to complete 

effectively to adopt more aggressive and innovative marketing strategy that will 

suite the need of the target customers while maintaining the patronage of the old 

ones. Moreover, they must find way of enhancing their income through non-fund 

based activities such as assets leasing, dividend from investment etcOlisanubu 

(1991:52). 
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2.2.2 PROFITABILITY TRENDS OF COMMERCIAL  BANKS  IN 

NIGERIA IN PRE AND POST DEREGULATION  

Profits are generally defined as the excess of total revenue over total cost or 

excess of receipts over expenses. Profitability measures, on the other hand, try to 

relate the naira level of profits to sales or capital in order to measure the efficiency 

or investments potential of a firm. Oluyemi (1996), states that two common 

measures of banks profitability (among others) to be Return on Assets (ROA) and 

Returns on Equity (ROE). He went further that return on assets measure of bank’s 

profitability, measure net income or profit as a percentage of total assets while 

returns on equity (ROE) measure of profitability is the ratio of total net income to 

the bank’s equity  capital.  

Net income is used because it reflects the bottom line on total operations of 

the bank, total equity capital is employed because of the emphasis on shareholders 

return as a short run proxy for long run value maximization. 

Bank earnings affect the profitability. Bank earnings is important for meeting 

operational and administrative costs, occupancy expenses and provide for return on 

shareholders investment. 

According to Ebine (1997) profits are tangible reward which the market-

oriented economics bestow on those business that identify and answer the demand 

of the consuming public. 
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Therefore, in order to maximize earnings, every bank attempts to structure its 

assets and liabilities in such a manner as to yield the highest returns subject to 

some constraints. According to Adekanye (1986) the profits are generated by 

earnings assets while liquidity is provided partly by some earning assets like short 

term investments and partly by non-earning assets like cash balances held in the 

vaults and at central Bank both as working balances and as cash reserves. 

In their pursuit of profitability, banks do not lose sight of liquidity otherwise, there 

will be problem. Adekanye (1992) observed that when measured on the return on 

assets basis, the profitability of commercial banks has been on a consistent increase 

since 1985. Average return on assets was 1.96 percent and 1.57 percent for 1985 

and 1986 respectively. The figure increased to 2.64 percent in 1987 a year after the 

adoption of SAP and further to 4.54 percent by 1989. 

The average over the pre-SAP period was 1.97 percent compared with 3.63 

percent the average over the SAP period. He concluded that banks have therefore 

been more profitable since SAP was introduced. The structural Adjustment 

programme(SAP) was introduced in July 1986, its underlying philosophy was to 

ultimately institute a more efficient market system for the allocation of resources, 

with the implication that excessive controls which had been in vogue in the 

preceding two decades would be gradually eliminated or reduced to levels that 

would not inhibit growth and development. 
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Financial and trade liberalization were the cornerstone of the program. Table 2.2 

revealed the profit after tax of the four biggest Commercial Banks in Nigeria from 

1995-2009. 

The profits show an increasing trend over the period. From average profit of 

N18.5 million in 1996, it increased to N38.25 million in 2001 showing an increase 

of about 106 percent above the 1996 figure. This trend continued till 1989 when it 

reached N87.75 million. However, there was a drastic fall in 2006, when the 

average profit of the big four fell drastically to only N3.25 million. This could be 

attributed to the prudential Guidelines for licensed Banks (1990). 
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2.2.3 PROFIT AFTER TAX OF SELECTED COMMERCIAL  BANKS  IN 
NIGERIA 1995-2011 IN MILLIONS  

YEAR FIRST 
BANK 

UBA ZENITH 
BANK 

UNION 
BANK 

AVERAGE 
N”M” 

1995 21 20 12 21 16 
1996 28 3 15 30 18.5 
1997 25 27 15 33 19 
1998 30 29 14 3.1 25 
1999 29 31 15 29 19.03 
2000 53 34 24 42 26 
2001 87 42 36 53 38.25 
2002 68 74 52 56 54.5 
2003 74 55 53 70 62.5 
2004 106 65 85 95 63 
2005 (205) 74 46 98 87.75 
2006 (31) 10 45 8 3.25 
2007 335 10 88 84 8 
2008 585 265 233 452 129.25 
2009 - 133 - 420 383.75 
2010 590 204 255 426 368.72 
2011 605 210 260 430 376.25 
 

SOURCES: Annual report and Accounts of the Banks for various years (1996, 
2001, 2006, 2011) 

 

The Central Bank of Nigeria in 1990, issued the prudential Guidelines for 

license Banks to enhance the quality of their risk assets and the soundness of their 

operations. Among others, the guidelines require all banks to make adequate 

provisions for perceived losses based on portfolio classification so as to reflect 

their true financial positions. Banks are required to make specific provisions to 

non-performing credits identified as sub-standard, doubtful or lost.  
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They are also to cease charging interest on non-performing credit facilities, while 

interest accrued on such accounts should not be counted as income. In order to 

detect early, any deterioration in the quality of credit portfolio, banks are also 

mandated to review such credit portfolio on a continuous basis. The implication of 

the guideline resulted in a loss of N205 million by First Bank of Nigeria PLC at the 

end of that year (2005), in 2006 the loss was N31million. Zenith Bank’s profit fell 

from its 1989 figure of N85million to N46 million in 1990. Union Bank made a 

profit of N98million in 2005 as against N95 million in 2004, an increase of only 

N3million while United Bank for Africa posited a profit of N74million as against 

N65million in 2004.  

This development attracted a lot of reactions from some authors. Anyanwu, 

(1993) stated that “the high profits declared by banks, in recent times have been 

attributed partly for the proliferation of bank in the country while generating 

controversies. It is not surprising therefore that some bankers dismissed these 

profits as “Unreal” describing them as “paper” profits”.  

He went further to say that to them most of these profits existed only in the 

annual accounts of these banks not in reality because there were quite a number of 

huge bad debts which the banks had continued to charge interest on and declare as 

profits. He reiterated further that most of these so called profits being declared then 

are actually in anticipation of the profits to be made on interest charge on loan 
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facilities. In this argument, he posted that the banks did these things to deceive the 

public and the authorities when he wrote that “It has also been argued that the 

reasons for declaring these “paper profits” include the argued to attract share 

buying from the banks by the public, to meet CBN’s regulation so as to avoid 

penalty measures, to improve their credit rating and as a competitive device to 

conceal weakness”. 

Ojo (1993) while reviewing and appraising the financial sector reform states 

that the build-up of sector non-performing assets coupled with low rates of return 

on capital or assets constrained the income generating ability of many banks with 

increased expenses/losses have been accumulated, to conceal these poor operating 

results.  

Some banks declared unearned profits which they appropriated as provisions 

for bad and doubtful loans. He concluded that with the implementation the 

prudential Guidelines, the paper profits were reduced and indeed many banks 

incurred huge operating losses which the banks were allowed to amortize over a 

four year period. The profit performance of the banks picked up in 2008. First 

Bank Nigeria PLC made a profit of N585 million, United Bank for Africa PLC 

N265 million, Zenith bank PLC N233 million and Union Bank of Nigeria N452 

million respectively, despite the political upheaval in the country occasioned by the 

annulment of June 12 election. Some people argue that the fat profits declared by 
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the bank during this period was as a result of the super profit they were making on 

forex (Foreign Exchange). The view holds that they buy at N21.996 to a US dollar 

at CBN and sell at exorbitant rate contrary to regulation. 

A cursory look at the operating income statements of the four biggest banks 

during the period proved otherwise. The highest income came from interest and 

fees on loans and advances for the Banks except First Bank Nigeria Plc.  

Out of total gross income of N4.309 billion for First Bank in 1993, income from 

government securities accounted for N1.73 billion followed by N1.369 billion 

from interest and fees on loans. Out of N2.908 billion gross income for United 

Bank for Africa for the same period, interest and fees on loans amounted to N1.336 

billion, in the case of Zenith Bank, out of gross income of N2.014 billion, interest 

and fees on loan represented N980 million, followed by income from Government 

securities which was N657 million. From the above analysis, one can conclusively 

say that loans and advances represent the highest source of revenue for 

Commercial Banks while investment income follows. 

Writing on the dominant position of loans and advance, Adekanye (1986) 

stated that it is not difficult to explain. For one, it is the most important asset item 

in the balance sheet of banks because it is the largest source of income and 

secondly, its size can create a lot of difference in the level of economic activity 

since it is from it that banks create money within any economy. 
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For the above reasons and for the reason that money lent are depositors money, 

loan and advances of Commercial  Banks  attract the attention of monetary 

authorities, CBN set a fixed liquidity ratio of 30 percent for all banks. If the ratio 

falls below this, penalty will be imposed on such erring bank. Central Bank of 

Nigeria also set a limit on lending to single individual usually as a percentage of 

Bank’s shareholders fund. 

According to Nwankwo (1980) loans and advances constitute the biggest 

component amount, the hard or less liquid assets. They are the most profitable as 

well as the most illiquid of Bank assets. 

He went further that because of this relative liquidity and because of Bank’s 

concern for their obligations of maximum liquidity to their depositors and lenders, 

banks do not invest all their funds in this most profitable assets. 

It is also worthy of note that income from investment rose during the period 

as a result of shift to safe assets following the defaults in loan and advances 

resulting in distress of some banks. 

Income from Government securities in 1994 for UBA was N1.088 billion as 

against 1993 figure of N484 million. In 1993, it was N1.73 billion for FBN as 

against N705 million in 1992. In case of Union Bank, it was N801 million in 1994 

as against N177.4 million in 1993. 
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2.3 THEORIES OF LIQUIDITY AND LIQUIDITY MANAGEMENT  

The theories of liquidity and liquidity management include the following: 

i. Anticipated income theory. 

This theory holds that a bank’s liquidity can be managed through the proper 

phasing and structuring of the loan commitments made by a bank to the 

customers. Here the liquidity can be planed if scheduled loan payments by a 

customer are based on the future income of the borrower.  

According to Nzotta. (2004) the theory emphasizes the earning potential and 

the credit worthiness of a borrower as the ultimate guarantee for ensuring 

adequate liquidity. Nwankwo (1991) posits that the theory points to the 

movement towards self liquidating commitments by banks. He further states 

that systematic repayment scheduled on many types of loans and serial 

maturity debts could provide an automatic liquidity schedule out of the 

repayment capabilities of the borrower. 

The anticipated income theory has encouraged many COMMERCIAL  

Banks  to adopt a ladder effects in the investment portfolio. This entails 

staggering of maturities so that redemptions will occur on a regular and 

predictable manner. 
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ii. Shiftability Theory 

The shiftability theory posits that a bank liquidity is maintained if it holds assets 

that could be shifted or sold to other lenders or investors for cash. This point of 

view contends that a bank’s liquidity could be enhance if it always has assets to 

sell and provided the Central Bank and the discount Market stands ready to 

purchase the asset offered for discount. Thus, this theory recognizes and contends 

that shiftability marketability or transferability of a bank’s assets is a basis for 

ensuring liquidity. 

This theory further contends that highly marketable securities held by a bank is an 

excellent source of liquidity. There is an underlying assumption that such securities 

can easily be converted to cash. Reeds et al, (1982) contends that to ensure 

convertibility without delay and appreciable loss, such assets must meet three 

requirements. 

- High quality  

- Short maturity  

- Marketability. 

Another point of view further contend that such assets must be free of credit and 

money rate risks. The shiftablity theory has been of immense benefit to bank  

liquidity management. However, it did not prevent the wide spread case of distress 

arising from liquidity and poor liquidity management. For example, many banks 
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found that some of the liquid asset held for example, interbank funds (call money) 

could not immediately meet the needs. This was because the inter-bank market had 

been seriously affected by the distress syndrome. Moreover, these placement cloud 

be discounted. 

However, in spite of the above issues, the shiftablity theory is of immense 

value in managing bank liquidity. The emphasis presently is on holding highly  

marketable government treasury bill as a major source of liquidity especially with 

the attractions afforded by the auction system of treasury bills rates. 

iii. Liability Management Theory 

Liquidity management according to Reeds et al (1980) consists of the activities 

involved in obtaining funds from depositor and other creditors (from the market 

especially) and determining the appropriate mix of funds for a particular bank. This 

point of view contends that liability management must seek to answer the 

following questions: 

- how do we obtain funds from depositor? 

- How do we obtain fund from other creditors  

- What is the appropriate mix of the funds for any banks? 

Management examines the activities involved in supplementing the liquidity needs 

of the bank through the use of borrowed funds  
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The liability management theory focus on the liability side of bank balance sheet. 

This theory contends that supplemental liquidity could be derived from the 

liabilities of a bank. According to Nwnkwo (1991) the theory argues that since 

banks can buy all the funds they need, there is no need to  store liquidity on the 

asset side (liquid asset) of the balance sheet. This theory has some salient features, 

- it assumes that increases in interest rate offered for fund will lead to 

increased supply of funds. 

- The theory assumes unshaken confidence of the market on the credit 

worthiness, viability and integrity of the borrowing bank. 

- It also assumes stable normal conditions. 

The liquidity management theory has been subjected to critical review by various 

authors. The general consensus is that during period of distress, a bank may find it 

difficult to obtain the desired liquidity since the confidence of the market may have 

been seriously affected and credit worthiness would invariably be lacking. 

However, for a healthy bank, the liabilities (deposit, market funds and other 

creditors) constitute an important source of liquidity.  

iv Commercial Loan Theory.  

The theory has been subjected to various criticisms by Reeds et al and 

Nwankwo (1991). From the various points of view, the major limitation is that the 

theory is inconsistent with the demands of economic development especially for 
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developing countries since it excludes long term loans which are the engine of 

growth. The theory also emphasizes the maturity structure of bank assets (loans 

and investments) and not necessarily the marketability or the shiftability of the 

assets.This obvious flaw may eventually impact on the liquidity position of the 

bank. Also the theory assumes that repayment from the self liquidating assets of a 

bank would be sufficient to provide for liquidity. This ignores the fact that seasonal 

deposit withdrawals and meeting credit request could affect the liquidity position 

adversely more over, the theory fails to reflect in the normal stability of demand 

deposits in the liquidity consideration. Bank deposits may be withdrawn on 

demand, but all depositors are unlikely to remove their funds at the same time the 

stability of deposits assists a bank to extend funds to check for longer periods 

without compromising liquidity. 

 

2.4 STRATEGIES FOR LIQUIDITY MANAGEMENT 

As we earlier mentioned, the main sources of liquidity for a bank is its 

deposit. With a given level of deposit, several alternatives as open to a bank which 

could be employed simply or jointly. 

Basically, banks hold certain assets that can be quickly converted into cash 

or may borrow for short periods. To ensure flexibility in the management of 

liquidity, banks tend to transform the deposits into assets or securities with 
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different levels of maturity. No defined rules exist regarding the maturity of assets 

held as liquid, reserves. The general rule is that the shorter the maturity the better. 

However, a more realistic position is that they should be of such lengths that the 

effective money risk encountered in buying them would be relatively insignificant. 

Although the size of a banks deposit is vital to its profitability, the efficient 

management of such deposits is even more crucial, First bank review (1997:15). 

Liquidity management is focused on assets and was closely tied to lending 

policies. Under the money deposit loan theory strategy, banks are encouraged to 

make only short term, self liquidity loans. Such loans closely matched the maturity 

of banks deposits and enabled banks to deposit withdrawals from maturity loans. In 

essence, a bank could satisfy its liquidity requirements if it held loans and 

securities that could be sold in the secondary market prior to maturity. 

For the anticipated income theory strategy, bank liquidity requirement and 

loan repayment should be tied to a borrowers expected income. More recently 

banks focused on liabilities under the liability management theory strategy, banks 

do satisfy their liquidity needs by borrowing in the money and capital markets. 

Today, banks manage both assets and liabilities to meet their liquidity needs 

available. Liquidity sources are identified and compared to expected needs by 

banks. To a bank, keeping of idle cash entails payable on it for this reason that no 

prudent individual or banker will want to keep an idle cash, hence the policy of 
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close supervision of cash and other liquid assets or idle cash are held in excess of 

prescribed requirement, Osaze and Anao (1990:25) 

At the other extreme is the maintenance of reserve sufficiently adequate to 

reserve requirements when deposits are at their peak. The first step towards 

efficient liquidity management of bank is to require compliance with the legal 

reserve requirements by maintaining adequate cash at all times relative to the 

demand of the customers. There is therefore the paradox of profitability versus 

liquidity rising from the banks effort to cope with the two problems namely the 

sterility of cash and liquidity of earning assets.  

The solution to this problem is the maintenance of enough cash assets and 

near cash assets to meet potential cash demands. Surplus cash is invested to 

generate income in this way the banks maintain both adequate liquidity and the 

earning that is acceptable to shareholders and employees, Ogbodo (1997:48). 

 

2.5 THE NEED FOR LIQUIDITY IN BANKING/FUNCTIONS OF 

LIQUIDITY. 

As earlier stated, liquidity can be defined as the adequacy of liquid assets 

and the ability/capability of raising funds at short notice for other sources. 

A bank is considered liquid if it stores enough assets and cash together with the 

ability to raise funds quickly from other sources to enable it meet its payment 

obligations and financial commitment in a timely manner (Nzotta, 19977. 
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According to Anyanwu (1993) liquidity simple means the ability to convert 

an asset to cash with minimum delay and minimum delay and minimum loss/cost. 

In the portfolio of commercial banks, liquidity assets play a very crucial role 

because banks operate largely with the funds borrowed form depositors in form of 

demand and time deposits. 

This liquid assets are the essential balance sheet items which have the 

capacity to maintain the confidence of depositors which is the most valuable 

intangible asset of the commercial banking business (Civelek, 1997). 

The exact liquidity requirements of the individual bank will depend very much on 

the type of its liabilities, which in turn is a function of the nature of its activities 

and operations. 

Banks which are heavily involved at the retail end of the market require 

more liquidity than those concerned with wholesale banking who will continually 

engage in attempting to match assets and liabilities so that large amounts of cash 

are not needed. 

According to monetary authorities, liquid assets has the following attributes. 

Ease of conversion to cash; low transaction cash, and low risks. 

These assets can be classified as 

- Treasury bills treasury certificates,  

- Cash and near cash items  
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- Interbank balances  

- Items in process of collection, money at call (collaterised) 

- Government bonds of not more three (3) year to maturity,  

- Certificate of deposits of more than 18 months to maturity.  

It is essential to note that there must be an effective mechanism put in place hence 

the need for an efficient money market, Discount window; central Bank of Nigeria 

(CBN) and Nigerian Deposit Insurance corporation (NDIC), (Nzotta. 1997). The 

importance of liquidity in Banking can not be over emphasized (Nwankwo, 1991) 

states that the significance of adequate liquidity lies on the fact that while an astute 

banker can live for sometime with an inadequate capital or an interest rate gamble 

that has gone sour, he can not survive even in the short run without liquidity. He 

emphasized further that liquidity is what keeps the doors of a bank open in the 

short run, it is after reasonably providing for this that the bank carry on normal 

business without the fear of being forced into a panic bid for funds at the most 

moments. 

According to Nwankwo, (1991) adequate liquidity enables a bank to meet 

three risks. First is funding risk- the ability to replace net out flows either through 

withdrawals of retail deposits or non renewal of wholesale funds. 
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Secondly, adequate liquidity is needed to enable the bank to compensate for the 

non-receipt of inflows of funds if the borrower or borrowers fail to meet their 

commitments. 

The third risk arises from calls to honor maturity obligations or form requests for 

funds from important customers. Adequate liquidity enables the bank to find new 

funds to honor the maturing obligations such a sudden upsurge in borrowing under 

automatic or agreed lines of credit or to be able to undertake new lending when 

desirable. For instance, a request from a highly valued customer. 

Adequate liquidity serves as vehicle for profitable operations especially to sustain 

confidence of depositors in meeting short run obligations.  

Adequate liquidity helps to generate and sustain public confidence in the 

solvency of the bank by enabling the bank to meet its contractual obligations. 

There is also the confidence of the financial market to enable the bank to continue 

to raise further funds in the market. If the financial markets perceive a bank to have 

liquidity problems, such a bank may find it difficult to raise further funds except at 

a premium. 

Adequate liquidity is also needed to avoid forced sale of asset at 

unfavourable market conditions and at heavy loss. Nwankwo, (1991) observed that 

a severe liquidity problem forced first penny in United States of America to sell off 

government securities in its portfolio at far less than the value  of which it had 
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booked the securities thereby losing roughly one- third of its capital and emerged 

form the exercise not only a chastened but also a much smaller institution. 

Finally, adequate liquidity guides against involuntary or non- volitional borrowing 

form the regulatory authorizes where there is serious liquidity crises, the bank is 

place at the mercy of the central bank, hence, the control of its destiny may be 

handed over.  

Having adequate or sufficient liquidity to meet all commitments at all times 

at normal market rates of interest is indispensable for both large and small banks 

(Nwankwo, 1991). Liquidity is the life blood of a banking set up. Inadequate 

liquidity results in a run on the bank and leads to its eventual collapse. 

 

2.5.1 MEASUREMENT OF LIQUIDITY IN COMMERCIAL BANKS IN 

NIGERIA. 

The ability of banks to meet their financial obligations is usually measured by 

examining their balance sheet and relating same or all to its current assets to some 

or all of its current liabilities. 

Fundamentally, a firm’s liquidity rest not so much on its balance sheet as on 

whether or not it is doing well and earning money. A strong balance sheet with a 

large current ratio simply postpones liquidity problems for a short while if the firm 

is losing money. “Therefore, the complexity of devising an appropriate measure 
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arises from the uncertainties surrounding both the size of the prospective needs for 

liquidity at any given time, and the availability of sources of liquidity sufficient to 

meet them.  

here is also the impact of active asset and liability management on liquidity 

management. This has made liquidity a function not only of asset allocation but 

also, and in some instances Acquire additional funds in the market place” 

(Nwankwo, 1991). 

An accurate measurement of liquidity therefore requires going beyond the 

technical liquidity indicated by the stock flow approach to an assessment of the 

stock of circumstances under which a bank could come under pressure likely to 

affect its credit worthiness in the market place. Liquidity can be measured either as 

a stock at a point in time or as a flow over time. The most widely used is the stock 

approach, one of these is the loan/deposit ratio which is the most popular and 

commonly used measure of bank liquidity in money deposit banking. 

According to Nwankwo, under this measure, all bank loans are lumped 

together on the basis that they are the most liquid of all bank assets. These are then 

compared with the total deposit as a proxy for the liquidities that banks could be 

called upon to honour.  
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An increase in the ratio indicates a less liquid position and vice versa. They 

become more selective and standards are increased and credit is more strictly 

allocated, interest rate tend to rise. 

Though, a high loan/deposit ratio has never been quantified, it is a force that 

influences lending and investment decisions of banks. Besides some regulatory 

authorities use it as part of their control instruments. 
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2.5.2 MEASUREMENT OF LIQUIDITY IN COMMERCIAL BANKS IN 
NIGERIA 1995-2011 

Years Liquidity 
Ratio 

Loan/deposit 
Ratio 

Cash –Reserve 
Ratio 

1995 33.1 73.3 5.8 
1996 43.1 72.9 7.5 
1997 40.2 76.6 7.8 
1998 46.8 74.4 8.3 
1999 61.0 54.6 11.7 
2000 64.1 51.0 9.8 
2001 52.9 65.6 10.8 
2002 52.5 62.8 10.6 
2003 50.9 61.9 10.0 
2004 50.5 68.6 8.6 
2005 50.2 70.8 9.7 
2006 55.7 63.6 2.6 
2007 48.8 70.8 2.8 
2008 44.3 80.9 2.3 
2009 30.7 80.0 3.5 
2010 30 80.0 4.8 
2011 42.0 80.0 8.0 
Source: 50 years central banking in Nigeria 1958 – 2008 and statistical 
bulletin  2009 - 2012 
 

From the table, Nigeria banks have generally not experienced liquidity 

pressure as reflected in the liquidity ratio. Throughout the period under review 

there was no time it fell below the 30% required by the regulatory authorities. The 

distress syndrome notwithstanding, hence, one can say that Nigerian banks have 

been under pressure to undertake liability management  

The loans/deposit ratio has been fluctuating. It fell sharply in 1993 from 55.2 

to 42.9 and rose again in 1994 to 60.9. This could be attributed to the political 
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situation in the country that year. The year was bedeviled with political instability 

as a result of annulment of June 12 election hence, business activities were 

somehow paralyzed. Since the loan/deposit ratio does not say anything about the 

quality or maturity structure of the loan portfolio it implies that the loan /deposit 

ratio does not give an accurate indication of the liquidity needs (Nwankwo, 1991). 

It also does not give indication of the nature of the assets and liabilities outside the 

loan portfolio. It measures only asset liquidity and excludes any measure of the 

ability of a bank to raise funds other than through the sale of the assets. Another 

measure of bank liquidity is the loan to liabilities ratio. The approach recognizes 

that liabilities ratio. The approach reorganizes that liabilities other than deposits 

ratio represent potential drain on bank funds. It is slightly better than loan to 

deposit ratio but suffers from the same shortcomings as the loan/deposit ratio. 

A third measure of liquidity is the liquid asset ratio which allows assets to be 

selected on the basis of their liquidity, whether they are loans or investments. 

Liquidity ratios are computed as a proportion of bank’s current liabilities such as 

deposit liabilities, short term inter bank loans, net balances with foreign branches 

and banks, free balances with CBN. It is also used to complement open market 

operation (OMO) and is a potentially strong tool for restraining credit expansion 

(FBN, 1997). 
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According to Nwankwo (1991), the liquidity ratio is defective in measuring 

only assets liquidity while ignoring the liquidity available through a bank’s ability 

to borrow. Moreover, it does not take account of the composition problem. 

Minimum ratio specified by the regulatory authority is 30%. In the year 1992, 

commercial banks liquidity ratio fell to 29.1% which is slightly below the statutory 

limit of 30%. It however picked up the following year to 42.2 and went to 48.5 in 

1994. It fell to 33.1% as at the last quarter of 1995. 

Another measure of liquidity is the cash ratio i.e. the ratio of cash to total 

deposit or assets. Cash ratio is particularly effective for sterilizing excess liquidity 

in the banking system and can be easily monitored on a day to day basis because 

they are held by CBN. 

Under this ratio, liquid assets are related directly to deposits, rather than to 

loans and advances that constitute the most illiquid or “hard” of banks assets. The 

cash ratio has a drawback in that substantial part of cash assets like a substantial 

part of the liquid assets is not really available to meet liquidity needs. 

For example the cash reserve requirement of 8% is specified by the monetary 

policy circular No31 of 1997 as the minimum level of cash to be maintained at 

CBN hence only excess beyond this level are available to meet liquidity provided 

they are interpreted with an awareness of their limitations and in the light of 
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changes in the sources of liquidity. They are the most widely used indicators of 

bank liquidity mainly because of their ease of computation. 

 

2.6 LIQUIDITY MANAGEMENT AND BANKING DISTRESS 

Bank distress can be defined as inability of  a bank to meet its obligations to its 

customers, owners and the economy occasioned by fault or weakness in its 

operations which has rendered it either illiquid or insolvent (Ologun, 1994). Bank 

distress occurs when bank or some banks in the system experience liquidity or 

insolvency resulting in a situation where depositors fear the loss of their deposits 

and a consequent break down of contractual obligation (Ebhodaghe, 1996).  

A bank shows early signs of distress when it is unable to meet its financial 

obligations that falls due such as inter bank indebtedness and depositors’ funds. 

Such a situation can be caused by the weak deposit base, its inability to meet its 

capitalization requirement and poor a management (Ekpenyoua, 1994). In 

Mgbojikwe’s report (1996) a distressed bank is described as one whose 

performance has to a large extent and on a continuous basis not conformed 

favourably with established parameters for evaluating the financial health of banks 

in general.  

According to her, bank distress might take the nature of or a combination of 

liquidity insolvency overtrading, all reflecting a fundamental imbalance in the 
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financial structure of a bank, these can therefore be described as indicators of 

distress but may not be the actual causes of distress. The concern of bank 

management however, is to ensure a financial balance in the financial structure of 

the bank solvency and liquidity (Okeowo, 1997).  

According to (Adewum, 1995, Ebhodaghe, 1996), there is a difference 

between insolvency and illiquidity, while insolvency refers to the condition in 

which a bank’s liabilities exceeds the fair and realizable value of its assets, a bank 

is illiquid when it cannot meet its obligation out of it cash flow. The categorization 

of financial institutions as a problem or distress is usually based on the CAMEL 

rating system: capital adequacy, Asset quality, management competence, Earning 

strength and liquidity as observed by (Ebhoadghe 1993) a financial institution in 

distress is usually one where the evaluation of CAMEL depicts poor condition in 

all or most of the five performance factors as follows: 

- Low earnings resulting form huge operating costs, 

- High level of classified loans and advances 

- Weak management as reflected by poor credit quality, inadequate internal 

controls, high rate of frauds and forgeries, 

- Gross under capitalization in relation to the level of operation 

- Illiquidity reflected in the inability to meet customers cash withdrawals etc. 
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Using these parameters, an institution’s financial condition is assessed against 

some standard benchmarks like minimum capital adequacy ratio, liquidity ratio, 

and ratio of no-performing credits to share holders’ funds, among others, to make 

statements about health status of the institution. An adverse deviation in these 

ratios from the predetermined minimum standard by the relevant authorities, the 

institution is described as exhibiting system of distress. However, the use of these 

ratios alone may not describe the level of distress. For example, an institution that 

has not meet the minimum capital adequacy ratio of 8 percent and the liquidity 

ratio of 30 percent in Nigeria may have manifested some symptoms of distress 

without providing a good measure of the extent of distress (CBN statistical 

bulletin) 

 

2.6.1 CAUSES OF DISTRESS IN BANKING. 

Distress in the financial sector has become a big source of concern to the entire 

nation and the world. While the nature and causes of distress in any financial 

system are similar in various countries, the diversity of experience with  distress 

due to cross country difference in macro economic conditions, the regulatory frame 

work, the intensity of the crisis and the approaches used to deal with it. It is of the 

view that the distress syndrome in the financial system came to light in any 1989 

after the withdrawal of treasury funds from the licensed banks to central Bank of 
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Nigeria. Before this time, serious incidents of distress were relatively few and are 

generally amenable to control by the monetary authorities. 

According to various authors, various reasons were responsible for the distress. 

These include: 

- Weak Management, 

- Inadequate capital base, 

- Fraudulent and corrupt practice of owners and managers,  

- Poor asset and liability management  

- Political instability, 

- Bad debt/poor asset quality,  

- Ownership interference, 

- Deregulation and liberalization and inadequate legal frame work and 

structure balance (1991) Ebhodegue (1991 and Nwankwo 1992) noted 

that boardroom squabble resulting from lack of proper understanding of 

directors role, staff negligence, inaccurate and unreliable information by 

management, lack of regular and adequate legal guidance and counseling 

greed and variance, poor lending practices poor supervision and political 

interference, all led to bank distress. 

Fakiyesi (1995) also noted that liberalization of the financial system leading to 

unhealthy competition sharp practices, high interest rates, non- observance of the 
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rules, inconsistent and erratic policies, failures of the regulatory authorities to act 

swiftly to sanitize the system the early warning signs. Government equality 

ownership structure and boardroom squabbles are some of the factors that caused 

financial distress. 

 

2.6.2 THE EFFECTS OF BANK FAILURE ON THE ECONOMY  

According to Ebhodaghe (1996) failed bank will not only include the liquidated 

banks but also the problem banks that have exhibited some form weaknesses in 

their financial, operational and managerial conditions which have rendered them 

either illiquid and / or insolvent. A failed bank is perceived as a bank which is 

unable to meet its obligations to its shareholders as at when due arising from 

weaknesses in its financial, operational and managerial conditions which could 

have rendered it either illiquid or insolvent. 

Stakeholders to a bank will include the depositors, owners of the bank and 

the economy at large. In practical terms therefore, when a bank or banking system 

is distressed, it means its role of capital formation through deposit mobilization, 

money creation through credit allocation, administration of the payment system 

and intermediation between surplus and deficit units of the economy will no longer 

be carried out (Okeowo 1970). Depending on the extent and depth of the problem, 

bank distress can either be of generalized or systematic nature.  



48 
 

According to Sanusi (1997), generalized distress exists when its occurrence 

is spreading fast in the industry, but its depth in terms of the ratio of total deposits 

of the industry, the ratio of assets of distressed banks to total assets of the industry 

and the ratio of total branches of distressed banks to total branches of the industry, 

among others not adversely affected the confidence of the public in the financial 

system. He emphasized further that the problem may be systematic and of serious 

concern to the relevant supervisory /regulatory authorities when its prevalence and 

the contagious effects becomes endemic and pose some threats to the stability of 

the entire system with its attendant negative effects on the nation’s payment 

system, savings mobilization, financial intermediation process, and depositors 

confidence. Under this situation, the relevant ratios should have arisen to a level 

that public confidence in the system would have been completely eroded.  

In the banking industry, the number of banks adjudged technically distressed rose 

steadily from 8 in 1990 to 42 in 1994 and 60 by the end of 1994 (NDIC report 

1995). The banks in financial distress in 1994 accounted for about N16.7 billion or 

10.3 percent of the deposit liabilities of the banking system and N15.6 billion or 15 

percent of the system’s outstanding loans and advances, more than two- thirds of 

the aggregate loans of such banks were non-performing while their aggregate 

adjusted capital stood at N4.7 billion.  
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An industry wide –insolvency of banks will retard the economy’s rate of 

capital formation; reduce its level of employment and output, and ultimately the 

pace of economic growth. Also, there will be financial cost to be incurred by the 

economy in order to resolve the distress problem. This invariably is borne by the 

tax payers at large. According to (Ebhodaght 1996), the cost of re-capitalizing the 

distress banks amount to N36.6 billion while that of liquidation is up to N18 

billion. He emphasized further that given that these funds have alternative uses 

which their multiplier effects on the economy, the loss to the economy as a result 

of this magnitude of bank failure is better imagined than quantified. Another effect 

is the restriction on bank credit as a result of bank failures.  

The expenditures of economic agents are constrained by the quantity of credits 

made available to them. Developments that reduce the total quantity of bank credit 

or disrupt the operations of banks as intermediaries will reduce spending and 

consequently will affect aggregate economic performance adversely. 

Lastly, there will be threat to the development of efficient payment 

mechanism. Settlements of transactions will become predominantly cash-based 

with its associated risks. This will negate the global trend towards credit based 

economies in most emerging markets as most economic transactions will be carried 

out on cash and carry basis. 
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2.6.3 EARLY WARNING SIGNALS: INDICES OF DISTRESS 

Where a bank exhibits certain negative trends it may be considered to be 

potentially distressed. Where potential distress is established the bank would 

usually be required to take appropriate corrective action to avoid further 

deterioration and eventual failure. This is  done through the imposition of holding 

action by the Central Bank of Nigeria/Nigerian Deposit Insurance corporation on 

the affected bank. Some of the negative trends evidencing potential distress in 

banks include: 

- Negative or very low net interest margin  

- Inadequate cash reserves or readily convertible assets to cover short term 

liabilities, 

- Negative capital and reserved – (i.e negative networth) 

- Large volume of non- performing loans, large volume of volatile deposits. 

- Attracting deposits at abnormally high rate  (distress borrowings)  

- Negative routine examination comments 

- High staff turnover  

- Incompetent management  

- Inadequate loan policies. 
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2.7 RELEVANCE OF LIQUIDITY AND PROFITABILITY 

MANAGEMENT 

According to Vanhorne (1980), technical insolvency occurs whenever a firm is 

unable to meet its cash obligations. A bank may due to lack of prudence encounter 

this anomaly. Lesson could be adduced to the banks option of profitability in 

favour of liquidity. However, when liquidity changes to be the emphasis, excess 

for investable funds could be lied without yielding project. The relationship 

between liquidity and profitability is even more profound. 

Liquidity of banks in Nigeria is controlled mainly by variations of cash 

reserve and liquidity ratios, the more liquid an assets especially cash that are kept 

the more resource will be kept idle, hence the lower the income that will be 

generated from operations.  

Therefore, a bank’s primary concern is to optimize the use of liquid 

resources, subject to monetary regulations for their day to day operations, Ogbodo 

(1997:18).However, managing liquidity therefore entails striking a balance 

between meeting the customer’s needs for liquidity cum profitability and the 

demands to optimize interest earnings by lying down deposits in other less liquid 

assets such as loans and advances. Compounding the problem of liquidity 

management is the need to monitor all times monetary regulations involving level 

of liquidity in order to be able to comply with them. This also entails choosing the 
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appropriate mix of deposits that will give the greatest yield at the least cost. 

However, banks must avoid mismatch of short-term funds for long term 

investments. 

In summary, profits are generated by earning assets, while liquidity is 

provided purely by some earning assets like short term investments and partly by 

an earning asset like cash balance held in the vault and central bank, both working 

balances and as cash reserves.  

Note that liabilities can also provide liquidity but assets which are highly liquid 

and with low risk attracts low interest rates while those with higher interest yields 

are less liquid and more risky.    

 

2.7.1 RESOLVING THE LIQUIDITY / PROFITABILITY CONFLICT 

MANAGEMENT OPTION. 

The term conflict as we all know is a breakdown in standard mechanism of 

decisions making. It is the road block to the path of progress, Ogbodo (1997:20). It 

can be caused by inborn characteristics, environmental factors, as well as the 

interplay of the inherited and learnt factors. No matter where one works, conflict is 

meritable especially where two or more people are interacting with one person or 

group desiring out come than others. However, controlled or minimal conflict can 

be used as measurement of progress. Any bank that fails to experience one form of 
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conflict or the other is said to be a dead one. Even distressed banks are faced with 

crisis. To deal with conflict in the various banks there is need for flexibility; 

tolerance and open mindedness, there should be ceaseless co-operation between 

banks management / employees and the shareholders on the other side to ensure 

efficiency, profitability and mutual co-existence.  

But it would seem that a significant proportion of the problems facing banks 

are attributable to their inability to manage the liquidity / profitability conflicts. In 

fact there is a short run trade-off between liquidity and profitability. The more 

liquid bank is, the lower are its return on equity and return on assess all other 

things being equal both assess and liability liquidity contribute to this relationship. 

Asset liquidity is influenced by the composition and maturity of fund, sole 

(1994:27). Large holdings of cash assets reduce clearly funds decrease profits 

because of the opportunity loss of interest income management usually consider all 

potential deposits outflow and inflows when deciding how to allocate assets and 

finance operations. 

Most banks considerations include maintaining high asset quality and strong 

capital base that both reduces liquidity needs and improves a banks access to funds 

at low cost. The conflicting requirement of liquidity and profitability can be 

viewed as resulting directly from the conflict desires of the two groups who have 

provided the banks financial resources namely the shareholders and the depositors.  
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The shareholders jointly own bank and look up to it to provide a return on their 

capital while the depositors have provided the vast bull of the banks working 

capital and require safety and the ability to withdraw their deposit at short notice. 

For a bank to survive, it has to reconcile the interests of these groups to avoid of 

confident of the shareholders. 

Meanwhile, other management options available to banks include; the adoption of 

one or a combination of the liquidity and profitability strategies earlier mentioned. 

It is absolutely essential for every bank to maintain a careful balance between the 

maximization of lending and other investments in pursuit of profit and the 

minimization liquidity to the lowest level consistent by banks management will 

help improving their liquidity positions, Olsanmbu (1991).    

 

2.7.2 MATCHING LIQUIDITY AND PROFITABILITY IN INVESTMENT 

DECISION  

Like any other business venture, banks are out to make profit. The role of profit 

and profitability in banking is crucial for a number of reasons among which are: 

a. Profit are the foundation upon which two main pillars of banking strength 

rests – adequacy of capital and management competence (Agu, 1998). A 

good level of published profits gives confidence to depositors that the banks 

is well managed and it is recognized that the bank retained profits will need 
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to make a substantial contribution towards the maintenance of appropriate 

capital base. 

b. Secondly, bank profit provide the first line of defence against the risk 

inherent in banking and therefore reassures not only depositors but also 

shareholder of the safety of their investment particularly in times of 

economic downturn. 

c. According to Bhatia (1978) profits perform many useful functions in an 

economic system. They allocate capital, compensate investors for risks 

assumed retain operating efficiency resulting from price output decisions 

and provide for future expansion. According to Adekanye (1986) high liquid 

assets like cash and call money have low yields as far as profitability is 

concerned, while relatively illiquid assets like loans and advances are highly 

profitable due to the higher returns on them.  

He went further that if as a result of an unplanned pursuit of profits, loans 

are allowed to grow excessively, then the liquidity ratio of 30 percent fixed 

by Central Bank will not be met. The bank will become illiquid and 

penalties will be imposed by central Bank of Nigeria. According to Nworuh 

(1997) COMMERCIAL  Banks  must manage their funds in such a way that 

their shareholders receive enough returns on their investments, enough 

liquid assets must be available at any time to meet deposit withdrawals, loan 
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draw downs, maturity of borrowing and other cash flows. He stressed further 

that they must therefore manage their funds to meet statutory authority in 

future.  

As the objectives of shareholders, depositors and regulatory authority are 

conflicting, the Central problem of money deposit bank’s portfolio management in 

all economies is the need to reconcile the conflicting bank goals of profitability, 

liquidity and safety. 

Therefore, a bank must lay down its portfolio management in such a way 

that safety and liquidity and its funds and at the same time profit is taken care of.  

According to Reeds et al (1982) whatever approach or combination of approaches 

is chosen as a model for allocation of funds to various types of assets, a banker 

recognizes the trade off between risk and return among the various categories of 

assets and among various loans and investment within the categories 

They further contend that profitability goals can be realized more easily with 

careful analysis of the marginal cost of funds as compared to the marginal revenue 

available from earning assts. Anyanwu (1993) opined that banks employ liquidity 

management to maximize revenue while holding risk of insolvency to desired 

level. He went further to analyze four main liquidity managementpolices which 

include the following: 

- effective cash mobilization,  
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- Cash flow forecasting  

- Identification of need for protective liquidity, 

- Productive use of liquid assets  

According to him banks have to aggressively employ its assets productively by 

analyzing the alternative marketable securities, it can invest in evaluating them in 

relation to maturity, taxability marketability and default risk.  

According to Adekanye (1992) the higher the quality of bank’s assets, the greater 

the profitability of sound performance. 

 

2.8 PROFITABILITY /LIQUIDITY DILEMMA  

There are three approaches to manage bank asset to resolve the 

liquidity/profitability dilemma. These are: 

- Pools of fund approach  

- Asset allocation approach 

- Management science approach. It is pertinent to state that Banks adopt a 

mixture of these approaches in resolving liquidity/profitability dilemma. 

Before going further to discuss these approaches, let me highlight some 

constraints banks’ face. 
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i. The Pool of Fund Approach  

All funds should be pooled together and then allocated from the pool whatever 

investment is deemed appropriate (security, investment, loans, cash etc). Since the 

shareholders are expecting higher and reasonable returns on their investment, bank 

management must seek to maximize the profitability of the bank and this may 

entail higher margins and cost control. The pursuit of maximum profitability also 

entail in a higher risk exposure which imposes a serious constraint on the funds 

management of the bank. 

According to Nzotta (1997) certain steps needs to be followed in the 

selection of the investment  

- Identify the liquidity and profitability needs of the bank; 

- Establish priorities in the different assets portfolio. This will assist in 

liquidity and profitability needs of management  

- Allocate funds to the different assets categories based on the priorities 

established.  

Management must first set its priorities on allocating funds to primary reserves. 

Primary reserves are usually held as cash reserve with Central Bank of Nigeria and 

excludes compulsory deposit. Primary reserves affords liquidity to the bank but 

does not yield any profitability. It is a function of deposit. 
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The second category of reserves, Bank management must allocate fund is 

secondary reserves otherwise called liquidity ratio. Secondary reserve supplement 

liquidity position of the bank and affords a measure of return. They help in 

resolving profitability/liquidity dilemma.   

Treasury bills, Treasury Certificates Bankers unit fund, etc are some other financial 

assets for consideration. These are high quality, short maturity and highly 

marketable assets. They can be converted into cash with little delay and little loss 

of value. A total of N38.286 billion was total treasury bills held by Commercial 

Banks in 1994 while N614.3 million was for treasury certificates (CBN, 1995). 

ii. Loan Portfolio 

Loans are the major profit making activity of a bank and contribute greatest to the 

profit performance and at the same time could spell doom if not properly managed. 

According to Ogunleye (1990) the extent of success of a bank is determined among 

other factors by the state of health of its loans portfolio and management system. 

He went further that as the consumer and depositors demand more and assume 

higher bargaining power enhanced by increasing options, lost of funds and other 

factors increase. 

As the spread income decreases, banks with low turnover in this aspect or 

those with large loan portfolio become vulnerable. In 1994, total loans and  

advances by Commercial  Banks  amounted to N87.854 billion, N49.251 billion in 
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1993 and N139.404 billion in 1995 (CBN, 1995). This shows a consistent 

increasing trend. 

According to CBN/NDIC report (1995) high level of classified loans and 

advances is one of the factors responsible for the distress currently being 

experienced in the banking sector. The distressed bank accounted for N44.5 billion 

or 77 percent of total bad debts of N57.8 billion in the system as at December 1995 

(Ebhodaghe, 1996). 

Thus, the non-performing credit of over N44.5 billion in distressed banks 

constituted about 47 percent of their total credit. Adekanye (1992) opined that loan 

portfolio is a major factor among others which are positively correlated with bank 

performance. Care must therefore be exercised in the credit analysis, approval and 

disbursement of loans and advances to avoid liquidity problem. 

 

iii. Investment 

The functions of the investment portfolio is to provide income to the bank and add 

to secondary reserves. Corporate Treasury management has to do with receiving, 

investing, documenting and disbursing funds to achieve corporate objectives 

(Anyanwu, 1994). The Nigerian money market is essentially a short term to 

medium term investment market. It offers access to a variety of financial 

instruments that enable economic agents to pool, price and exchange risks. 
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Through assets with attractive yields liquidity and risk characteristics, it 

encourages savings in financial form. Bank management must therefore place 

funds in high quality investments that affords a high returns to the earning of the 

bank. 

a. Features of Investment 

The following are the essential features of investment as highlighted by Okafor 

(1981). 

- Investments are undertaken in anticipation of benefits which are not 

expected to accrue concurrently with the investment outlay. It therefore has 

some elements of risk 

- Investment made in real or financial assets can be measured in terms of the 

total outlay of funds, 

- The value of the asset should be carefully established at the time the 

investment is made. 

- Every investment involves someone foregoing some current capability for 

consumption. 

 

b. Principles of Selecting Investments.  

According to Anyanwu (1994) the under-listed principles are essential for efficient 

portfolio management. 
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a)  Security: The safety of the fund should be a major consideration in 

investment decisions. While profitability is the major objective. It should not 

be at the mercy of security. Only one bad investment can wipe off all the 

good efforts of managing a fund.  

b)  Yield: The main objective of investment is profitability. This should 

be hedged after understanding what the interest or yield is, as it could be 

cloaked in unclear terms. Tax consideration, transaction cost etc should be 

taken into consideration to determine the average yield of all issues. The 

higher the average yield the better for the manager and client. 

c)  Liquidity: In order to be able to meet urgent financial requirements there 

should be enough assets in form of cash or near assets. Hence, there is the 

need to have adequate short term instruments.  

d)  Diversification: It is a defensive investment strategy. As much as possible, 

and within the limits permitted by law and socially desirable circumstances, 

investment should be in as many arrears as possible. Don’t put all your eggs 

in one basket. 

e)  Marketability: The investment should be highly marketable and be easy to 

dispose of them at short notice without running into problem. 
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f)  Legality: Investments have to be within the laws setting up the business and 

within acceptable domain of the investment manager. Secondly, do not 

invest in illegal business, refuse to be deceived.  

i.  Tenor: What is the tenor of the investment? Is it consistent with our 

investment policy? If a roll over option is available, what is the maximum 

period for which we shall retail funds under this investment?  

It is important to recall the investment at initial maturity in order to test the 

ability of the borrower to repay on schedule.  

h)  Tax Implication: In order to determine the actual yields, the tax 

implications has to be considered. 

 

ii. Asset Allocation Approach  

This approach recognizes that amount of liquidity needed by a bank is 

related to the source from which its funds are obtained. It therefore distinguished 

different source of funds according to legal reserve requirement, the velocity or 

turnover of the sources. 

According to Nzotta (1999) the model established several liquidity- 

Profitability Centers within a bank for allocating funds obtained from different 

sources. He emphasized further that as soon as liquidity- profitability centers have 



64 
 

been identified and established, management must formulate a policy regarding the 

allocation of funds generated within each center. 

The advantage of this model is that it reduces liquid assets and allocate additional 

funds to loan and investment thus tending to increase profitability. It is assumed 

that maximizing profitability involves eliminating excess liquidity as available in 

the bank’s funds 

 

iii. Management Science Approach 

The management science approach uses sophisticated and advanced mathematical 

techniques to analyze the complex interrelationship among various components of 

the balance sheet and income statement. 

The following are the steps to be taken. 

- State the objectives of the bank i.e. maximize profit and enhance liquidity 

- Identify the relationship between the elements of the problem, 

- Identify variables that are not under management control 

- Estimate the way the non controllable variables may behave,  

- Identify or highlight the constraint imposed on the behaviour of 

management. 
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These elements are then used to formulate linear programming model to help in 

decision making by management by incorporating profitability and liquidity 

constraints. The model attempts to proffer answer to the following questions. 

- What is the problem? 

- What are the alternatives?  

- Which alternative is best (Nzotta, 1997).  

According to Reed et al, (1982) the models are used to prescribe how a bank 

management should allocate whatever funds are available for investment to 

provide adequate profitability while operating within the liquidity constraints 

imposed by management or by regulatory authorities. 

 

2.9  EMPIRICAL REVIEW  

Obi, (2006), investigated the impact of liquidity management on the 

profitability of Nigeria banks. He opined that bank liquidity means a bank’s 

capacity to acquire immediately available funds from the central bank of Nigeria or 

other banks at reasonable price. He further said that it encompasses the potential 

sales of the liquid assets, federal government securities and new issues of 

certificates of deposit. 

He developed three hypotheses and employed the ratio analysis in which he 

studied four banks divided into old and new generation banks to test the efficiency 
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and strength of the banks liquidity and profitability position. Some of the relevant 

ratios adopted for his study include: the liquidity ratio and loan ratio for test of 

liquidity and return on assets and return on equity ratios for the test of profitability. 

 He used regression analysis to draw relationship between liquidity and 

profitability. His work proved that there is a high correlation between liquidity and 

profitability, indicated by the correlation co-efficient 63% and co-efficient of 

determination of 40%, this obviated trade-off relationship, in order words, when 

liquidity increases, profitability decreases and when liquidity decreases, 

profitability increases. His study proved that the new generation banks are more 

prudent in managing their liquidity the same is applicable to profitability. The 

study recommends one management option to old generation bank in improving 

their liquidity and profitability strategy which is essential to them for them to 

maintain a careful balance between the maximization of lending and other 

investment in pursuit of profit and the minimization of liquidity to the lowest level 

consistent with safety.    

Oguzie, (2008), carried out a research on the effect of the liquidity 

management on the profitability of banks in Nigeria found out that there is 

significant relationship between liquidity management and profitability of banks in 

Nigeria having used regression tool to test three variables of liquidity. 
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Olagunju,Olamrewaju and Olabode, (2011), said liquidity is the ability of a 

company to meet its short term obligations. They said also that it is the ability of a 

company to convert its assets into cash. Their study used person correlation 

method of statistical analysis to test the hypothesis, which they revealed that there 

is significant relationship between liquidity and profitability on the banks selected. 

Nwangwu, (2012), who embarked on the related study having used four 

variables which was tested with regression tool to test his hypotheses, proved that 

there is strongly significant relationship between liquidity and profitability of 

banks. Having reviewed all these research works, I am using seven variables with 

regression tool to test whether there will be a significant relationship on the 

variables to be tested based on the hypothesis formulated. 

 Andrew and Osuji, (2013) in their work explored the efficacy of liquidity 

management and banking performance in Nigeria with the aim to examine 

empirically the effect of efficient liquidity management on banking performance in 

Nigeria particularly in the aftermath of several banking reforms, rescue mission by 

the Central bank of Nigeria (CBN) and the attendant Merger and Acquisitions. 

They adopted Profitability and Return on Capital Employed (ROCE) as the 

performance indicators or dependent variables. Using Pearson product-moment 

correlation coefficient (r) they found that there is significant relationship between 

efficient liquidity management and banking performance and that efficient 
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liquidity management enhance the soundness of banks. These findings which may 

have re-echoed results from similar researches re-emphasize that efficient liquidity 

management have important policy implications for developing and emerging 

economies. 

 Sunny, (2013) investigated the impact of liquidity management on the 

profitability of banks in Nigeria.  Three banks were randomly selected and the 

proxies for liquidity management include cash and short term fund, bank balances 

and treasury bills and certificates, while profit after tax was the proxy for 

profitability. Regression analysis was used to test the hypothesis. The result 

showed that liquidity management is indeed a crucial problem in the Nigerian 

banking industry. 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

 

3.1 INTRODUCTION  

This chapter stresses the methodology employed for this research work. The 

process of research usually entails problem identification, making hypothetical 

statements about the presumed relationships among variables, collecting relevant 

data, analyzing the data using the relevant and appropriate statistical tools of 

analysis. This chapter discusses the sources of data methods of data collection and 

analysis. 

 

3.2 SOURCES OF DATA 

This study makes use of secondary data from the Nigerian stock exchange, fact 

books Banks and Bulletin of Central Bank of Nigeria, Annual reports of the 

COMMERCIAL  Banks i.e Union Bank PLC, United Bank for Africa (UBA), First 

Bank PLC. Zenith Bank, Publications, Nigerian Development Insurance 

Corporation Quarterly report, Central Bank of Nigeria Economic and financial 

review and Bullion. 
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3.3 METHOD OF DATA ANALYSIS 

Data can be useful when it is properly processed and analyzed. 

The method of data analysis that was used in this study was as follows: Multiple 

regression and Unit Root Test. The aim is to relate each of these selected 

independent variables cash and short term fund (CA), Bank Balances (BB) and 

Treasury Bill and certificates (TBC) of Union Bank Plc, United Bank for Africa, 

Zenith Bank, first Bank PLC with the level of profitability. 

Therefore, profit levels are related with each of the three variables separately 

to determine their individual contributions to the profit figures. 

Union Bank PLC and United Bank for Africa PLC.were selected for the analysis 

based on the fact that they are among, the four biggest banks in Nigeria while 

Zenith Bank PLC  was selected as one of the new generation banks. 

 

3.3.1 Unit Root Test 

In statistics a unit root test, tests whether a time series variable is a non stationary 

using an autoregressive model. A well known test that is valid in large sample is 

the unit root test. 

According to Challis and Kitney (1991), the Optimal finite sample tests for a unit 

root are autoregressive models.  
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STATIONARITY TEST 

Challis and Kitney (1991), defined stationary as a quality of a process in which the 

statistical parameters (mean and standard deviation) of the process do not change 

with time. The most important property of a stationary process is that the auto-

correlation function (ACF) depends on lag alone and does not change with the time 

at which the function was calculated. The weakly stationary process has a constant 

mean and Auto correlation function (ACF) while a strongly stationary process has 

all higher order moments constant including the variance and mean. 

 

PURPOSE OF STATIONARITY TEST  

The purpose of using formal time series analysis methods on sequential data is to 

learn “something” about the nature of the system generating the data. In our case, 

the system we are interested in is the human operator interacting with a multiple 

degree of freedom input device. The “Something” we are trying to learn is the 

nature of human co-ordination. 

Our definition of co-ordinate movement is the simultaneous motion along 

multiple degrees of freedom resulting in an efficient trajectory. 

The write-up is part of an explanation of time series analysis for the purpose of 

learning something about the nature of human co-ordination. 
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There are two general approaches to testing for stationary, namely: parametric and 

non-parametric. 

Review of literature seems to indicate the parametric approaches are those 

usually used by researchers working in their time domain. 

Such as Economists who are making assumptions about the nature of their data. 

While non-parametric approaches are more commonly seen by researchers 

workings in the frequency domain such as electrical engineers who often treat the 

system as “black box” and cannot make any basic assumptions about the nature of 

the system.  

 

3.3.2 MULTIPLE REGRESSION ANALYSIS 

Regression analysis is a statistical tool which helps to predict one variable from 

another variable or variables on the basis of assumed nature of the relationship 

between the variables. The variable being predicted is usually referred to as the 

unknown or dependent variable because its value is dependent on the values of the 

other variables variously referred to as the independent variables. The relationship 

are usually expressed in equation forms. The aim of multiple regression is to 

examine the nature of the relationship between a given dependent variables and 

two or more independent variable. Multiple regression is used to determine the 
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importance of each of the independent variables in accounting for the variation in 

the dependent variables. 

 

3.3.2.1 ASSUMPTIONS OF MULTIPLE REGRESSION ANALYSIS  

 In employing multiple regression, the following assumptions were made.  

i The relationship between the dependent and independent variables are linear 

ii. Both dependent and independent variables are continuous random variable 

which is normally distributed. 

 

3.3.3 MODEL SPECIFICATION OF REGRESSION ANALYSIS  

The regression model in explicit formulation is provided  

Below: 

Y = B0 + B1x1 + B2x2 + B3x3 + B4x4+x5x5+e. 

Where: 

 Y= Profitability, representing dependent variable  

B0, B1, B2, B3, are regression co-efficients or parameters  

X1, X2, X3 are independent variables:  

X2 = net working capital (NWC), x1 = short term loan & adv. (LA) 

X5= Bank cash Asset (CA)  

X4 = Bank balances (BB)  
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X3= Treasury bill and certificate (TBC)  

Where 

B̂0=Y- -b- 1x- 1 -b
-

2-x- 2 

B̂1 = ×1y  x2
2- x2 y x1x2 

 x1
2x2

2 –(x1x2)2 

B̂2 = x2y x1
2 - x1y x1x2 

 x1
2x2

2 –(x1x2)2 

Source: Fundamental of Applied Quantitative Techniques for Management 

Decisions (2001) 

3.3.3.1 TEST FOR SIGNIFICANCE IN MULTIPLE REGRESSION 

In multiple regression, in order to conduct test of significance, we use analysis of 

variance table (ANOVA), which is based on partitioning the variations into two 

components and is summarized in the table below: 

TABLE 3.1 ANOVA TABLE MULITPLE REGRESSION 
Source of 
variance  

Sum of Square  Degree of 
freedom df 

Mean square  Variance ratio 

Regression  SSR = y2 r2  K MSR = SSR 
              K 

F =MSR 
      MSE 

ERROR SSE = SST –SSR 
=Y2 (1-R2) 

n-k-1 MSE=SSE 
      n-k-1 

 

TOTAL SST = y2 n-K   
Source: Fundamental of Applied Quantitative Techniques for Management 
Decisions (2001) 
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Where R2 = b1x1y + b2x2y 
  y2 

 

R2 =co-efficient of determination 

Where SSR = Sum of squares of Regression  

    SSE = Sum of squares of Error 

          SST = Sum of squares of Total variation (y)  

    K = number of independent variables (x1, x2, x4, x5) 

    N = number of observation  

We are often interested in testing whether or not there is a significant relationship 

between the dependent variable y and the independent variables x1, x2 ….. xk in 

multiple regression. 

 

3.3.3.2 TEST OF SIGNIFICANCE AND THE DECISION RULE. 

This is usually tested using the following statistics:  

F* = MSR 
 MSE,  
 

To test the significant relationship between the dependent and independent 

variables. This is tested by comparing  the F* and the critical values from the F-

distribution at the  ∞(significant level, k and n-k-1. degree of freedom which under 

the null hypothesis, Ho has f-distribution with k degrees of freedom,. 
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Ho is accepted at the significance level if F* < F -∞ (k, n-k-1)  otherwise HO is 

rejected in favour of alternate hypothesis  HA: F- ∞ (k,n-k-1) from the statistical 

table.  

 

3.3.3.2 THE F- TEST FOR MULTIPLE REGRESSION CO-EFFICIENT  

F-test, tests the significance of the entire equation. If the test shows that a 

significant relationship exists between the dependent and the independent 

variables, one may then proceed to examine the regression co-efficient 

further and to test more hypotheses about them. Thus, the null hypothesis (HO) is 

rejected; we may examine the individual co-efficient further to find out which one 

contribute to the significance by testing the null hypothesis using the formula. 

 

  t =  B̂1 
 
 

Where c1 = is a constant,  

The null hypothesis (HO) is accepted at the ∞ (significance level) if t< t1-∞/2, n-k-1 

otherwise Ho, is rejected in favour of Alternate hypothesis (HA)   

 

 

 

MSEC 1 
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3.3.3 CO-EFFICIENT OF MULTIPLE DETERMINATION 

Finally, we consider the co-efficient of multiple determination (R2) which 

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  

 

The formula is 

R2 = SSR = b1x1y + b2x2y 

        SST           y2
 

Source: Fundamental of Applied Quantitative Techniques for Management 

Decisions (2001) 

Where R2 = co-efficient of determination  

SSR = sum of squares of Regression  

SST= sum of squares of total variation (y)   

The method of analysis employed in this work will determine the effect of the five 

factors affecting the profit of UBAPlc on UBA’ profit which is the dependent 

variables using example regression. This is also done for the five variables 

affecting the profit of First Bank Plc, Zenith Bank and Union Bank Plc 

respectively. 

 

^ ^ 



78 
 

F-TEST 

This is to test whether or not there is a relationship between the dependent (profit) 

and the independent variables that is the cash and short term funds, investment, 

loans and advances. 
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CHAPTER FOUR 

DATA PRESENTATION, ANALYSIS AND INTERPRETATION 

4.1 INTRODUCTION 

In this chapter, we present for analysis the data collected principally through 

the annual reports of the selected four banks, we examine the relationship between 

liquidity Management and the Profitability of banks in Nigeria. The chapter 

therefore places emphasis on the need to estimate, analyze and interpret the models 

already formulated in chapter three. 

In addition the hypothesis formulated in section 1.5 of our chapter one are 

also put to test in this chapter in order to provide the basic for inferences and 

policy measures. Perhaps, we need to recall once more that only secondary sources 

of data are employed. This is to enable us extricate meaningful information capable 

of explaining the key objectives of the study. To this end, we employ two 

statistical approaches to the analysis, namely descriptive and inferential statistics.  

While the first involves the use of charts where applicable, the latter entails the use 

of regression analysis to test the five hypotheses already formulated in chapter one. 

Four Banks were selected namely, Zenith Bank Plc, United Bank of Africa, 

Union Bank and First Bank. The proxies for liquidity management are cash, short 

term loans and advances, bank balances (BB), treasury bills and certificates (TBC), 
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and net working capital, these were independent variables and bank profitability 

were represented by profit after tax (PAT) which is the dependent variable. 

 

4.2 DATA PRESENTATION 

TABLE 4.2.1 LIQUID ASSETS AND PROFIT AFTER TAX OF ZENITH 
BANK (1995-2011).  
 

Year PAT NWC STLA CA  BB  TBC  
 N'm N'm N'm N'm N'm N'm 
1995 449.00  236.00  1,855.00  55,109.00  40,505.00  8,477.00  
1996 861.00  300.00  1,932.00  55,905.00  42,675.00  19,817.00  
1997 1,063.00  601.00  4,403.00  60,107.00  45,850.00  30,802.00  
1998 1,353.00  984.00  6,448.00  61,985.00  47,570.00  36,179.00  
1999 1,640.00  1,504.00  10,109.00  62,150.00  48,675.00  53,115.00  
2000 1,665.00  1,903.00  12,170.00  65,053.00  49,557.00  53,700.00  
2001 2,418.00  2,638.00  12,838.00  70,155.00  55,670.00  62,300.00  
2002 3,504.00  6,212.00  20,665.00  77,141.00  58,977.00  73,091.00  
2003 4,424.00  6,957.00  27,895.00  77,142.00  61,574.00  112,904.00  
2004 5,191.00  9,802.00  53,391.00  121,891.00  131,095.00  125,151.00  
2005 7,155.00  12,100.00  12,249.00  180,407.00  233,413.00  140,574.00  
2006 11,489.00  14,705.00  19,970.00  369,291.00  392,864.00  159,985.00  
2007 17,509.00  16,800.00  21,830.00  563,581.00  568,012.00  212,446.00  
2008 18,450.00  19,504.00  22,405.00  570,180.00  571,053.00  386,674.00  
2009 19,403.00  21,150.00  24 507 581,810.00  580,157.00  497,428.00  
2010 20,554.00  22,600.00  25,676.00  589,500.00  595,141.00  501,205.00  
2011 21,650.00  23,500.00  27,505.00  611,500.00  600,850.00  510,500.00  

 Source: Zenith Bank Plc Annual Reports (1998, 2002, 2006, 2010, 2011). 
Where: PAT= level of profitability in year, t. 

 

CA= level of cash and short term fund in year, t. 

NWC= level of net working capital in year t 

LA = level of short term loan and advances in year t 

 BB= level of bank balance in year, t  

 TBC= level of bank treasury bills and certificate in year, t. 

The above are Liquid Assets and Profit After Tax of Zenith Bank from 

1995 - 2011 
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TABLE 4.2.2 LIQUID ASSETS AND PROFIT AFTER TAX OF FIRST 

BANK NIGERIA PLC (1995- 2011) 

YEAR PAT CA BB  TBC STLA NWC 
 N'm N'm N'm N'm N'm N'm 

1995 1,009.00 40,897.00 43,464.00 151.00 12,666.00 798.00 
1996 1,202.00 50,042.00 58,214.00 175.00 17,108.00 913.00 
1997 1,890.00 52,400.00 64,912.00 199.00 25,340.00 2,241.00 
1998 2,027.00 55,176.00 70,697.00 227.00 28,430.00 2,396.00 
1999 3,360.00 76,242.00 89,868.00 231.00 34,235.00 3,901.00 
2000 4,739.00 135,472.00 138,003.00 1,241.00 38,360.00 4,652.00 
2001 5,066.00 151,648.00 155,598.00 2,790.00 50,120.00 5,243.00 
2002 4,776.00 203,513.00 178,063.00 2,668.00 66,384.00 7,324.00 
2003 11,010.00 312,978.00 264,245.00 2,952.00 60,439.00 10,209.00 
2004 11,483.00 247,537.00 255,491.00 17,458.00 83,500.00 11,330.00 
2005 13,232.00 267,761.00 332,196.00 21,651.00 123,739.00 17,359.00 
2006 17,383.00 328,888.00 449,238.00 60,875.00 177,303.00 30,902.00 
2007 41,066.00 486,059.00 7,007,423.00 56,993.00 217,995.00 37,117.00 
2008 73,114.00 7,467,110.00 917,954.00 115,480.00 466,096.00 48,071.00 
2009 1,747.00 1,488,976.00 2,877,287.00 31,916.00 1,818,849.00 49,500.00 
2010 33,411.00 663,848.00 1,598,853.00 23,769.00 1,143,614.00 50,155.00 
2011 18,650.00 800,678.00 1,625,752.00 31,256.00 2,125,656.00 55,069.00 

 
Source: First Bank Nigerian Plc Annual Report of various years (1999-2004, 
2009,2012). 
 

Where: PAT= level of profitability in year, t 

CA = level of cash and short term fund in year,  

BB = level of bank balance in year, t. 

TBC = level of treasury bills and certificate in Year t. 

LA = level of short term loans and advance in year t 

NWC = level of networking capital in year t. 

The above are Liquid Assets and Profit After Tax of First Bank from 1995 - 2011 
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TABLE 4.2.3 LIQUID ASSETS AND PROFIT AFTER TAX OF UNITED 
BANK OF AFRICA PLC (1995- 2011). 

YEAR PAT CA BB TBC STLA NWC 
 N'm N'm N'm N'm N'm N'm 

1995 52.00 23,461.00 33,161.00 3,020.00 6,220.00 1,853.00 
1996 58.00 24,435.00 37,019.00 3,124.00 8,986.00 1,855.00 
1997 91.00 28,708.00 39,527.00 3,824.00 10,760.00 3,097.00 
1998 70.00 35,441.00 48,858.00 704,653.00 16,796.00 2,958.00 
1999 85.00 60,721.00 73,207.00 895.00 24,614.00 1,953.00 
2000 154.00 88,561.00 82,518.00 1,087.00 17,325.00 3,321.00 
2001 305.00 135,544.00 133,135.00 1,019.00 23,106.00 4,191.00 
2002 262.00 134,138.00 131,866.00 1,017.00 40,135.00 5,119.00 
2003 639.00 124,447.00 142,427.00 31,448.00 46,026.00 9,305.00 
2004 63.00 130,706.00 151,929.00 40,497.00 56,136.00 16,559.00 
2005 313.00 110,517.00 205,110.00 59,835.00 67,610.00 21,119.00 
2006 328.00 471,494.00 762,524.00 106,975.00 1,095,860.00 15,644.00 
2007 345.00 570,315.00 905,806.00 100,589.00 320,406.00 118,331.00 
2008 262.00 774,957.00 1,365,289.00 174,005.00 431,410.00 120,051.00 
2009 380.00 542,406.00 1,261,457.00 42,035.00 606,616.00 125,756.00 
2010 399.00 377,148.00 1,274,627.00 123,455.00 628,811.00 127,657.00 
2011 455.00 17,895.00 251,514.00 175,525.00 689,625.00 129,756.00 

 
Source: United Bank for Africa Plc Annual Reports of Various Years (1997, 
2002, 2007, 2012) 
 

Where: PAT= level of profitability in year, t. 

CA= level of cash in year t, 

BB= level of bank balance in year t, 

TBC= level of treasury bills and certificate  

LA = level of short term loan and advances. 

NWC =level of net working capital in year t 

The above are Liquid Assets and Profit After Tax of United Bank for 

Africa from 1995 - 2011 
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TABLE 4.2.4   LIQUID ASSETS AND PROFIT AFTER TAX OF UNION 
BANK NIGERIA PLC (1995-2011). 
 

YEAR PAT CA STLA NWC BB TBC 
 N'm N'm N'm N'm N'm N'm 

1995 575.00 7,154.00 11,255.00 400.00 516,007.00 765.00 
1996 1,142.00 10,363.00 16,704.00 347.00 56,914.00 1,163.00 
1997 1,297.00 5,963.00 23,364.00 451.00 63,654.00 2,542.00 
1998 1,924.00 5,742.00 26,148.00 1,220.00 83,093.00 1,996.00 
1999 3,249.00 95,854.00 28,662.00 2,569.00 102,775.00 2,323.00 
2000 5,767.00 96,700.00 30,665.00 2,715.00 112,575.00 4,086.00 
2001 5,866.00 119,480.00 36,925.00 57,453.00 189,605.00 1,460.00 
2002 8,262.00 25,270.00 49,382.00 21,281.00 222,718.00 4,136.00 
2003 8,263.00 275,267.00 60,554.00 24,887.00 251,636.00 7,309.00 
2004 8,933.00 287,940.00 87,684.00 27,272.00 282,524.00 8,300.00 
2005 10,074.00 399,411.00 91,928.00 27,262.00 339,538.00 10,975.00 
2006 10,868.00 357,248.00 127,202.00 77,016.00 411,480.00 11,524.00 
2007 13,770.00 408,893.00 160,331.00 79,347.00 482,382.00 12,100.00 
2008 13,990.00 410,124.00 165,133.00 81,510.00 485,238.00 12,705.00 
2009 14,535.00 412,421.00 166,332.00 83,619.00 489,505.00 13,340.00 
2010 15,750.00 413,214.00 175,081.00 87,591.00 491,062.00 14,007.00 
2011 16,801.00 414,412.00 179,189.00 89,819.00 497,005.00 15,805.00 

 
Source: United Bank For Africa Plc Annual Reports Of Various Years (1996, 
2000,2004,2008, 2012). 
 

Where:  PAT= profitability level in year, t. 

CA= level of cash in year t, 

LA= level of short term loans and advances in year t, 

NWC= level of networking capital in year t  

BB= level of bank balances in year t, 

TBC =level of treasury bills and certificate. 

The above are Liquid Assets and Profit After Tax of Union Bank Nigeria Plc 
(1995-2011). 
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4.3 SUMMARY OF RESULT OF UNIT ROOT TEST. 

The result of the stationarity test using Phillips Perron method is summarized in 

table 4.5 above. As a reminder, the decision rule is: if the statistical value (PP 

value) exceeds the critical value, we reject the null hypothesis of non stationarity 

and conclude that the variable is stationary. The following were the findings: 

1. SUMMARY OF RESULT OF UNIT ROOT TEST OF ZENITH BANK 

Considering the result under Zenith Bank, the PP value of profit after tax (PAT) in 

absolute terms is higher than its critical values at 1%, 5% and 10% respectively. 

The variable is stationary at second difference. Also, Net Working Capital (NWC) 

is stationary at second difference with its PP value being higher than the critical 

values. Loan and Advances (LA) is stationary at second difference. Its PP value in 

absolute term is more than the critical values. However, cash (CA) is stationary at 

second difference. It could be noticed that PP value of CA is greater than the 

critical values at 5% and 10% only. The PP value is less than the critical value at 

1%. In the same vein, bank balance (BB) has its PP value being greater than its 

critical values in absolute terms at 5% and 10% respectively.It could also be noted 

that its PP value is less than the critical value at 1%. Nevertheless, the variable BB 

is also stationary at second difference. Finally, treasury bills and certificates (TBC) 

has PP value that is greater than its critical values at 1%, 5% and 10% respectively. 

It is stationary at second difference.  
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The above analysis shows that all the variables (PAT, NWC, LA, CA, BB and 

TBC) are stationary at second difference and therefore are integrated of order two, 

I (2). 

 

2. SUMMARY OF RESULT OF UNIT ROOT TEST OF FIRST BANK 

Considering the result under First Bank, the PP value of profit after tax (PAT) in 

absolute term is higher than its critical values at 1%, 5% and 10% respectively.  

The variable is stationary at first difference. The variable, cash (CA) is stationary 

at first difference. It could be noted that PP value of CA is greater than the critical 

values at 1%, 5% and 10% respectively. In the same vein, bank balance (BB) has 

its PP value being greater than its critical values in absolute terms at 1%, 5% and 

10% respectively. Hence, the variable BB is also stationary at first difference. 

Considering the variable treasury bills and certificates (TBC) it could be noticed 

that its PP value in absolute term is greater than its critical values at 1%, 5% and 

10% respectively. It is stationary at first difference. In the same vein, the variable, 

short term Loan and Advances (STLA) is stationary at first difference. Its PP value 

in absolute term is more than the critical values at 1%, 5% and 10% respectively. 

Finally, the variable, Net Working Capital (NWC) is stationary at second 

difference with its PP value being higher than the critical values at 1%, 5% and 

10% respectively. This is the only variable that is stationary at second difference. 
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The above analysis shows that contrary to the findings in relation to Zenith 

Bank, the variables (PAT, CA, BB, TBC and STLA) are stationary at first 

difference therefore they are integrated of order one I(1). However,only NWC is 

stationary at second difference and is integrated of order two, I(2). 

 

3. SUMMARY OF RESULT OF UNIT ROOT TEST OF UBA 

Considering the result for UBA, the PP value of profit after tax (PAT) in absolute 

term is higher than its critical values at 1%, 5% and 10% respectively. PAT is 

therefore stationary at first difference. The variable, cash (CA) is stationary at 

second difference. It could be noted that PP value of CA is greater than the critical 

values at 1%, 5% and 10% respectively. In the same vein, bank balance (BB) has 

its PP value being greater than its critical values in absolute term at 1%, 5% and 

10% respectively. Hence, the variable BB is also stationary at second difference. 

Considering the variable treasury bills and certificates (TBC) it could be noticed 

that its PP value in absolute term is greater than its critical values at 1%, 5% and 

10% respectively. It is stationary at first difference. In the same vein, the variable, 

short term Loan and Advances (STLA) is stationary at first difference. Its PP value 

in absolute term is more than the critical values at 1%, 5% and 10% respectively. 

Finally, the variable, Net Working Capital (NWC) is stationary at first difference 
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with its PP value being higher than the critical values at 1%, 5% and 10% 

respectively.  

Four of the variables for UBA, (PAT, TBC, STLA and NWC), are stationary 

at first difference. They are integrated of order one, I(1). However, the remaining 

two of the variables, (CA and BB), are stationary at second difference and 

therefore are integrated of order two, I(2). 

 

4. SUMMARY OF RESULT OF UNIT ROOT TEST OF UNION BANK: 

Considering the result for Union Bank, the variable PAT is stationary at first 

difference. Its PP value in absolute term is higher than its critical values at 1%, 5% 

and 10% respectively. The variable, cash (CA) is also stationary at first difference. 

It could be noted that its PP value is greater than the critical values at 1%, 5% and 

10% respectively. In the same vein, bank balance (BB) has its PP value being 

greater than its critical values in absolute term at 1%, 5% and 10% respectively. 

Hence, the variable BB is also stationary at first difference. Considering the 

variable treasury bills and certificates (TBC) it could be noticed that its PP value in 

absolute term is greater than its critical values at 1%, 5% and 10% respectively. It 

is stationary at first difference. In the same vein, the variable, Net Working Capital 

(NWC) is stationary at first difference with its PP value being higher than the 

critical values at 1%, 5% and 10% respectively. Finally, short term Loan and 
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n 

Advances (STLA) is stationary at second difference. Its PP value in absolute term 

is more than the critical values at 1%, 5% and 10% respectively.  

 Considering the result for Union Bank, table 4.5 shows that the variables 

(PAT, CA, NWC, BB and TBC) are stationary at first difference hence they are 

integrated of order one, I(1). Short Term Loans and Advances (STLA) is stationary 

at second difference and integrated of order two, I(2).  

 

4.3.2 RESULT FOR CO-INTEGRATION TEST 

 To establish a long run relationship among the variables under consideration 

the researcher conducted a co-integration test using the Augmented Engel (AEG) 

Granger’s approach. This approach involves the following procedure:  

- Estimate the model equation and obtain the value of the residuals. 

- Perform a unit root test on the residuals using ADF test. 

The AEG test is thus specified as:  

∆µt = δμt-1 + ∑i=1 αiµt-1 + εt 

If δ is statistically significant, we will reject the null hypothesis of no co-

integration and therefore conclude that the variables in the model have long run 

relationship. Hypothesis to be tested is: 

H0: δ = 0 (the variables are not cointegrated) 

H1: δ < 0 (the variables are cointegrated) 
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Decision Rule: Reject H0 if the absolute value of ADF of the residual µ exceeds 

the critical tau value at 5% level, otherwise do not reject. Alternatively, reject H0 if 

the probability is less than 0.05 otherwise accept H0. 
 

 
4.3.3 COINTEGRATION TEST: ZENITH BANK 
 

Table 4.3.3 shows that in absolute term, the ADF value of the residual (-7.934) is 

greater than the test critical value at 5% (-3.0656). Also, the probability (0.0000) is 

less than 0.05. Therefore we reject H0 and conclude that the variables are 

cointegrated. This means that long run relationship exists between the dependent 

variable (PAT) and independent variables (CA, BB, LA, NWC and TBC) in 

relation to Zenith Bank. 
 

 
4.3.4 COINTEGRATION TEST: FIRST BANK 
 

Table 4.3.4 shows that in absolute term, the ADF value of the residual (-21.765) is 

greater than the test critical value at 5% (-3.0989). Also, the probability (0.0001) is 

less than 0.05. Therefore we reject H0 and conclude that the variables are 

cointegrated. This means that long run relationship exists between the dependent 

variable (PAT) and independent variables (CA, BB, STLA, NWC and TBC) in 

relation to First Bank. 
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4.3.5 COINTEGRATION TEST: (UBA) 
 

 

Table 4.3.5 shows that the ADF value of the residual (-4.0488) is greater than the 

test critical value at 5% (-3.0656) in absolute term. Also, the probability (0.0078) is 

less than 0.05. Therefore we reject H0 and conclude that the variables are 

cointegrated. This means that long run relationship exists between the dependent 

variable (PAT) and independent variables (CA, BB, STLA, NWC and TBC) in 

relation to UBA. 

 

 
4.3.6 COINTEGRATION TEST: (UNION BANK) 
 

Table 4.9 shows that in absolute term, the ADF value of the residual (-3.8048) is 

greater than the test critical value at 5% (-3.1199). Also, the probability (0.0155) is 

less than 0.05. Therefore we reject H0 and conclude that the variables are 

cointegrated. This means that long run relationship exists between the dependent 

variable (PAT) and independent variables (CA, BB, STLA, NWC and TBC) in 

relation to Union Bank. 

Summarily, the results in tables 4.6–4.9 show that the null hypotheses are all 

rejected since ADF statistical values are greater than their corresponding critical 

values. Also, their probabilities are less than 0.05respectively. In conclusion 

therefore, all the variables are cointegrated meaning that long run relationship 

exists among the dependent and independent variables respectively. 
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4.4 REGRESSION RESULT OF ZENITH BANK 

Given the regression result in relation to Zenith Bank as shown in table 4.5.5, the 

relationship of the model is: 

PAT = -589.6328 + 0.4274*NWC - 0.0096*LA + 0.0398*CA - 0.0213*BB + 0.0015*TBC 

The result showed a negative constant value. This is an indication that at zero 

performance of the independent variables, PAT will reduce, all things being equal. 

It is noteworthy also that NWC, CA and TBC had positive coefficients of 0.4274, 

0.0398 and 0.0015 respectively. This means that NWC, CA, and TBC have 

positive relationship with PAT and a unit increase in each of them will cause PAT 

to increase by 0.4274unit, 0.0398unit and 0.0015unit respectively, all things being 

equal. Conversely, LA and BB are inversely related to PAT with negative 

coefficients of 0.0096 and 0.0213 respectively. This is an implication that a unit 

increase in LA and BB will cause a dwindling effect on PAT to the tune of 0.0096 

and 0.0213 respectively, ceteris paribus. 
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 4.4.1 REGRESSION TEST (FIRST BANK)  

Given the regression result in relation to First Bank as shown in table 4.5.5, the 

relationship of the model is: 

PAT = -1420.6258 + 0.0069*CA + 0.0010*BB - 0.2680*TBC - 0.0306*STLA + 1.3709*NWC 

Considering the result for First Bank, the negative constant is an indication of 

negative performance of PAT at zero performance of all the independent variables. 

Obviously, table 4.11shows that NWC, CA and BB have positive relationship with 

PAT. Their respective coefficients of 1.3709, 0.0069 and 0.0010 means that 1 unit 

change in NWC, CA and BB respectively will cause an increasing effect on PAT 

to the turn of 1.3709units, 0.0069unit and 0.0010unit, all things being equal. 

However, LA and TBC have inverse relationship with PAT. Hence, 1 unit increase 

in LA and TBC will cause PAT to decrease by 0.03unit and 0.268unit respectively. 

 

4.4.2 REGRESSION RESULT (UBA) 

Given the regression result in relation to UBA as shown in table 4.5.5, the 

relationship of the model is: 

PAT = 187.4305 + 0.0001*CA - 0.00012*BB - 0.00016*TBC + 0.00018*STLA + 0.0015*NWC 

Contrary to the result of the first two banks considered above the value of the 

constant in the model is positive indicating an increase in PAT at zero performance 

of the independent variables. The coefficients of three of the variables: NWC, LA 

and CA are positively signed. This means that as NWC, LA and CA increase by 
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1unit respectively, PAT will equally increase by 0.002unit, 0.0002unit and 

0.0001unit, ceteris paribus. However, BB and TBC inversely relates to PAT. Their 

coefficients show that 1unit increase in BB and TBC respectively will cause PAT 

to decrease by 0.00012unit and 0.00016unit, all things being equal. 

 

4.4.3 REGRESSION RESULT (UNION BANK) 

Given the regression result in relation to Union Bank as shown in table 4.5.5, the 

relationship of the model is: 

PAT = 1467.1971 - 0.0012*CA + 0.0005*STLA + 0.0532*NWC - 0.0017*BB + 0.7481*TBC 
 

Finally, the result of Union Bank(table 4.13) followed that of UBA. It has positive 

constant value showing that at zero performance of the independent variables, PAT 

will increase. NWC, LA and TBC have positive coefficients of 0.053, 0.0005 and 

0.748 respectively. This shows that as NWC, LA and TBC increase by 1unit 

respectively, PAT will increase by 0.053unit, 0.0005unit and 0.748unit, all things 

being equal. Conversely, CA and BB have negative coefficients of 0.001 and 0.002 

respectively. This indicates that the relationship between CA and PAT; BB and 

PAT; is inverse. Hence a 1unit increase in CA and BB respectively will cause PAT 

to reduce by 0.001 and 0.002, ceteris paribus.  
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4.5: SUMMARY OF REGRESSION RESULT FOR THE FOUR BANKS 
UNDER STUDY 
 
In summary, from the above analysis (table 4.5.5), the researcher concludes that 

NWC and CA have positive relationship with PAT. This decision is made based on 

the fact that the variables had positive relationships with PAT in at least three 

banks out of the four banks used for the study. Conversely, BB had negative 

coefficients in at least three banks which led to the conclusion that BB has inverse 

relationship with PAT. Nevertheless, it is difficult for the researcher to make 

decision about LA and TBC and their relationships with PAT. This is because the 

variables have positive and negative coefficients on equal bases in relation to the 

number of Banks under study. However, the researcher recommends further 

research on them before conclusions can be reached regarding their relationships 

with PAT.   

 

4.5.2 STATISTICAL CRITERIA  

The statistical tests to evaluate are the student F-test, R2 (the coefficient of 

determination) and t-test,  
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4.4.1 F-TEST 

This test is used to determine the overall significance of the model. Hypothesis to 

be tested is: 

H0: β1 = β2 = β3 = β4 = β5 = 0 (the model is statistically insignificant) 

H1: β1 ≠ β2 ≠ β3 ≠ β4 ≠ β5 ≠ 0 (the model is statistically significant) 

Decision Rule: Reject H0 if prob(f-statistic) < 0.05. Otherwise, do not reject. 

 

4.5.3: SUMMARY OF F-RATIO RESULT, COEFFICIENT OF 

DETERMINATION AND DURBIN WATSON STATISTIC. 

From the result summarized in table 4.5.5, the probability of f-statistic for the 

models for Zenith Bank, First Bank and Union Bank are less than 0.05 respectively 

meaning that the model for the mentioned Banks are significant and adequate for 

any decision made with them. However, only the probability of f-statistic for the 

model relating to UBA is greater than 0.05. Therefore, the null hypothesis is 

accepted with the conclusion that the models are not adequate and insignificant. 

 

4.6.1 COEFFICIENT OF DETERMINATION (R2) 

The coefficient of determination (R2) measures the explanatory power of the 

multiple regression models. From the results, there is a high coefficient of 

determination (R2): (99.87%) for Zenith, (93.74%) for First Bank, and (95%) for 

Union Bank while there is a low coefficient of 33.1% for UBA. The implication is 
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that the variables in the equation for Zenith, First Bank and Union Bank are useful 

for explaining the level of changes in PAT while the level of usefulness for the 

variables in the equation for UBA to explain the changes in PAT is not very high. 

  Also, the adjusted R2 values as shown in table 4.15 shows that 99.8%, 

90.89%, 2.69% and 92.73% of the changes in PAT of Zenith Bank, First Bank, 

UBA and Union Bank respectively is explained by the independent variables while 

the remaining 0.2%, 9.11%, 97.31% and 7.27% respectively were explained by 

other variables not captured in the models. 

 

4.6.2  THE STUDENT T-TEST 

Hypothesis to be tested are: 

H0: βi = 0 (the parameters estimated are statistically insignificant). 

H1: βi ≠ 0 (the parameters estimated are statistically significant). 

Decision Rule: 

If the significant level (prob.) as shown in the regression result is less than 0.05, 

reject H0. Otherwise do not reject. 
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1. ZENITH BANK 

From the result summarized in table 4.5.5 ,NWC, CA, and BB are 

statistically significant at 5% level since their probabilities are less than 0.05 

while LA and TBC are statistically insignificant at 5% level since their 

probabilities are more than 0.05. 
 

2. FIRST BANK 

 The table 4.5.5 also shows that NWC, LA, and CA are statistically 

significant since their probabilities are less than 0.05while BB and TBC are 

not statistically significant in relation to First Bank since their probabilities 

are greater than 0.05.  
 

3. UBA 

The result  in table 4.5.5 shows that while NWC and LA are statistically 

significant because their probabilities are less than 0.05; CA, BB and TBC 

are not statistically significant at 5% level because their probabilities are 

greater than 0.05. 
 

4. UNION BANK 

 Finally, in table 4.5.5 regarding the independent variables for Union Bank, 

all the independent variables(NWC, CA, BB, LA and TBC) are statistically 

insignificant at 5% level of significance since their probabilities are greater 

than 0.05. 
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4.6  AUTOCORRELATION (SERIAL CORRELATION) 

The Durbin Watson d-test is adopted for this test. 

Decision Rule: If the d value is about 2, there is no serial correlation (of the first 

order) either positive or negative. But the closer d is to zero (0) the greater the 

evidence of positive correlation the closer d is to 4 the greater the evidence of 

negative serial correlation.  

The Durbin Watson d statistic (d) and its conclusion are as follows (Table 4.5.5):  

Zenith= 3.032 i.e. evidence of negative serial correlation 

First Bank= 1.821 i.e. there is no serial correlation either positive or negative. 

UBA = 2.030 i.e. there is no serial correlation either positive or negative. 

Union Bank = 1.153 i.e. there is the evidence of positive correlation 

 

4.7 TESTING OF HYPOTHESES 

The result of the t-test and its probability values as summarized in table 4.16 shall 

be used in testing the hypotheses. The hypotheses of this study as explicitly stated 

in chapter one are as follows:  

H01 There is no significant relationship between bank liquidity and profitability 

of banks. 

H02 There is no significant relationship between short-term loans and advances 

and profitability of banks. 



99 
 

H03 There is no significant relationship between Net Working Capital and 

profitability. 

H04 There is no significant relationship between bank treasury bills and 

certificate on profitability. 

H05 There is no significant relationship between bank balances and profitability  

H06 There is no significant relationship between cash and short term fund and 

profitability. 

 

HYPOTHESIS ONE 

H01 There is no significant relationship between bank liquidity and profitability 

of banks. 

From the above we can conclude that the relationship between the proxies for bank 

liquidity and profitability are not too significant. The result shows that we can 

accept the null hypothesis and conclude that there is no significant relationship 

between bank liquidity and profitability. 

 

HYPOTHESIS TWO 

H02 There is no significant relationship between short-term loans and advances 

and profitability of banks. 

The result shows that the relationship between LA and PAT is significant for First 

Bank and UBA only but insignificant for Zenith Bank and Union Bank. However, 
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this significance is not very high hence the conclusion that there is no significant 

relationship between short-term loans and advances and profitability of banks. 

 

HYPOTHESIS THREE 

H03 There is no significant relationship between Net Working Capital and 

profitability. 

The result shows that the relationship between NWC and PAT is significant in 

three banks and this leads to the conclusion that there is significant relationship 

between Net Working Capital and profitability of Banks. 

 

HYPOTHESIS FOUR 

H04 There is no significant relationship between bank treasury bills and 

certificate on profitability. 

It can be noticed that TBC does not show a any significant relationship with PAT 

for all the banks. This therefore, led to the conclusion that there is no significant 

relationship between bank treasury bills and certificate on profitability. 
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HYPOTHESIS FIVE 

H05 There is no significant relationship between bank balances and profitability 

of Banks. 

BB showed a significant relationship with PAT only for Zenith Bank but 

insignificant relationship with PAT in other banks. This means therefore, that there 

is no significant relationship between bank balances and profitability of Banks. 

 

HYPOTHESIS SIX 

H06 There is no significant relationship between cash and short term fund and 

profitability. 

Table 4.15 shows that the relationship between CA and PAT in two Banks is 

significant and insignificant in two banks. Based on this, and considering other 

qualitative factors the researcher concludes that there is significant relationship 

between cash and short term fund and profitability of Banks. 
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4.8 DISCUSSION OF RESULTS 

This research work investigated the impact of liquidity management on the 

profitability of Commercial Banks in Nigeria. Secondary data from the financial 

statements of four banks (Zenith Bank, First Bank, UBA and Union Banks) for the 

period 1995 – 2011 were analyzed. The researcher carried a unit root test using 

Phillips-Perron method to find out if the data are stationary or not. However, the 

unit root test result showed that all the variables (liquidity management indicators 

and profitability indicator) are stationary. This test was carried out to avoid 

spurious result.  

It was necessary to find out if long run relationships exist between the 

dependent and the independent variables. This test was carried out using the 

Augmented Engel Granger method. The result however showed that long run 

relationships exist among the variables in all the banks used for the study. 

Having tested the data to avoid spurious result, the data for the individual 

banks were regressed to estimate their relationships with profit after tax of all the 

selected banks. The results were as follows: 

Zenith Bank: The result showed a negative constant value. This is an indication 

that at zero performance of the independent variables, PAT will reduce, all things 

being equal. Also NWC, CA and TBC had positive coefficients of 0.4274, 0.0398 

and 0.0015 respectively meaning that a unit increase in NWC, CA and TBC will 
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cause PAT to increase by 0.4274unit, 0.0398unit and 0.0015unit respectively, all 

things being equal. Conversely, LA and BB are inversely related to PAT with 

negative coefficients of 0.0096 and 0.0213 respectively. This is also an indication 

that a unit increase in LA and BB will cause a dwindling effect on PAT to the tune 

of 0.0096 and 0.0213 respectively, ceteris paribus. However, only the relationships 

between NWC, CA and BB, and PATrespectively are statistically significant at 5% 

level while the relationship between LA and TBC, and PAT are statistically 

insignificant at 5% level. This means that LA and TBC do not contribute to the 

changes in PAT. Hence they can be ignored. However, LA is supposed to have a 

positive relationship with PAT but its inverse relationship according to the result 

could be attributed to corruption and non-payment of borrowed money an interest 

by customers.   

First Bank:  Considering the result for First Bank, the model has a negative 

constant indicating that PAT for First Bank will have a negative performance at 

zero performance of all the independent variables. Again, the result shows that 

NWC, CA and BB have positive relationship with PAT. Their respective 

coefficients of 1.3709, 0.0069 and 0.0010 means that 1 unit change in NWC, CA 

and BB respectively will cause an increasing effect on PAT to the turn of 

1.3709units, 0.0069unit and 0.0010unit, all things being equal. However, LA and 

TBC have inverse relationship with PAT. Hence, 1 unit increase in LA and TBC 
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will cause PAT to decrease by 0.03unit and 0.268unit respectively.NWC, LA, and 

CA have significant relationship with PAT while BB and TBC do not have 

significant relationship with PAT. This also means that BB and TBC do not 

contribute significantly to the changes in PAT in relation to First Bank hence they 

can be ignored. 

UBA: In contrast to the result of Zenith Bank and First Bankthe value of the 

constant in the model is positive indicating an increasein PAT at zero performance 

of the independent variables. The coefficients of three of the variables: NWC, LA 

and CA are positively signed which means that as NWC, LA and CA increase by 

1unit respectively, PAT will equally increase by 0.002unit, 0.0002unit and 

0.0001unit, ceteris paribus. However, BB and TBC inversely relates to PAT. Their 

coefficients show that 1unit increase in BB and TBC respectively will cause PAT 

to decrease by 0.00012unit and 0.00016unit, all things being equal.The result 

shows that while NWC and LA are statistically significant; CA, BB and TBC are 

not statistically significant at 5% level. Hence, CA, BB and TBC do not contribute 

to the changes in PAT of UBA. 

Union Bank: Finally, the result of Union Bank followed that of UBA. It has 

positive constant value showing that at zero performance of the independent 

variables, PAT will increase. NWC, LA and TBC have positive coefficients of 

0.053, 0.0005 and 0.748 respectively. This shows that as NWC, LA and TBC 
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increase by 1unit respectively, PAT will increase by 0.053unit, 0.0005unit and 

0.748unit, all things being equal. Conversely, CA and BB have negative 

coefficients of 0.001 and 0.002 respectively. This indicates that the relationship 

between CA and PAT; BB and PAT; is inverse. Hence a 1unit increase in CA and 

BB respectively will cause PAT to reduce by 0.001 and 0.002, ceteris paribus.  

 Surprisingly, all the independent variables(NWC, CA, BB, LA and TBC) are 

statistically insignificant at 5% level of significance. This means that none of the 

variables contribute to the changes in PAT of Union Bank. 

 In relation to the banking industry, obviously, liquidity management is 

indeed a crucial problem in the Nigeria banking industry. Some of the variables 

selected have not performed very well in terms of their contribution towards the 

performance of the selected banks as represented by profit after tax (PAT).  

Considering the effect of net working capital on profit after tax, NWC 

showed a positive and significant relationship with profit after tax. This shows that 

as NWC increases the banks are bound to make more profits, ceteris paribus. This 

finding is in line with the a priori expectation. A healthy or increased net working 

capital is an indication that the organization has enough current assets to settleits 

current liabilities without selling any of its fixed assets. 

In the same vein, cash showed a positive relationship with profit after tax. 

This is an indication that the banks manage this indicator very well. Just as the case 
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of net working capital, a well-managed cash balance will mean ability to settle 

current liabilities and meet up with the loan requirements of customers, increased 

investment and increased profitability. However, it could be noticed that Cash 

balance did not show a significant relationship with profit after tax in UBA and 

Union Bank. This means that though CA has positive relationship with PAT in 

those banks it could be ignored when considering the variables that enhance 

profitability. 

These results are in line with the current global trend where liquidity has 

become a constant source of anxiety to the financial sector. This also explains why 

most Nigeria banks are under the trait of distress. Cash and short term fund (CA) 

have not been properly managed in Union Bank which means that the amount held 

may have been in excess of the requirement for greater performance since cash is 

sterile. 

The result shows that TBC and BB have not been managed well. These 

variables do not contribute effectively and significantly to the growth of the 

industry. Therefore they should be ignored or improved upon with regards to their 

management.   

Perhaps, these results have shown that there is an urgent need for the banks 

to re-organize their liquidity management methodology. The result has also shown 

that banks should hold more Net Working Capital (NWC) as their impact on bank 
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performance has been consistently commendable in three out of four selected 

banks.  

All told, the models performed very well as shown by the F-ratio.the 

probability of f-statistic for the models for Zenith Bank, First Bank and Union 

Bank are less than 0.05 respectively meaning that the model for the mentioned 

Banks are significant and adequate for any decision made with them. However, 

only the probability of f-statistic for the model relating to UBA is greater than 

0.05. Therefore, the null hypothesis is accepted with the conclusion that the models 

are not adequate and are insignificant. 

Also, the adjusted R2 values as shown in table 4.14 shows that 99.8%, 90.89%, 

2.69% and 92.73% of the changes in PAT of Zenith Bank, First Bank, UBA and 

Union Bank respectively is explained by the independent variables while the 

remaining 0.2%, 9.11%, 97.31% and 7.27% respectively were explained by other 

variables not captured in the models.  
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATION 

5.1 SUMMARY 

This work was carried out to determine the impact of liquidity management on the 

profitability of Commercial banks in Nigeria. The study focused on four 

commercial banks in Nigeria namely Zenith Bank Plc, First Bank Plc, United Bank 

for Africa and Union Bank. It covered a period of 1995 – 2011. The proxies for 

liquidity management or independent variables were Net Working Capital (NWC), 

Short Term Loans and Advances (LA), cash and short term fund (CA), bank 

balances (BB) and treasury bills and certificates (TBC) while profit after tax (PAT) 

was the proxy for profitability or dependent variable. 

In addition to the regression test, other tests carried out on the data to avoid 

spurious result include: unit root test (using Phillips Perron method), cointegration 

test (using Augmented Engel Granger approach) and autocorrelation test (using 

Durbin – Watson Method). In carrying out the study, the first set of tests was 

aimed at ascertaining the individual effects of the explanatory variables on bank 

profitability. Multiple Regression Model was adopted to test the overall impact of 

the explanatory variables taken together, on the profitability of banks. This result, 

therefore, yielded the estimated regression that formed the centre of our discussion. 
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Six hypotheses were formulated and tested in line with the objectives and relevant 

research questions. However, the result shows that: 

- For Zenith Bank, all the variables (PAT, NWC, LA, CA, BB and TBC) are 

stationary at second difference and therefore are integrated of order two, 

I(2). 

- For First Bank; contrary to the findings in relation to Zenith Bank, the 

variables (PAT, CA, BB, TBC and STLA) are stationary at first difference 

therefore they are integrated of order one I(1). However, only NWC is 

stationary at second difference and is integrated of order two, I(2). 

- Four of the variables for UBA, (PAT, TBC, STLA and NWC), are stationary 

at first difference. They are integrated of order one, I(1). However, the 

remaining two of the variables, (CA and BB), are stationary at second 

difference and therefore are integrated of order two, I(2). 

- For Union Bank, the variables (PAT, CA, NWC, BB and TBC) are 

stationary at first difference hence they are integrated of order one, I(1). 

Short Term Loans and Advances (STLA) is stationary at second difference 

and integrated of order two, I(2).  

- All the variables for the selected banks are cointegrated meaning that long 

run relationship exists among the dependent and independent variables 

respectively. 
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- From the analysis, the researcher concludes that NWC and CA have positive 

relationship with PAT. 

- For Zenith Bank, NWC, CA, and TBC have positive relationship with PAT 

and a unit increase in each of them will cause PAT to increase by 

0.4274unit, 0.0398unit and 0.0015unit respectively, all things being equal. 

While LA and BB are inversely related to PAT showingthat a unit increase 

in LA and BB will cause a dwindling effect on PAT to the tune of 0.0096 

and 0.0213 respectively, ceteris paribus. 

- For First Bank, NWC, CA and BB have positive relationship with PAT. 1 

unit change in NWC, CA and BB respectively will cause an increasing effect 

on PAT to the turn of 1.3709units, 0.0069unit and 0.0010unit, all things 

being equal, while LA and TBC have inverse relationship with PAT. Hence, 

1 unit increase in LA and TBC will cause PAT to decrease by 0.03unit and 

0.268unit respectively. 

- For UBA, NWC, LA and CA are positively signed. As NWC, LA and CA 

increase by 1unit respectively, PAT will equally increase by 0.002unit, 

0.0002unit and 0.0001unit, ceteris paribus. However, BB and TBC inversely 

relates to PAT. Their coefficients show that 1unit increase in BB and TBC 

respectively will cause PAT to decrease by 0.00012unit and 0.00016unit, all 

things being equal. 
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- For Union Bank, As NWC, LA and TBC increase by 1unit respectively, 

PAT will increase by 0.053unit, 0.0005unit and 0.748unit, all things being 

equal. Conversely, CA and BB have negative coefficients of 0.001 and 0.002 

respectively indicating that the relationship between CA and PAT; BB and 

PAT; is inverse. Hence a 1unit increase in CA and BB respectively will 

cause PAT to reduce by 0.001 and 0.002, ceteris paribus.  

- Generally, NWC and CA have positive relationship with PAT. Conversely, 

BB has inverse relationship with PAT. Nevertheless, it is difficult for the 

researcher to make decision about LA and TBC and their relationships with 

PAT. This is because the variables have positive and negative coefficients 

on equal bases in relation to the number of Banks under study. However, the 

researcher recommends further research on them before conclusions can be 

reached regarding their relationships with PAT.    

- That 99.8%, 90.89%, 2.69% and 92.73% of the changes in PAT of Zenith 

Bank, First Bank, UBA and Union Bank is explained by the independent 

variables while the remaining 0.2%, 9.11%, 97.31% and 7.27% respectively 

were explained by other variables not captured in the models.  
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5.2 CONCLUSION 

Given the result of the hypotheses the researcher concludes that:  

- There is no significant relationship between bank liquidity and profitability. 

- There is no significant relationship between short-term loans and advances 

and profitability of banks. 

- There is significant relationship between Net Working Capital and 

profitability of Banks. 

- There is no significant relationship between bank treasury bills and 

certificate on profitability. 

- There is no significant relationship between bank balances and profitability 

of Banks. 

- There is significant relationship between cash and short term fund and 

profitability of Banks. 

The results of this study have shown that liquidity management is indeed a crucial 

problem in the Nigeria banking industry. Some of the variables selected have not 

performed very well in terms of their contribution towards the performance of the 

selected banks as represented by profit after tax (PAT). Therefore, for banks to 

resolve the liquidity/profitability trade-off, there is need for each bank to determine 

its optimal liquidity position. 
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Key Finding and Plausible Contribution to Existing Body of Knowledge. 

The key finding of the study is that liquidity management is indeed a crucial 

problem in the Nigeria banking industry and some of the liquidity management 

indicators have not performed well in enhancing banks’ profitability. Meaning that 

there is liquidity / profitability trade off. As its plausible contribution to existing 

body of knowledge the researcher strongly recommends that there is need for 

banks to establish an optimal profitability model as well as optimal liquidity 

position. We mean that efforts must be made to hold the right sizes of cash and 

short term funds, bank balances and treasury bills and certificates. This will go a 

long way to reduce the incidence of Bank distress.  

 

5.3 RECOMMENDATIONS 

Based on the summary and conclusion from the study, we offer the following 

recommendations: 

1. Banks need to determine their optimal liquidity position for them to 

resolve the liquidity/profitability trade-off. 

2. There is need for banks to engage competent and qualified personnel. 

The right personnel will ensure that right decisions are made 

especially with what level of cash and short term fund, bank balance 

and treasury bills and certificates to keep as well as the most 
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appropriate and efficient loan and advances to grant to the production 

sector. 

3. That banks need to be more aggressive in the area of profit 

enhancement. Our findings show that banks like Union bank preferred 

to keep more idle cash or maintain high level of liquidity than 

investing such funds into income yielding ventures. 

4. While we emphasis the need for more aggressive approach to 

investing idle cash, of more importance is the need for proper 

investment analysis, which has the benefit of sieving out unprofitable 

investments and even avoiding unnecessary taking of risk. 

5. There is need for banks to engage competent and qualified personnel 

to ensure that right decisions are made especially with what level of 

cash and short term fund to keep, since cash is sterile. 

6. Finally, there is need for banks to establish an optimal profitability 

model. We mean that efforts must be made to hold the right sizes of 

cash and short term funds, bank balances and treasury bills and 

certificates.  
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APPENDIX I 

Table 4.3.1 SUMMARY OF RESULT OF UNIT ROOT TEST. 

        Critical Values   
Bank Variables PP Value 1% 5% 10% Order of Integration 
  PAT -4.430165 -4.004425 -3.098896 -2.69044 Stationary at Second Difference 
  NWC -7.959225 -4.004425 -3.098896 -2.69044 Stationary at Second Difference 
Zenith LA -19.78495 -4.004425 -3.098896 -2.69044 Stationary at Second Difference 
  CA -3.7213 -4.004425 -3.098896 -2.69044 Stationary at Second Difference 
  BB -3.343324 -4.004425 -3.098896 -2.69044 Stationary at Second Difference 
  TBC -4.231997 -4.004425 -3.098896 -2.69044 Stationary at Second Difference 
  PAT -13.54117 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  CA -12.0831 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
First BB -13.56772 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  TBC -5.281871 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  STLA -5.664341 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  NWC -5.231405 -4.004425 -3.098896 -2.69044 Stationary at Second Difference 
  PAT -20.75064 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  CA -5.691118 -4.004425 -3.098896 -2.69044 Stationary at Second Difference 
UBA BB -5.069921 -4.004425 -3.098896 -2.69044 Stationary at Second Difference 
  TBC -14.75151 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  STLA -13.41794 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  NWC -4.17734 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  PAT -6.01938 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  CA -5.855214 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
Union STLA -8.266359 -4.004425 -3.098896 -2.69044 Stationary at Second Difference 
  NWC -8.076439 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  BB -14.95447 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
  TBC -4.442425 -3.959148 -3.081002 -2.68133 Stationary at First Difference 
Source: Unit Root Test Result (Appendix I) 
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STATIONARITY TEST: USING PHILLIPS-PERRON METHOD 

TABLE 4.3.1 STATIONARITY TEST RESULT (ZENITH BANK) 

Null Hypothesis: D(PAT,2) has a unit root  
Exogenous: Constant   
Bandwidth: 8 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -4.430165  0.0047 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  2594969. 

HAC corrected variance (Bartlett kernel)  701263.3 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(PAT,3)   
Method: Least Squares   
Date: 03/02/15   Time: 09:33   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(PAT(-1),2) -1.055517 0.287996 -3.665045 0.0032 

C 66.78763 465.2725 0.143545 0.8882 
     
     R-squared 0.528164     Mean dependent var 11.07143 

Adjusted R-squared 0.488844     S.D. dependent var 2433.676 
S.E. of regression 1739.961     Akaike info criterion 17.89268 
Sum squared resid 36329565     Schwarz criterion 17.98397 
Log likelihood -123.2487     Hannan-Quinn criter. 17.88423 
F-statistic 13.43256     Durbin-Watson stat 2.036176 
Prob(F-statistic) 0.003236    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(NWC,2) has a unit root  
Exogenous: Constant   
Bandwidth: 1 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -7.959225  0.0000 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  921168.7 

HAC corrected variance (Bartlett kernel)  824443.0 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(NWC,3)   
Method: Least Squares   
Date: 03/02/15   Time: 09:34   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(NWC(-1),2) -1.669560 0.217455 -7.677744 0.0000 

C 109.0722 277.8984 0.392489 0.7016 
     
     R-squared 0.830861     Mean dependent var -56.21429 

Adjusted R-squared 0.816767     S.D. dependent var 2421.813 
S.E. of regression 1036.676     Akaike info criterion 16.85699 
Sum squared resid 12896362     Schwarz criterion 16.94828 
Log likelihood -115.9989     Hannan-Quinn criter. 16.84854 
F-statistic 58.94775     Durbin-Watson stat 2.160232 
Prob(F-statistic) 0.000006    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(LA,2) has a unit root  
Exogenous: Constant   
Bandwidth: 9 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -19.78495  0.0001 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  2.94E+08 

HAC corrected variance (Bartlett kernel)  30495943 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(LA,3)   
Method: Least Squares   
Date: 03/02/15   Time: 09:34   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(LA(-1),2) -1.658357 0.217149 -7.636946 0.0000 

C 5.494678 4946.898 0.001111 0.9991 
     
     R-squared 0.829359     Mean dependent var -123.8571 

Adjusted R-squared 0.815139     S.D. dependent var 43049.81 
S.E. of regression 18509.49     Akaike info criterion 22.62152 
Sum squared resid 4.11E+09     Schwarz criterion 22.71281 
Log likelihood -156.3506     Hannan-Quinn criter. 22.61307 
F-statistic 58.32294     Durbin-Watson stat 2.568859 
Prob(F-statistic) 0.000006    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(CA,2) has a unit root  
Exogenous: Constant   
Bandwidth: 6 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -3.721300  0.0166 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  3.91E+09 

HAC corrected variance (Bartlett kernel)  1.34E+09 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(CA,3)   
Method: Least Squares   
Date: 03/02/15   Time: 09:35   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(CA(-1),2) -0.986301 0.289108 -3.411534 0.0052 

C 1264.540 18049.87 0.070058 0.9453 
     
     R-squared 0.492355     Mean dependent var 778.8571 

Adjusted R-squared 0.450051     S.D. dependent var 91067.50 
S.E. of regression 67534.32     Akaike info criterion 25.21022 
Sum squared resid 5.47E+10     Schwarz criterion 25.30152 
Log likelihood -174.4716     Hannan-Quinn criter. 25.20177 
F-statistic 11.63856     Durbin-Watson stat 1.987436 
Prob(F-statistic) 0.005159    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(BB,2) has a unit root  
Exogenous: Constant   
Bandwidth: 2 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -3.343324  0.0326 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  2.77E+09 

HAC corrected variance (Bartlett kernel)  2.48E+09 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(BB,3)   
Method: Least Squares   
Date: 03/02/15   Time: 09:36   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(BB(-1),2) -0.970672 0.288909 -3.359784 0.0057 

C 154.1569 15208.75 0.010136 0.9921 
     
     R-squared 0.484716     Mean dependent var -734.2857 

Adjusted R-squared 0.441776     S.D. dependent var 76153.13 
S.E. of regression 56897.34     Akaike info criterion 24.86745 
Sum squared resid 3.88E+10     Schwarz criterion 24.95874 
Log likelihood -172.0721     Hannan-Quinn criter. 24.85900 
F-statistic 11.28815     Durbin-Watson stat 1.987337 
Prob(F-statistic) 0.005676    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(TBC,2) has a unit root  
Exogenous: Constant   
Bandwidth: 12 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -4.231997  0.0067 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  2.39E+09 

HAC corrected variance (Bartlett kernel)  4.21E+08 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(TBC,3)   
Method: Least Squares   
Date: 03/02/15   Time: 09:36   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(TBC(-1),2) -0.956753 0.288552 -3.315698 0.0062 

C -97.35153 14119.76 -0.006895 0.9946 
     
     R-squared 0.478121     Mean dependent var 419.5000 

Adjusted R-squared 0.434632     S.D. dependent var 70258.55 
S.E. of regression 52828.10     Akaike info criterion 24.71904 
Sum squared resid 3.35E+10     Schwarz criterion 24.81033 
Log likelihood -171.0333     Hannan-Quinn criter. 24.71059 
F-statistic 10.99385     Durbin-Watson stat 1.958179 
Prob(F-statistic) 0.006159    

     
      

SOURCE: COMPUTER PRINTOUT 
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TABLE 4.3.1 STATIONARITY TEST (FIRST BANK) 

 
Null Hypothesis: D(PAT) has a unit root  
Exogenous: Constant   
Bandwidth: 12 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -13.54117  0.0000 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  3.78E+08 

HAC corrected variance (Bartlett kernel)  52568705 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(PAT,2)   
Method: Least Squares   
Date: 03/02/15   Time: 13:15   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(PAT(-1)) -1.544817 0.238267 -6.483564 0.0000 

C 2340.077 5415.030 0.432145 0.6727 
     
     R-squared 0.763794     Mean dependent var -996.9333 

Adjusted R-squared 0.745624     S.D. dependent var 41394.02 
S.E. of regression 20877.37     Akaike info criterion 22.85429 
Sum squared resid 5.67E+09     Schwarz criterion 22.94869 
Log likelihood -169.4071     Hannan-Quinn criter. 22.85328 
F-statistic 42.03660     Durbin-Watson stat 2.277091 
Prob(F-statistic) 0.000021    

     
      

 
 
SOURCE: COMPUTER PRINTOUT 
 



125 
 

 

 
Null Hypothesis: D(CA) has a unit root  
Exogenous: Constant   
Bandwidth: 14 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -12.08310  0.0000 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  4.67E+12 

HAC corrected variance (Bartlett kernel)  5.36E+11 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(CA,2)   
Method: Least Squares   
Date: 03/02/15   Time: 15:44   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(CA(-1)) -1.420715 0.251622 -5.646218 0.0001 

C 67514.73 599707.0 0.112580 0.9121 
     
     R-squared 0.710337     Mean dependent var 8512.333 

Adjusted R-squared 0.688055     S.D. dependent var 4157959. 
S.E. of regression 2322303.     Akaike info criterion 32.27758 
Sum squared resid 7.01E+13     Schwarz criterion 32.37199 
Log likelihood -240.0819     Hannan-Quinn criter. 32.27658 
F-statistic 31.87978     Durbin-Watson stat 2.265404 
Prob(F-statistic) 0.000080    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(BB) has a unit root  
Exogenous: Constant   
Bandwidth: 8 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -13.56772  0.0000 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  3.44E+12 

HAC corrected variance (Bartlett kernel)  7.63E+11 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(BB,2)   
Method: Least Squares   
Date: 03/02/15   Time: 15:46   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(BB(-1)) -1.629600 0.215474 -7.562843 0.0000 

C 169787.4 514726.1 0.329860 0.7468 
     
     R-squared 0.814806     Mean dependent var 809.9333 

Adjusted R-squared 0.800560     S.D. dependent var 4459707. 
S.E. of regression 1991647.     Akaike info criterion 31.97039 
Sum squared resid 5.16E+13     Schwarz criterion 32.06479 
Log likelihood -237.7779     Hannan-Quinn criter. 31.96938 
F-statistic 57.19660     Durbin-Watson stat 2.318477 
Prob(F-statistic) 0.000004    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(TBC) has a unit root  
Exogenous: Constant   
Bandwidth: 0 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -5.281871  0.0009 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  7.08E+08 

HAC corrected variance (Bartlett kernel)  7.08E+08 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(TBC,2)   
Method: Least Squares   
Date: 03/02/15   Time: 15:47   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(TBC(-1)) -1.365454 0.258517 -5.281871 0.0001 

C 2647.486 7389.296 0.358287 0.7259 
     
     R-squared 0.682137     Mean dependent var 497.5333 

Adjusted R-squared 0.657686     S.D. dependent var 48840.11 
S.E. of regression 28575.17     Akaike info criterion 23.48203 
Sum squared resid 1.06E+10     Schwarz criterion 23.57644 
Log likelihood -174.1152     Hannan-Quinn criter. 23.48102 
F-statistic 27.89816     Durbin-Watson stat 1.973253 
Prob(F-statistic) 0.000148    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(STLA) has a unit root  
Exogenous: Constant   
Bandwidth: 2 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -5.664341  0.0005 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  1.45E+11 

HAC corrected variance (Bartlett kernel)  1.98E+11 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(STLA,2)   
Method: Least Squares   
Date: 03/02/15   Time: 15:48   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(STLA(-1)) -1.610032 0.271715 -5.925449 0.0001 

C 186564.2 107655.3 1.732977 0.1067 
     
     R-squared 0.729791     Mean dependent var 65173.33 

Adjusted R-squared 0.709006     S.D. dependent var 758803.9 
S.E. of regression 409328.2     Akaike info criterion 28.80599 
Sum squared resid 2.18E+12     Schwarz criterion 28.90039 
Log likelihood -214.0449     Hannan-Quinn criter. 28.80498 
F-statistic 35.11094     Durbin-Watson stat 1.638241 
Prob(F-statistic) 0.000050    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(NWC,2) has a unit root  
Exogenous: Constant   
Bandwidth: 1 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -5.231405  0.0012 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  16482223 

HAC corrected variance (Bartlett kernel)  15693052 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(NWC,3)   
Method: Least Squares   
Date: 03/02/15   Time: 15:50   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(NWC(-1),2) -1.413237 0.272345 -5.189137 0.0002 

C 272.0820 1172.019 0.232148 0.8203 
     
     R-squared 0.691732     Mean dependent var 217.5714 

Adjusted R-squared 0.666043     S.D. dependent var 7588.150 
S.E. of regression 4385.118     Akaike info criterion 19.74138 
Sum squared resid 2.31E+08     Schwarz criterion 19.83268 
Log likelihood -136.1897     Hannan-Quinn criter. 19.73293 
F-statistic 26.92715     Durbin-Watson stat 2.033623 
Prob(F-statistic) 0.000226    

     
      

SOURCE: COMPUTER PRINTOUT 
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TABLE 4.3.1 STATIONARITY TEST (UBA) 

 
Null Hypothesis: D(PAT) has a unit root  
Exogenous: Constant   
Bandwidth: 14 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -20.75064  0.0001 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  21678.21 

HAC corrected variance (Bartlett kernel)  2279.009 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(PAT,2)   
Method: Least Squares   
Date: 03/02/15   Time: 16:10   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(PAT(-1)) -1.664565 0.207442 -8.024225 0.0000 

C 41.84026 41.11670 1.017598 0.3274 
     
     R-squared 0.832016     Mean dependent var 3.333333 

Adjusted R-squared 0.819094     S.D. dependent var 371.8425 
S.E. of regression 158.1560     Akaike info criterion 13.08861 
Sum squared resid 325173.1     Schwarz criterion 13.18301 
Log likelihood -96.16455     Hannan-Quinn criter. 13.08760 
F-statistic 64.38819     Durbin-Watson stat 2.364524 
Prob(F-statistic) 0.000002    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(CA,2) has a unit root  
Exogenous: Constant   
Bandwidth: 2 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -5.691118  0.0005 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  2.33E+10 

HAC corrected variance (Bartlett kernel)  3.35E+10 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(CA,3)   
Method: Least Squares   
Date: 03/02/15   Time: 16:11   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(CA(-1),2) -1.547828 0.253505 -6.105701 0.0001 

C -32470.89 44167.71 -0.735173 0.4764 
     
     R-squared 0.756491     Mean dependent var -14092.43 

Adjusted R-squared 0.736199     S.D. dependent var 321011.0 
S.E. of regression 164876.2     Akaike info criterion 26.99534 
Sum squared resid 3.26E+11     Schwarz criterion 27.08664 
Log likelihood -186.9674     Hannan-Quinn criter. 26.98689 
F-statistic 37.27959     Durbin-Watson stat 1.504641 
Prob(F-statistic) 0.000053    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(BB,2) has a unit root  
Exogenous: Constant   
Bandwidth: 2 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -5.069921  0.0016 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  9.41E+10 

HAC corrected variance (Bartlett kernel)  1.49E+11 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(BB,3)   
Method: Least Squares   
Date: 03/02/15   Time: 16:12   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(BB(-1),2) -1.794156 0.356568 -5.031739 0.0003 

C -72730.42 88564.49 -0.821214 0.4275 
     
     R-squared 0.678443     Mean dependent var -73923.79 

Adjusted R-squared 0.651646     S.D. dependent var 561451.0 
S.E. of regression 331376.8     Akaike info criterion 28.39146 
Sum squared resid 1.32E+12     Schwarz criterion 28.48276 
Log likelihood -196.7402     Hannan-Quinn criter. 28.38301 
F-statistic 25.31840     Durbin-Watson stat 0.777239 
Prob(F-statistic) 0.000293    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(TBC) has a unit root  
Exogenous: Constant   
Bandwidth: 14 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -14.75151  0.0000 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  5.10E+10 

HAC corrected variance (Bartlett kernel)  5.26E+09 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(TBC,2)   
Method: Least Squares   
Date: 03/02/15   Time: 16:13   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(TBC(-1)) -1.500559 0.240369 -6.242725 0.0000 

C 15512.39 62665.81 0.247542 0.8084 
     
     R-squared 0.749863     Mean dependent var 3464.400 

Adjusted R-squared 0.730622     S.D. dependent var 467400.6 
S.E. of regression 242588.5     Akaike info criterion 27.75969 
Sum squared resid 7.65E+11     Schwarz criterion 27.85409 
Log likelihood -206.1977     Hannan-Quinn criter. 27.75868 
F-statistic 38.97161     Durbin-Watson stat 2.323805 
Prob(F-statistic) 0.000030    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(STLA) has a unit root  
Exogenous: Constant   
Bandwidth: 14 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -13.41794  0.0000 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  8.13E+10 

HAC corrected variance (Bartlett kernel)  1.13E+10 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(STLA,2)   
Method: Least Squares   
Date: 03/02/15   Time: 16:14   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(STLA(-1)) -1.521670 0.236489 -6.434409 0.0000 

C 67028.39 79681.89 0.841200 0.4154 
     
     R-squared 0.761037     Mean dependent var 3869.867 

Adjusted R-squared 0.742655     S.D. dependent var 603707.7 
S.E. of regression 306256.2     Akaike info criterion 28.22580 
Sum squared resid 1.22E+12     Schwarz criterion 28.32020 
Log likelihood -209.6935     Hannan-Quinn criter. 28.22479 
F-statistic 41.40162     Durbin-Watson stat 2.422243 
Prob(F-statistic) 0.000022    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(NWC) has a unit root  
Exogenous: Constant   
Bandwidth: 1 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -4.177340  0.0067 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  6.28E+08 

HAC corrected variance (Bartlett kernel)  6.21E+08 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(NWC,2)   
Method: Least Squares   
Date: 03/02/15   Time: 16:15   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(NWC(-1)) -1.144029 0.274007 -4.175179 0.0011 

C 9734.693 7321.927 1.329526 0.2065 
     
     R-squared 0.572820     Mean dependent var 139.8000 

Adjusted R-squared 0.539960     S.D. dependent var 39696.63 
S.E. of regression 26924.74     Akaike info criterion 23.36304 
Sum squared resid 9.42E+09     Schwarz criterion 23.45745 
Log likelihood -173.2228     Hannan-Quinn criter. 23.36204 
F-statistic 17.43212     Durbin-Watson stat 2.010370 
Prob(F-statistic) 0.001089    

     
      

SOURCE: COMPUTER PRINTOUT 
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TABLE 4.3.1 STATIONARITY TEST (UNION BANK) 

 
Null Hypothesis: D(PAT) has a unit root  
Exogenous: Constant   
Bandwidth: 3 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -6.019380  0.0003 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  671083.0 

HAC corrected variance (Bartlett kernel)  391686.7 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(PAT,2)   
Method: Least Squares   
Date: 03/02/15   Time: 16:49   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(PAT(-1)) -1.364984 0.255542 -5.341517 0.0001 

C 1413.176 344.1748 4.105982 0.0012 
     
     R-squared 0.686987     Mean dependent var 32.26667 

Adjusted R-squared 0.662909     S.D. dependent var 1515.613 
S.E. of regression 879.9583     Akaike info criterion 16.52119 
Sum squared resid 10066245     Schwarz criterion 16.61560 
Log likelihood -121.9089     Hannan-Quinn criter. 16.52019 
F-statistic 28.53181     Durbin-Watson stat 2.040305 
Prob(F-statistic) 0.000134    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(CA) has a unit root  
Exogenous: Constant   
Bandwidth: 0 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -5.855214  0.0003 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  4.58E+09 

HAC corrected variance (Bartlett kernel)  4.58E+09 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(CA,2)   
Method: Least Squares   
Date: 03/02/15   Time: 16:50   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(CA(-1)) -1.450705 0.247763 -5.855214 0.0001 

C 39137.48 19932.45 1.963506 0.0713 
     
     R-squared 0.725063     Mean dependent var -134.0667 

Adjusted R-squared 0.703914     S.D. dependent var 133599.1 
S.E. of regression 72696.34     Akaike info criterion 25.34954 
Sum squared resid 6.87E+10     Schwarz criterion 25.44394 
Log likelihood -188.1215     Hannan-Quinn criter. 25.34853 
F-statistic 34.28353     Durbin-Watson stat 1.855746 
Prob(F-statistic) 0.000056    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(STLA,2) has a unit root  
Exogenous: Constant   
Bandwidth: 12 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -8.266359  0.0000 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  1.65E+08 

HAC corrected variance (Bartlett kernel)  35639604 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(STLA,3)   
Method: Least Squares   
Date: 03/02/15   Time: 16:52   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(STLA(-1),2) -1.389419 0.267071 -5.202433 0.0002 

C -90.49401 3704.286 -0.024430 0.9809 
     
     R-squared 0.692822     Mean dependent var -418.0000 

Adjusted R-squared 0.667224     S.D. dependent var 24023.14 
S.E. of regression 13858.17     Akaike info criterion 22.04270 
Sum squared resid 2.30E+09     Schwarz criterion 22.13399 
Log likelihood -152.2989     Hannan-Quinn criter. 22.03425 
F-statistic 27.06531     Durbin-Watson stat 2.260477 
Prob(F-statistic) 0.000221    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(NWC) has a unit root  
Exogenous: Constant   
Bandwidth: 5 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -8.076439  0.0000 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  3.56E+08 

HAC corrected variance (Bartlett kernel)  93858403 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(NWC,2)   
Method: Least Squares   
Date: 03/02/15   Time: 16:52   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(NWC(-1)) -1.390576 0.254798 -5.457562 0.0001 

C 8235.117 5437.655 1.514461 0.1538 
     
     R-squared 0.696155     Mean dependent var 152.0667 

Adjusted R-squared 0.672782     S.D. dependent var 35424.24 
S.E. of regression 20263.71     Akaike info criterion 22.79462 
Sum squared resid 5.34E+09     Schwarz criterion 22.88902 
Log likelihood -168.9596     Hannan-Quinn criter. 22.79361 
F-statistic 29.78498     Durbin-Watson stat 2.159313 
Prob(F-statistic) 0.000110    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(BB) has a unit root  
Exogenous: Constant   
Bandwidth: 1 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -14.95447  0.0000 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  6.27E+08 

HAC corrected variance (Bartlett kernel)  8.07E+08 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(BB,2)   
Method: Least Squares   
Date: 03/02/15   Time: 16:53   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(BB(-1)) -0.937185 0.055624 -16.84844 0.0000 

C 29443.86 6947.127 4.238279 0.0010 
     
     R-squared 0.956210     Mean dependent var 31002.40 

Adjusted R-squared 0.952841     S.D. dependent var 123888.6 
S.E. of regression 26903.72     Akaike info criterion 23.36148 
Sum squared resid 9.41E+09     Schwarz criterion 23.45589 
Log likelihood -173.2111     Hannan-Quinn criter. 23.36048 
F-statistic 283.8700     Durbin-Watson stat 1.364539 
Prob(F-statistic) 0.000000    

     
      

SOURCE: COMPUTER PRINTOUT 
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Null Hypothesis: D(TBC) has a unit root  
Exogenous: Constant   
Bandwidth: 1 (Newey-West automatic) using Bartlett kernel 

     
        Adj. t-Stat   Prob.* 
     
     Phillips-Perron test statistic -4.442425  0.0041 

Test critical values: 1% level  -3.959148  
 5% level  -3.081002  
 10% level  -2.681330  
     
     *MacKinnon (1996) one-sided p-values.  
     
     
     Residual variance (no correction)  1812999. 

HAC corrected variance (Bartlett kernel)  1783630. 
     
          
     

Phillips-Perron Test Equation   
Dependent Variable: D(TBC,2)   
Method: Least Squares   
Date: 03/02/15   Time: 16:54   
Sample (adjusted): 1997 2011   
Included observations: 15 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(TBC(-1)) -1.212993 0.273368 -4.437216 0.0007 

C 1164.164 444.6362 2.618239 0.0213 
     
     R-squared 0.602311     Mean dependent var 93.33333 

Adjusted R-squared 0.571720     S.D. dependent var 2210.084 
S.E. of regression 1446.348     Akaike info criterion 17.51504 
Sum squared resid 27194983     Schwarz criterion 17.60944 
Log likelihood -129.3628     Hannan-Quinn criter. 17.51403 
F-statistic 19.68888     Durbin-Watson stat 2.006960 
Prob(F-statistic) 0.000670    

     
      

 
SOURCE: COMPUTER PRINTOUT 
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TABLE 4.3.3 CO-INTEGRATION RESULT (ZENITH BANK) 
 

Null Hypothesis: RESID01 has a unit root  
Exogenous: Constant   
Lag Length: 0 (Automatic - based on SIC, maxlag=3) 

     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -7.934407  0.0000 

Test critical values: 1% level  -3.920350  
 5% level  -3.065585  
 10% level  -2.673459  
     
     *MacKinnon (1996) one-sided p-values.  
     

Augmented Dickey-Fuller Test Equation  
Dependent Variable: D(RESID01)  
Method: Least Squares   
Sample (adjusted): 1996 2011   
Included observations: 16 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     RESID01(-1) -1.585726 0.199854 -7.934407 0.0000 

C 18.54785 58.50045 0.317055 0.7559 
     
     R-squared 0.818075     Mean dependent var 33.77473 

Adjusted R-squared 0.805080     S.D. dependent var 529.7337 
S.E. of regression 233.8758     Akaike info criterion 13.86393 
Sum squared resid 765770.7     Schwarz criterion 13.96050 
Log likelihood -108.9114     Hannan-Quinn criter. 13.86887 
F-statistic 62.95481     Durbin-Watson stat 2.250213 
Prob(F-statistic) 0.000002    

     
     Source: Computer Printout 
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TABLE 4.3.4 CO-INTEGRATION RESULT (FIRST BANK) 
 

Null Hypothesis: D(RESID01) has a unit root  
Exogenous: Constant   
Lag Length: 1 (Automatic - based on SIC, maxlag=3) 

     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -21.76475  0.0001 

Test critical values: 1% level  -4.004425  
 5% level  -3.098896  
 10% level  -2.690439  
     
     *MacKinnon (1996) one-sided p-values.  
     

Augmented Dickey-Fuller Test Equation  
Dependent Variable: D(RESID01,2)  
Method: Least Squares   
Sample (adjusted): 1998 2011   
Included observations: 14 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     D(RESID01(-1)) -3.511968 0.161360 -21.76475 0.0000 

D(RESID01(-1),2) 1.640765 0.103485 15.85510 0.0000 
C -1060.524 430.5603 -2.463126 0.0315 
     
     R-squared 0.981191     Mean dependent var 750.1769 

Adjusted R-squared 0.977771     S.D. dependent var 10429.09 
S.E. of regression 1554.914     Akaike info criterion 17.72364 
Sum squared resid 26595325     Schwarz criterion 17.86058 
Log likelihood -121.0655     Hannan-Quinn criter. 17.71096 
F-statistic 286.9108     Durbin-Watson stat 2.344173 
Prob(F-statistic) 0.000000    

     
     Source: Computer Printout 
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TABLE 4.3.5 CO-INTEGRATION RESULT (UBA) 
 

Null Hypothesis: RESID01 has a unit root  
Exogenous: Constant   
Lag Length: 0 (Automatic - based on SIC, maxlag=3) 

     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -4.048816  0.0078 

Test critical values: 1% level  -3.920350  
 5% level  -3.065585  
 10% level  -2.673459  
     
     *MacKinnon (1996) one-sided p-values.  
     
     

Augmented Dickey-Fuller Test Equation  
Dependent Variable: D(RESID01)  
Method: Least Squares   
Sample (adjusted): 1996 2011   
Included observations: 16 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     RESID01(-1) -1.045271 0.258167 -4.048816 0.0012 

C 8.556283 35.80156 0.238992 0.8146 
     
     R-squared 0.539366     Mean dependent var 9.033769 

Adjusted R-squared 0.506464     S.D. dependent var 203.8450 
S.E. of regression 143.2055     Akaike info criterion 12.88291 
Sum squared resid 287109.3     Schwarz criterion 12.97948 
Log likelihood -101.0633     Hannan-Quinn criter. 12.88785 
F-statistic 16.39291     Durbin-Watson stat 2.043956 
Prob(F-statistic) 0.001196    

     
     Source: Computer Printout 
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TABLE 4.3.6 CO-INTEGRATION RESULT(UNION BANK) 
 

Null Hypothesis: RESID01 has a unit root  
Exogenous: Constant   
Lag Length: 3 (Automatic - based on SIC, maxlag=3) 

     
        t-Statistic   Prob.* 
     
     Augmented Dickey-Fuller test statistic -3.804801  0.0155 

Test critical values: 1% level  -4.057910  
 5% level  -3.119910  
 10% level  -2.701103  
     
     *MacKinnon (1996) one-sided p-values.  
     

Augmented Dickey-Fuller Test Equation  
Dependent Variable: D(RESID01)  
Method: Least Squares   
Sample (adjusted): 1999 2011   
Included observations: 13 after adjustments  

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     RESID01(-1) -1.270485 0.333916 -3.804801 0.0052 

D(RESID01(-1)) 0.300765 0.273618 1.099215 0.3036 
D(RESID01(-2)) 0.586521 0.258447 2.269405 0.0529 
D(RESID01(-3)) 0.586804 0.229648 2.555236 0.0339 

C 313.6224 276.9561 1.132391 0.2903 
     
     R-squared 0.704773     Mean dependent var 72.98682 

Adjusted R-squared 0.557159     S.D. dependent var 1454.166 
S.E. of regression 967.6933     Akaike info criterion 16.87143 
Sum squared resid 7491442.     Schwarz criterion 17.08872 
Log likelihood -104.6643     Hannan-Quinn criter. 16.82677 
F-statistic 4.774446     Durbin-Watson stat 2.280004 
Prob(F-statistic) 0.029012    

     
     Source: Computer Printout 
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TABLE 4.4.1 REGRESSION RESULTS (ZENITH BANK) 

Dependent Variable: PAT   
Method: Least Squares   
Sample: 1995 2011   
Included observations: 17   

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -589.6328 175.6647 -3.356580 0.0064 

NWC 0.427389 0.089491 4.775778 0.0006 
LA -0.009586 0.012916 -0.742156 0.4735 
CA 0.039789 0.007937 5.013100 0.0004 
BB -0.021316 0.008901 -2.394883 0.0356 

TBC 0.001534 0.002119 0.723837 0.4843 
     
     R-squared 0.998658     Mean dependent var 8163.412 

Adjusted R-squared 0.998048     S.D. dependent var 8058.113 
S.E. of regression 356.0543     Akaike info criterion 14.85861 
Sum squared resid 1394521.     Schwarz criterion 15.15268 
Log likelihood -120.2982     Hannan-Quinn criter. 14.88784 
F-statistic 1636.820     Durbin-Watson stat 3.031520 
Prob(F-statistic) 0.000000    

     
     Substituted Coefficients: 

========================= 
PAT = -589.632766037 + 0.42738878054*NWC - 0.00958590281826*LA + 0.0397887702926*CA - 
0.0213162607656*BB + 0.00153390709163*TBC 
Source: Computer Printout 

 

 

 

 

 

 

 

 

 

 

 

 



147 
 

TABLE 4.4.2 REGRESSION TEST (FIRST BANK)  

 
Dependent Variable: PAT   
Method: Least Squares   
Sample: 1995 2011   
Included observations: 17   

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C -1420.626 2238.484 -0.634637 0.5386 

CA 0.006880 0.001788 3.847129 0.0027 
BB 0.001033 0.001156 0.893500 0.3907 

TBC -0.267970 0.177287 -1.511507 0.1588 
STLA -0.030615 0.007331 -4.176328 0.0015 
NWC 1.370881 0.348767 3.930652 0.0023 

     
     R-squared 0.937401     Mean dependent var 14421.47 

Adjusted R-squared 0.908947     S.D. dependent var 19016.94 
S.E. of regression 5738.349     Akaike info criterion 20.41830 
Sum squared resid 3.62E+08     Schwarz criterion 20.71237 
Log likelihood -167.5555     Hannan-Quinn criter. 20.44753 
F-statistic 32.94449     Durbin-Watson stat 1.820689 
Prob(F-statistic) 0.000003    

     
     Substituted Coefficients: 

========================= 
PAT = -1420.62581055 + 0.00688014317284*CA + 0.00103314705498*BB - 0.267970112643*TBC - 
0.0306154724368*STLA + 1.37088129647*NWC 
Source: Computer Printout 
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TABLE 4.4.3 REGRESSION RESULT (UBA) 

 
Dependent Variable: PAT   
Method: Least Squares   
Sample: 1995 2011   
Included observations: 17   
HAC standard errors & covariance (Bartlett kernel, Newey-West fixed 
        bandwidth = 3.0000)   

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 187.4305 79.17768 2.367214 0.0373 

CA 0.000101 0.000256 0.395630 0.6999 
BB -0.000120 0.000118 -1.018286 0.3304 

TBC -0.000164 9.81E-05 -1.673218 0.1225 
STLA 0.000176 5.25E-05 3.343696 0.0066 
NWC 0.001513 0.000348 4.345092 0.0012 

     
     R-squared 0.330965     Mean dependent var 250.6471 

Adjusted R-squared 0.026858     S.D. dependent var 169.5564 
S.E. of regression 167.2639     Akaike info criterion 13.34759 
Sum squared resid 307749.4     Schwarz criterion 13.64166 
Log likelihood -107.4545     Hannan-Quinn criter. 13.37682 
F-statistic 1.088318     Durbin-Watson stat 2.029566 
Prob(F-statistic) 0.418862    

     
     Substituted Coefficients: 

========================= 
PAT = 187.430530205 + 0.000101215818927*CA - 0.00011982595569*BB - 0.000164176151579*TBC + 
0.00017559629624*STLA + 0.00151290618265*NWC 
Source: Computer Printout 

 

 

 

 

 

 

 

 

 

 



149 
 

TABLE 4.4.4 REGRESSION RESULT (UNION BANK) 

 
Dependent Variable: PAT   
Method: Least Squares   
Sample: 1995 2011   
Included observations: 17   

     
     Variable Coefficient Std. Error t-Statistic Prob.   
     
     C 1467.197 765.8161 1.915861 0.0817 

CA -0.001199 0.007881 -0.152110 0.8819 
STLA 0.000513 0.042511 0.012072 0.9906 
NWC 0.053226 0.034834 1.527960 0.1548 
BB -0.001709 0.003500 -0.488156 0.6350 

TBC 0.748134 0.475564 1.573151 0.1440 
     
     R-squared 0.950000     Mean dependent var 8298.000 

Adjusted R-squared 0.927273     S.D. dependent var 5463.217 
S.E. of regression 1473.313     Akaike info criterion 17.69898 
Sum squared resid 23877161     Schwarz criterion 17.99305 
Log likelihood -144.4413     Hannan-Quinn criter. 17.72821 
F-statistic 41.80043     Durbin-Watson stat 1.153067 
Prob(F-statistic) 0.000001    

     
     Substituted Coefficients: 

========================= 
PAT = 1467.19708069 - 0.00119882898426*CA + 0.000513193571902*STLA + 0.0532257152133*NWC - 
0.00170851143621*BB + 0.748134213027*TBC 
Source: Computer Printout 

 

 

TABLE 4.5.1: SUMMARY OF REGRESSION RESULT FOR THE FOUR 
BANKS UNDER STUDY 
 

  Zenith  First UBA Union 
Variable Coefficient Coefficient Coefficient Coefficient 

CA 0.039789 0.00688 0.000101 -0.001199 
BB -0.021316 0.001033 -0.00012 -0.001709 

TBC 0.001534 -0.26797 -0.000164 0.748134 
STLA -0.009586 -0.030615 0.000176 0.000513 

NWC 0.427389 1.370881 0.001513 0.053226 

Source: Extract from OLS result (Tables 4.4.1, 4.4.2, 4.4.3 and 4.4.4) 
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TABLE 4.5.3: SUMMARY OF F-RATIO RESULT, COEFFICIENT OF 
DETERMINATION AND DURBIN WATSON STATISTIC. 
 

 Zenith First UBA Union 
R-squared 0.998658 0.937401 0.330965 0.95 
Adjusted R-squared 0.998048 0.908947 0.026858 0.927273 

F-statistic 1636.82 32.94449 1.088318 41.80043 
Prob(F-statistic) 0.0000 0.000003 0.418862 0.000001 

 Durbin-Watson stat 3.03152 1.820689 2.029566 1.153067 
Source: Extract from OLS result (Tables 4.4.1, 4.4.2, 4.4.3 and 4.4.4) 

 
 

TABLE 4.5.5 SUMMARY OF THE T-TEST RESULT 
                 Zenith                  First                 UBA               Union 

Variable t-Statistic Prob.   t-Statistic Prob.   t-Statistic Prob.   t-Statistic Prob.   
NWC 4.775778 0.0006* 3.930652 0.0023* 4.345092 0.0012* 1.52796 0.1548 

LA -0.74216 0.4735 -4.17633 0.0015* 3.343696 0.0066* 0.012072 0.9906 
CA 5.0131 0.0004* 3.847129 0.0027* 0.39563 0.6999 -0.15211 0.8819 
BB -2.39488 0.0356* 0.8935 0.3907 -1.01829 0.3304 -0.48816 0.635 

TBC 0.723837 0.4843 -1.51151 0.1588 -1.67322 0.1225 1.573151 0.144 

Source: Extract from Regression Results (Tables 4.4.1, 4.4.2, 4.4.3 and 4.4.4) 
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