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ABSTRACT 

Relationships of credit risk management and bank profitability is a topic that has received much 

attention in financial literature. This study investigates credit management and bank profitability 

especially the factor of the non-performing loan, loan loss provision and loan and advances and their 

impact on profitability. This study made use of ex-post facto research design. Data from audited annual 

reports of 5 sampled deposit money banks listed on the Nigerian stock exchange for the year 2013-2017 

were used. Data were analyzed panel regression analysis. The result shows that credit risk management 

has a significant positive effect on the profitability of Nigerian banks. The non-performing loan has a 

significant negative effect on return on capital employed, loan loss provision has an insignificant 

positive effect on return on capital employed and loan and advances has a significant positive effect on 

return on capital employed. Based on the result obtained, management should employ measures to 

manage non-performing loan so that its negative effect on profitability might be limited while  loan loss 

provision and loan and advances advantage on profitability should be capitalized upon, bank managers 

should implement a sound credit risk policy to minimize the incidence of non-performing loans as a 

default credit risk and bank managers should create a credit rating system for bank loan customers in 

order guarantee the performance of the loans given out to customers. 

 Keywords:  Bank, Credit risk management, Non-performing loan, Loan loss provision, Return 

on capital employed, Profitability, Nigeria 

 

1. INTRODUCTION 

Banks are germane to economic development through the financial services they provide. The 

intermediation role can be said to be a catalyst for economic growth. The efficient and effective 

performance of the banking industry over time is an index for financial stability in any nation (Million, 

Matewos & Sujata, 2015; Sujewaa, 2015). The level to which a bank extends credit to the public for 

productive activities accelerates the pace of a nation’s economic growth and its long term sustainability 

(Kolapo, Ayeni & Oke, 2012). The credit function of banks enhances the ability of investors to exploit 

desired profitable ventures. Credit creation is the main income generating activity of banks (Kargi, 

2011). However, it exposes the bank to credit risk. Credit risk has been defined from different 

perspectives by different researchers and organisations. Most researchers agreed with the definition 

given by the Basel Committee on Banking Supervision (2001) who defines it as the potential that debtor 

or counterparty default in satisfying contractually pre-determined obligation according to the agreed 

upon terms. Credit events usually include events such as bankruptcy, failure to pay a due obligation, 

repudiation/ moratorium or credit rating change and restructure. Failure of a trading partner to repay its 

debt in full can seriously damage the affair of the other partner; credit risk has always been the vicinity 

of concern throughout the world (Achou & Tenguh, 2008). 

 

Among other risks faced by banks, credit risk plays an important role in the profitability of banks since 

a large portion of banks’ returns accrues from loans from which interest is derived. An increasing 

amount of non-performing loan in the credit portfolio hinders banks from achieving their objectives. 

Due to the increasing rate of the non-performing loan, the Basel Accord emphasized on credit risk 
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management practices. Through the effective management of credit risk exposure, banks not only 

support the viability, sustainability and profitability of their own business, they also contribute to system 

stability and to the efficient allocation of capital in the economy. Among risks in banking operation, 

credit risk which is related to a substantial amount of income generating assets is found to be an 

important determinant of bank performance. Non- performing loan is like a bug in any bank and it 

creates discomfort in every operations of the financial system, it wastes management valuable time, 

bank’s profitability, depositor’s confidence index and harms country’s financial systems as well. Credit 

risk management is the identification, measurement, monitoring, and control of risk arising from the 

possibility of default in loan repayments (Coyle, 2000). 

Financial catastrophe has not only swayed big economies of the world but emerging economies have 

been severely affected (Kargi, 2011). Many commercial institutions have either collapsed and or are 

facing near downfall because of severely functioned sub-prime mortgage lending to firms and people 

with bad and unreliable credit. Banking catastrophes in Nigeria have revealed that not only do banks 

often take unwarranted risks but the risks differ across banks. Banks grant a large portion of their 

deposits as loans. In the past few decades, the issues of bank credits have gained increasing attention in 

the literature. Poor credit management contributes to the incidence of non-performing loans. It is a 

critical issue for every bank to manage bad loans. Many countries are suffering from non-performing 

loans in which banks are unable to get profit out of loans (Ogilo, 2011). If the loan is well managed; it 

will increase the bank’s profitability and sustainability in the future. However, it failed to do so, it will 

be a major threat to her survival (Nazari, Mohsen & Mojtaba, 2013). NPLs affect the bank`s liquidity 

and profitability which are the main components for the overall efficiency of the bank. An increase in 

NPLs provision diminishes income. Credit risk management helps to provide information, monitor the 

level of borrowings and facilitate consistent classification of credit. Credit risk management helps to 

minimize a bank’s risk-adjusted rate of return by maintaining credit risk exposure within an acceptable 

limit.  

In light of the aforementioned, this study is designed to examine the effects of credit risk management 

on the profitability of selected quoted deposit money banks in Nigeria. 

2. LITERATURE REVIEW 

Credit Risk and Credit Risk Management 

Banks are present to perform a number of functions mainly, accepting deposits and granting credits 

(loan and advances) categorically provided as primary or banking functions; in fact, banking means 

accepting fund for the purpose of lending or investment of deposits of money from the public. Granting 

of credit facilities by banks which is the major function expose them to credit risk. Brealey, Myers, and 

Marcus (2001) defined credit as a process whereby ownership of goods or services is allowed without 

immediate payment upon a contractual agreement for future payment. Credit is one of the many factors 

that can be used by a firm to increase demand for its products. According to Wall, and Timothy (2000), 

firms can only benefit from credit if the profitability generated from increased sales exceeds the added 

costs of receivables. Timely identification of possible credit default is important as high non-payment 

rates lead to decreased cash flows, lower liquidity levels and financial distress. In contrast, lower credit 

exposure means an optimal debtors’ level with reduced chances of bad debts and therefore financial 

health (Srivastava, 2010).  

 

The aim of managing credit risk is to maximize a bank's risk-adjusted rate of return by maintaining 

credit risk exposure within acceptable parameters (as per entity`s risk appetite) which is a critical 

component of a comprehensive approach to risk management and crucial to the long-term success of 

any banking organization. Due to the increasing rate of bad loans (Oke et al, 2012); the Basel II Accord 

stressed on credit risk management practices; compliance with which ensures the sound approach to 

mitigating credit risk consequently achieving improved deposit money banks profitability.  

Management of risk is one of the most important activities in any company and cannot be abandoned 

by any economic enterprise engaged in credit irrespective of its business nature. It is the method by 
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which the payments from customers are collected and controlled. It is the process to ensure that 

customers will pay for the products delivered or the services rendered. Brealey, Myers, and Marcus 

(2001) describe credit management as methods and strategies adopted by a firm to ensure that an optimal 

level of credit and its effective management. It is an aspect of financial management involving credit 

analysis, credit rating, credit classification and credit reporting. Nazari, Mohsen, and Mojtaba (2013) 

views credit management as simply the means by which credit sales are managed by an entity. It is 

essential for any entity involved in credit transactions since it is not possible to have a zero credit or 

default risk. Proper credit management will lower the capital that is locked with the debtors and also 

decreases the possibility of getting into irrecoverable debts.  

 

Loan Performance and Profitability 
Legally, a loan or credit facility refers to a contractual promise between two parties where one party, 

the creditor agrees to provide a sum of money to a debtor, who promises to return the said amount to 

the creditor either in a lump sum or in instalments over a specified period of time. The agreement may 

include the provision of additional payments of rental charges on the funds advanced to the borrower 

for the time the funds are in the hands of the debtor (Bhunia, 2010). The additional payments that are 

in the form of interest charges, processing fees, commission, monitoring fees among others, are usually 

paid in addition to the principal amount lent. Indeed, these additional payments when made in 

accordance with the loan contract constitute income to the lender or the creditor. A loan may, therefore, 

be considered as performing if payments of both principal and interest charges are up to date as agreed 

between the creditor and debtor (Bhattacharyya & Sahoo, 2011).  

 

Deposit money banks classifications of loans indicate that loans that are current are those for which the 

borrower is up to date in respect of payments of both the principal and interest. It further shows that an 

overdraft would be considered as current or performing if there were regular activity on the account 

with no sign of a hard-core of debt building up (CBN, 2005). The foregoing reveals that loans that are 

up to date in terms of principal and interest payments are described as performing facilities. These types 

of loan constitute quality asset portfolio for banks in view of the interest income generated by such 

assets. The term non-performing as described by Fofack (2005), is used interchangeably, generally, 

loans that are outstanding in both and interest for a long time contrary to the terms and conditions 

contained in the loan contract are considered non- performing loans. This is because going by the 

description of performing loans above, it follows that any loan facility that is not up to date in terms of 

payment of both principal and interest contrary to the terms of the loan agreement, is non- performing. 

Available literature gives different descriptions of a bad loan. Some researchers noted that countries use 

quantitative criteria for example number of days overdue scheduled payments while other countries rely 

on quantitative norms like information about the customer’s financial status and management judgment 

about future payments (Imala, 2005). 

The causes on non-performing loan could be based on four main classified causative agents. They are 

as follows according to (Bhunia, 2010): Borrowers or customers; Banks; Government; and Nature 

related factors. Loan loss provision is an expense set aside as an allowance for uncollected loan and 

loan payments. This provision is used to cover a number of factors associated with potential loan losses 

including bad loans, customer defaults and renegotiated terms of a loan that incur lower than previously 

estimated payments. Loans and advances are any monetary asset given by banks to a borrower on a due 

date or demand. It can be arranged from banks in keeping with the flexibility in business operations. 

Loan and advances are utilized for making payment of current liabilities, wages, and also tax liability 

of the business. Loan and advances from banks are found to be economical for traders and businesses 

because banks charge a reasonable rate of interest on such loans/advances (Oke, Ayeni, & Kolapo, 

2015; Idowu, & Adeyemi, 2014). 
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  Return on Capital Employed 

Return on Capital Employed is a financial ratio that measures a company’s profitability and the 

efficiency with which its capital is employed. It is calculated as earnings before interest and tax/capital 

employed. A higher ROCE indicates more efficient use of capital. ROCE should be higher than the 

company’s cost of capital; otherwise, it indicates that the company is not employing its capital efficiency 

and is not generating shareholder value. Return on capital employed measures a corporation's 

profitability by revealing how much profit a company generates with the money shareholders have 

invested. This ratio establishes the relationship between profit and capital employed and is calculated 

in %age by dividing the net profit by capital employed.  It is also a measure of earning power of the net 

assets of the business (Tharshiga, Subramaniam & Anandasayanan, 2013). It is calculated by formula 

as follows:   

 

Theoretical Review 

Anticipated Income Theory was propounded by Prochanow in 1949, at the end of world war 11 as a 

result of the fact that the compositions of the earnings assets of deposit money banks began to change 

as resources shifted from the government to the private sector. The spectacular rise in the loan demand 

of the immediate post-war years provided deposit money banks with strong incentives to expand their 

loan portfolios, and hence to increase bank earnings. After the post-war, deposit money banks began to 

make loans that were of longer maturity, covered a much wider variety of borrowers, and extended to 

more purposes than originally envisaged.  

Bank’s management had acquired more experience in meeting deposits, withdrawals and had found that 

through prudent asset management, a mixture of very liquid and not-so-liquid assets could achieve the 

desired degree of overall liquidity. Thus, the loan portfolios of deposit money banks in the post-war 

years have included such items as intermediate and long-term loans to customers, homeowners, and 

business firm that would not qualify as liquid assets under the traditional theory of bank liquidity and 

would qualify only in part, if at all under the shiftability theory (Prochanow, 1949).  

According to Prochanow (1949), anticipated income theory argues that a bank can maintain its liquidity 

if loan repayments are scheduled on the basis of the anticipated income of the borrower rather than the 

use made of the funds of the collateral offered. This theory also suggests that banks should rely on 

debtors’ income and its coverage is determined on the basis of inclusive cash-flow projections which 

ordinarily provide a reliable indication of the quality of the loan being financed. Hence, the future cash 

flows of the borrowers, rather than the nature of particular transactions being financed, assures the self-

liquidating character of a loan because it will determine a borrower's overall ability to meet interest and 

principal payments as they fall due. If the debtors anticipated income is estimated correctly, the bank 

will have a flow of funds that can be used to meet depositor’s claims and/or other loan demand.  

According to Ibe (2013), anticipated income 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 planned if the scheduled loan payments by a customer are based on the future 

of the borrower. 

 

 According to Nzotta (1997), the theory emphasizes the earning potential and the creditworthiness of a 

borrower as the ultimate guarantee for ensuring adequate liquidity.  Alshatti (2015) stated that the bank 

can manage its liquidity through the appropriate directing of the granted loans, and the ability to collect 

these loans when due in a timely manner and to reduce the possibility of delays in repayment at the 

maturity time. This theory posts that bank's management can plan its liquidity based on the expected 

income of the borrower, and this enables the bank to grant a medium and long-term loans, in addition 

to short-term loans as long as the repayment of these loans are linked by the borrowers expected income 

to be paid in a periodic and regular premium, and that will enable the bank to provide high liquidity, 

when the cash inflows are regular and can be expected.   
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According to Ngwu (2006), anticipated income theory of liquidity of commercial bank holds the view 

that banks liquidity can be estimated and met if scheduled payments are based on the income of the 

borrowers. This theory does not deny the applicability of self-liquidating and suitability theories. It 

emphasized on relating loan repayment to income rather than relying heavily on collaterals. It also holds 

that banks liquidity can be influenced by the maturity pattern of the loans and investment portfolios, 

short-term business and customer instalment loans which would have more liquidity than those secured 

by real estate. Thus, appropriate credit risk management policies of a bank will increase interest income 

and ultimately ensures adequate liquidity.  In conclusion, anticipated income theory serves as the 

theoretical underpinning this research because it incorporates credit and liquidity management policies 

because it analyses borrower’s creditworthiness. It gives the banks criteria for evaluating the potentials 

of a borrower to successful repayment of loan on time which ultimately affects the interest income 

which can be used to influences the liquidity positions of banks. Anticipated income theory holds the 

views that if credit were adequately managed, interest income will be influenced, which will affect the 

investment opportunities and ultimately increases the liquidity position of the firm by ensuring the day 

to day operation of the firm and ultimately increase the organizational performance. 

 

Liquidity Theory of Credit was first propounded by Emery (1984), it proposes that credit rationed 

firms use more trade credit than those with normal access to financial institutions. The central point of 

this idea is that when a firm is financially constrained, the offer of trade credit can make up for the 

reduction of the credit offer from financial institutions. In accordance with this view, those firms 

presenting good liquidity or better access to capital markets can finance those that are credit rationed. 

Several approaches have tried to obtain empirical evidence in order to support this assumption. For 

example, Nwankwo, (1980), using small firms as a proxy for credit rationed firms, finds that when there 

is a monetary contraction, small firms react by increasing the amount of trade credit accepted. Reilly 

and Brown, (2011) asserted that as financially unconstrained firms are less likely to demand trade credit 

and more prone to offer it, a negative relationship between a buyer’s access to other sources of financing 

and trade credit use is expected 

Empirical Review  
Million, Matewos and Sujata (2015) examined the impact of-of credit risk on profitability performance 

of deposit money banks in Ethiopia.  The overall objective of the research was to explore the relationship 

between credit risk measures and profitability performance of deposit money banks in Ethiopia. The 

study used panel data regression analysis to explore the relationship between credit risk and profitability 

performance. It was reported that credit risk measures: non-performing loan, loan loss provisions and 

capital adequacy have a significant impact on the profitability of deposit money banks in Ethiopia. 

Sujewaa (2015) also examined the Impact of Credit Risk Management on the Performance of 

Commercial  Banks in Sri Lanka  The aim of this study was to identify the impact of credit risk 

management on the performance of the deposit money banks in Sri Lanka. Primary and secondary data 

were collected during the course of the research hence; a regression model was used to establish the 

relationship between amounts of the loan as well as non-performing loans and profitability during the 

period of study by using E-views software.  

 

Uwuigbe, Uwuigbe and Oyewo (2015) researched on credit management and bank performance of 

listed banks in Nigeria covering the period from 2007-2011. The objectives of this work were to 

determine the relationship between non-performing loans and the performance of banks in Nigeria, 

examine the relationship between secured and unsecured loan and performance of banks in Nigeria and 

to determine the relationship between bad debt and performance of banks in Nigeria. , the study adopted 

the use of both descriptive statistics and econometric analysis using the Panel linear regression 

methodology consisting of periodic and cross-sectional data in the estimation of the regression equation. 

It was found that that ratio of non-performing loans and bad debt do have a significant negative effect 

on the performance of banks in Nigeria. Hence, the study concludes that banks management should 
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establish sound lending policies, adequate credit administration procedure and a piece of effective and 

efficient machinery to monitor lending function with established guidelines. 

 

Adeusi, Akeke, Adebisi and Oladunjoye (2014) researched on risk management and financial 

performance of Banks in Nigeria. The objective of the study was to examine the effect of risks 

management on the financial performance of Nigerian banks. Secondary data was used i.e data was 

gotten from annual reports and financial statements of Banks. A panel data estimation technique was 

used to analyse data hence, the result showed a significant relationship between bank performance and 

risk management. It was therefore recommended that banks practice prudent risk management and 

safeguarding the assets of the banks and protect the investors’ interests. 

 

Fan and Yijun (2014) researched the impact of credit risk management on the profitability of deposit 

money banks from 2007 to 2012. The main aim of the research was to examine the relationship between 

credit risk management and profitability of deposit money banks in Europe from 2007 to 2012. The data 

are collected directly from the annual report of target banks with the largest total assets in Europe. The 

researchers made use of multivariate regression analysis to determine the statistical strength of model 

hypothesised. Upon examination, it was found that there's a correlation between capital adequacy ratio 

and non-performing loans on the profitability of deposit money banks. It was also found that the 

correlation of capital adequacy ratio and non-performing loans and profitability is fluctuating over time. 

Idowu and Adeyemi (2014) examined the impact of credit risk management on the deposit money banks' 

performance in Nigeria. The aim of the study was to examine the relationship between performance and 

non-performing loans/ credit adequacy ratio of the banks in Nigeria. Data collected were for the period 

of 2005–2011 from the financial reports and accounts of seven selected banks in Nigeria.  The pooled 

data were analysed using panel regression model. The regression output was obtained through the use 

of SPSS 15. Findings of the examination were that the sampled have poor credit risk management 

practices; hence the high levels of the non-performing loans in their loans portfolios. Despite the high 

levels of the non-performing loans, their profit levels keep rising as an indication of the transfer of the 

loan losses to other customers in the form of large interest margins. The study recommended that deposit 

money banks with higher capital adequacy ratio can better advance more loans and absorb credit losses 

whenever they crop up and therefore record better profitability. The regulatory authority should pay 

more attention to banks’ compliance with relevant provisions of the Bank and other Financial 

Institutions Act 1991 and prudential guidelines. 

Idowu and Awoyemi (2014) examined the impact of credit risk management on the deposit money banks 

performance in Nigeria over the period of 2005 to 2011. The panel regression model was employed for 

the estimation in the model. Return on equity and Return on Asset were used as the performance 

indicators while non-performing loans (NPL) and capital adequacy ratio (CAR) as credit risk 

management indicators and it was revealed that credit risk management has a significant impact on the 

profitability of deposit money banks in Nigeria at 5% level of significance. The study recommends that 

deposit money banks are to establish sound and competent credit risk management units which are run 

by best practices in risk management.   

Ogboi and Unuafe (2013) inspected the impact of credit risk management and capital Adequacy on the 

financial performance on deposit money banks in Nigeria over the period of 2004 to 2009. The panel 

data model was used to estimate the relationship that exists among loan loss provisions (LLP), loan and 

advances (LA), non- performing loans (NPL), Capital adequacy (CA) and return on asset (ROA), using 

a time series and cross-sectional data from 2004 to 2009. The result showed that sound credit risk 

management and capital adequacy impacted positively on banks financial performance with the 

exception of loan and advances which was found to have a negative impact on banks at 5% level of 

significance and the research recommends that Nigerian banks should institute appropriate credit risk 
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management strategies by conducting rigorous credit appraisal before loan disbursement and 

drawdown. 

Madishetti and Rwechungura (2013) determined the impact of credit risk on the performance of 

Tanzanian deposit money banks over the period of 2006 to 2013 and the study used only secondary data 

which were sourced mainly from the annual reports of eight largest Tanzanian deposit money banks 

were used in the study. Return on Assets (ROA) being a function of the ratio of non-performing loans 

to loan and advances and the ratio of loan and advances to total deposits. Multiple regression was used 

to estimate the relationship. The result of the study revealed that there is a negative relationship between 

credit risk and bank performance in Tanzanian and also that the relationship is statistically significant 

at 10% and the study also recommends that Tanzanian deposit money banks management should put in 

place adequate credit policy which will ensure that credit risk is reduced and banks profitability level is 

improved.  

 

3. METHODOLOGY 

 

Research Design 
The ex-post facto research design was adopted for this study. This type of design is one that is non-

experimental in which pre-existing groups are compared to some dependents variables (Lammers & 

Badia, 2005). The population for this research work covered a total number 14 of deposit money banks 

listed on the Nigerian Stock Exchange as at 31st December 2017. 

For this study, out of the 14 deposit money banks quoted in the NSE, 5 deposit money banks are selected 

as the sample representatives of this study. This represents only 36% of the target population. 

Convenience sampling technique was used to select the sample representative for this study based on 

time and data availability. Regression analysis was as it is suitable because of its unique benefit such as 

it allows the researcher to establish objective measures of relationships between the independent and 

the dependent variables, rather than using personal judgement, it is fairly simple, and the best linear 

unbiased estimator among all unbiased estimators, it is efficient and shown to have the smallest 

(minimum) variance as well as minimizes squares of the residuals. Hypotheses were tested using 

econometric models. The regression equations were analysed on the Stata/IC 11.0 Output and some 

other pre/ post-estimation and a diagnostic test was carried out.  

Model Specification and Measurement of Variables 

Table 1: Definitions of the Proxies to be used for Models Testing 

Variable Abbreviation Measurements 

Credit Risk Management 

Non-performing loan NPL Non-performing loan/loan and advances 

Loan loss provision LLP Loan loss provision/classified l loan 

Loan and advances LA Loan and advances /total deposit 

Profitability 

Return on capital employ ROCE Net profit  (PBIT)/ Capital employed ×100 

Source: Researcher’s Work (2019) 
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The variables for this research are therefore operationalized here: 

Y=f(X) 

Y = Profitability 

y1= Return on Capital Employed (ROCE) 

X = Credit Risk Management  

Where Y = Dependent variable 

      X = Independent variable 

X= x1, x2, x3 

x1 =Non-Performing Loan (NPL) 

x2 = Loan Loss Provision (LLP) 

x3 = Loan and Advances (LA) 

Functional relationship 

ROCE=f (NPL)    F1 

ROCE=f (LLP)    F2 

ROCE=f (LA)     F3 

The Model 

ROCE= α+β1NPL+µ   Model1 

ROCE= α+β2LLP+µ   Model2 

ROCE= α+β3LA+µ   Model3 

Where; 

α = Constant parameter/ Intercept 

Β1 – β3= Coefficient of the independent variable 

μ= error term 

ROCE: Return on Capital Employed 

NPL: Non-performing Loan 

LLP: Loan Loss Provision 

LA: Loan and Advances 

 

4. RESULTS  

Descriptive Analysis 

Table 2 presents the descriptive statistics of the data ran for this study in terms of the minimum, 

maximum, mean, standard deviation, and the number of observations for the study. 

 

Table 2. Descriptive Statistics of the Variables  

 ROCE NPL_ LLP_ LA_ 

 Mean 0.113 0.150 0.014 0.658 

 Maximum 0.323 0.600 0.079 0.889  

 Minimum -4.154 0.004 0.001   0.403 

 Std. Dev. 0.872 0.167 0.017 0.143 

 Skewness 

(Prob) 

 -4.620 (0.0000) 1.310 (0.0058)  2.640 (0.000) -

0.2121327(0.

6064) 
 Kurtosis 

(Prob) 

22.592 (0.0000)  3.825 (0.1603)  9.860 (0.0002) 1.791(0.0408

)  Observations  25  25  25  25 

Source: Author’s Computation, 2019. (Excerpts from Stata/IC, 11 Outputs) 

 

Interpretation 

Table 2 presents the descriptive and statistical summary of each of the variables (dependent and 

independent variables). 

The average return on capital employed (ROCE) during the years under review is 0.113105 and it ranges 

from -4.153989 to 0.322918. The result also reveals the dispersion of the ROCE around the mean value 

is 0. 87, this is an indication that the series sparingly spread around the mean, the ROCE of the sampled 
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firms over the examined year clustered around the mean. The skewness parameter coefficient of -

4.619878 which is less than the threshold of 0 shows that return on capital employed is negatively 

skewed. The kurtosis analysis gives a value of 19.5919(22.5919-3) not in excess of kurtosis but above 

the threshold of 0 means that the series is leptokurtic; it is an indication that the series is highly peaked 

that is above normal distribution peak, this means that ROCE is above mean value. The normality of 

the series was tested by skewness/kurtosis normality test; the null hypothesis of this test states that the 

series are normally distributed but the p-value of the test showing 0 percent which is lower than the 5% 

significance level revealed that ROCE is not normally distributed. 

 

The average non-performing loan (NPL) during the years under review is 0.150367 and it ranges from 

0.003928 to 0.600044; the result also reveals the dispersion of the NPL around the mean value is 0. 16, 

this is an indication that the series sparingly spread around the mean, the NPL of the sampled firms over 

the examined year clustered around the mean. The skewness result of 1.3102 which is higher than the 

threshold of 0 shows that NPL is positively and weakly skewed, it implies that the NPL across the panel 

are scantily above the mean value; the series is approximately normally distributed; this is also reflected 

in the Kurtosis  which showed  a result of  0.8252( 3.8252-3) not in excess of kurtosis but above the 

threshold of 0 means that the series is leptokurtic; it is an indication that the series are highly peaked 

that is above normal distribution peak, this means that ROCE is above mean value. The normality of 

the series was tested by skewness/kurtosis normality test; the null hypothesis of this test states that the 

series are normally distributed but the p-value of the test showing 0 percent which is lower than the 5% 

significance level revealed that NPL is not normally distributed. 

 

The average loan loss provision (LLP) during the years under review is 0.013783 and it ranges from 

0.000814 to 0.078359; the result also reveals the dispersion of the LLP around the mean value is 0.01, 

this is an indication that the series sparingly spread around the mean, the LLP of the sampled firms over 

the examined year clustered around the mean. The skewness result of 2.6397 which is higher than the 

threshold of 0 shows that is LLP is positively and weakly skewed, it implies that the PPL across the 

panel are scantily above the mean value; the series is approximately normally distributed; this is also 

reflected in the Kurtosis  which showed  a result of 6.8604( 9.8604-3) not in excess of kurtosis but above 

the threshold of 0 means that the series is leptokurtic; it is an indication that the series is highly peaked 

that is above normal distribution peak, this means that LLP is above mean value. The normality of the 

series was tested by skewness/kurtosis normality test; the null hypothesis of this test states that the series 

are normally distributed but the p-value of the test showing 0 percent which is lower than the 5% 

significance level revealed that LLP is not normally distributed. 

 

The average loan and advance (LA) during the years under review is 0.657615 and it ranges from 

0.402865 to 0.889394; the result also reveals the dispersion of the LA around the mean value is 0.14, 

this is an indication that the series sparingly spread around the mean, the LA of the sampled firms over 

the examined year clustered around the mean. The skewness result of -0.2121 which is lesser than the 

threshold of 0 shows that is LA is negatively and weakly skewed, it implies that the LA across the panel 

are scantily below the mean value; the series is approximately not normally distributed; this is also 

reflected in the Kurtosis  which showed  a result of -1.2093( 1.7907-3) in excess of kurtosis but below 

the threshold of 0 means that the series is platykurtic; it is an indication that the series is lowly peaked 

that is below normal distribution peak, this means that LA is below mean value. The normality of the 

series was tested by skewness/kurtosis normality test; the null hypothesis of this test states that the series 

are normally distributed but the p-value of the test showing 0 percent which is lower than the 5% 

significance level revealed that LA is not normally distributed. 
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Correlation Analysis 

Table 3. Correlation analysis showing the relationship between the dependent variable (ROCE) 

and the independent variables (NPL, LLP and LA) 

 ROCE NPL_ LLP_ LA_ 

ROCE  1.000000    

NPL_ -0.6009  1.000000   

LLP_  0.1114  0.1090  1.000000  

LA_  0.4122 -0.2597  0.4239  1.000000 

Source: Researcher’s Work (2019) 

Interpretation 
The direction of the relationship: The r value having a negative sign in front of it indicates a negative 

correlation, while a positive correlation between the variables is indicated by an absolute r.  

Based on the result of the correlation matrix shown in Table 3 with the least value of -0.25 and highest 

value of 0.42 being less than the threshold of 0.8 is an indication that the series has no multicollinearity 

problem. This implies that there is correlation among the explanatory variables of the models.  

 According to the above table, 3 revealed that ROCE is negatively but strongly associated with NPL 

with a value of -0.60 while ROCE is positively but weakly and averagely associated with LLP and LA 

with the values of 0.11 and 0.41 respectively. The implication of this is that as non-performing loan 

increases, return on capital employed will decrease without a causal effect, this means that an inverse 

relationship exists between non-performing loan and return on capital employed; also as LLP and LA 

increases, NPL increases. This implies that LLP, LA and NPL move in the same direction. The table 

also shows that NPL is positive but weakly associated with LLP with the value of 0.10 while NPL is 

negatively but weakly associated with LA; this implies that NPL and LLP go in the same direction 

which means that as NPL increases LLP increases while LA decreases. The table shows that LLP is 

positively but moderately associated with LA with a value of 0.42. This implies that as LLP increases, 

LA increases; LLP and LA go in the same direction. Conclusively, the overall coefficients of the 

Correlation showed that all the series in the models are moderately correlated; this implies that the series 

is appropriate in running the regression analyses for testing the hypotheses without generating a bias or 

spurious results. 

 

Empirical Analysis 

This section deals with the examination of the relationship and correlation that exists between the 

variables identified in the study as stated in the research objectives, research questions and the 

hypothesis. The model formulated earlier is tested using simple linear regression. Note that the chosen 

alpha (𝛂) at 5% significant level is 0.05. 

Test of Hypotheses 

Analysis of Hypothesis One 

The results of the regression analyses carried out (OLS, Fixed effects and random effects) in examining 

the relationship between the determinants of credit risk management and bank profitability is presented 

in Table 4. Also, the Hausman test, as well as diagnostic tests (heteroskedasticity and auto correlation), 

was presented in Table 4. 
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Table 4: Analysis of Hypothesis One 

Metho

d 
POOLED OLS Fixed effects Random effects 

Variab

les 
Coeff T Prob Coeff Z 

stat 
Prob Coeff Z 

stat 
Prob 

NPL -

3.1300 

-3.61 0.001 -

4.7194 

-2.71 0.014 -

3.1299 

-3.61 0.000 
Consta

nt 

0.4820 2.49 0.020 0.7209 2.40 0.027 0.4820 2.49 0.013 
  R-squared = 0.3611 R-sq. overall = 0.3611 R-sq. overall = 0.3611 

 F(1, 23) = 13.00 F(1, 19) = 7.36 Wald chi2
(7) = 13.00 

 Prob > F = 0.0015 Prob > F = 0.0138 Prob > chi2 = 0.0003 

Hausman Test:   Chi2
(1) = 1.11,  Prob> chi2 = 0.2917 

Modified Wald Test: Chi2
(1) = 13.00, Prob> chi2 = 0.0003 

Wooldridge Test: F(1, 4) = 797.049, Prob >F = 0.0000 

      Dependent Variable: ROCE             Significance @ 5% 

    Source: Author’s Computation, 2019. (Excerpts from Stata/IC 11.0 Output) 

 

Interpretation 

In order to determine the most appropriate method of estimating the regression model 1 among pooled 

OLS, fixed effects and random effects results as presented in Table 4, the Hausman test was carried out; 

and based on the result of the test as shown in Table 4.3 which stated that pooled OLS is the most 

appropriate estimator. 

The result of the Hausman test with the p-value of 0.2917, that is, 29% percent which is higher than the 

5 percent level of significance chosen for the study reveals that pooled OLS is the most appropriate 

estimator according to its null hypothesis which states that there is presence of unsystematic difference 

in the model coefficients; thus, the study does reject the null hypothesis. 

 

Although, the Hausman test result revealed the appropriateness of random effects the confirmation of 

the result of the Hausman test was carried out using the Breusch-Pagan Lagrangian multiplier test. This 

test helps to decide the most appropriate model between the random effects and pooled OLS regression. 

The null hypothesis of this test is that no significant difference across units (that is no panel effect). The 

result of the Breausch-Pagan Lagrangian multiplier test showed a p-value of 0.2872, which is greater 

than the significance level of 5 percent; this is an indication that random effect is not a good estimator 

of the model, therefore; the study does not reject the null hypothesis which implies that pooled OLS is 

the most appropriate estimator for the model. 

 

The model was tested for heteroskedasticity. Heteroskedasticity test helps to examine whether the 

variations in the residuals of the model are constant over time or not; the null hypothesis states that the 

standard errors of the model are constant over time. This test was carried out using Breusch-

Pagan/Cook-Weisberg test and the result of the heteroskedasticity with p-value of 0.000 which is less 

than the 5 percent level of significance selected for the study is an indication of the presence of 

heteroskedasticity; that is the residuals of the model are not constant over time, thus the study rejects 

the null hypothesis.  

 

Also, the serial correlation test was carried out to determine the existence of autocorrelation among the 

residuals and the coefficients of the model. Autocorrelation problem causes the standard errors of the 

coefficient to be smaller than their actual value and the coefficient of determination (R-squared) to be 

higher than normal. The null hypothesis of the test states that there is a serial correlation. The test was 

carried out using Wooldridge test with the result of with p-value 0.0015which is less than the significant 

level of 5 percent is an indication that there is serial correlation problem in the model. Therefore, the 

study rejects the null hypothesis. 
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Conclusively, the diagnostic tests revealed that there is a presence of heteroskedasticity and serial 

correlation problems in the model. As a result of this; the Fixed effects and random effects would not 

be an appropriate estimators for the model; thus to correct the problems of heteroskedasticity and auto-

correlation among the model residuals and coefficients, the pooled OLS  with cluster was used to 

estimate the effect of  NPL on ROCE and the result is presented in Table 5. 

 

Test of Hypothesis One (H01) 
Hypothesis 1: H0: Non- performing loan does not have a significant effect on return on capital employed 

(ROCE)? 

Table 5: Regression Result (Pooled OLS with Cluster) 

Dependent Variable: ROCE     Significance @ 5% 

Source: Author’s Computation, (2018). (Excerpts from Stata/IC 11.0 Output) 

 

Random effects (with Cluster) Model: 

ROCE= 𝛂o+ β 1NPL+µ 

ROCE= 0.4820 -3.1299NPL+µ 

Interpretation  

According to the probabilities of the t-statistics as presented in Table 5 showed that a change in the NPL 

(with p-value = 0.001<0.05) has a significant negative influence on ROCE of listed deposit money 

banks in Nigeria. This is also confirmed by the t-statistics results, according to the statistical table, the 

t-tabulated of 5 percent significance level is 1.96 in absolute value and the decision rule is to reject the 

null when value of that >ttab(1.96), that is, no significant effect between the explained and the explanatory 

variables; based on this, NPL has tcal greater than ttab at 5 percent significance level (NPL, tcal(3.61)> 

ttab(1.96); therefore, the study does reject the null that NPL has no significant influence ROCE which 

implies that NPL significantly affects ROCE. Therefore, the study does reject the null hypothesis that 

NPL has no significant effect on ROCE.  

The coefficient of the regression result measures the magnitude and the direction of the relationship 

between the explained and the explanatory variable; NPL with a coefficient of -3.1299 implies that a 

decrease in NPL would yield 312 percent decrease in ROCE. The explanatory power of NPL on the 

ROCE (that is the coefficient of determination) of the pooled OLS (with cluster) model is 0.3611, which 

implies that 36.11 percent changes in the ROCE is caused by the influence of the explanatory variable 

NPL while the remaining 63.89 percent is caused by other determining variables which are not captured 

in the model.  

Table 6: Analysis of Hypothesis Two 

Metho

d 
POOLED OLS Fixed effects Random effects 

Variab

les 
Coeff T Prob Coeff Z 

stat 
Prob Coeff Z 

stat 
Prob 

LLP 5.7064    0.54 0.596 -

0.8547  

-0.06 0.952 4.2656 0.38 0.701 
Consta

nt 

-

0.0673 

-0.29 0.772 0.2312 0.09 0.930 -

0.0475 

-0.18 0.855 
 R-squared = -0.0124 R-sq. overall = 0.0124 R-sq. overall = 0.0124 

 F(1, 23) = 0.29 F(1, 19) = 0.00 Wald chi2
(1) = 0.15 

 Prob > F = 0.5961 Prob > F = 0.9515 Prob > chi2 = 0.7009 

 MODEL 1   

Variable Coefficient Std. Error t-Statistic Prob.   

C 0.4820 0.1932 2.49 0.0260 

NPL_ -3.1299 0.8681 -3.61 0.001 

R-squared    0.3611 
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Hausman Test:   Chi2
(1) = 0.38,  Prob> chi2 = 0.5399 

Modified Wald Test: Chi2
(1) = 0.15, Prob> chi2 = 0.7009 

Wooldridge Test: F(1, 4) = 120858.573, Prob >F = 0.0000 

      Dependent Variable: ROCE             Significance @ 5%  

    Source: Author’s Computation, 2018. (Excerpts from Stata/IC 11.0 Output) 

 

Interpretation 

In order to determine the most appropriate method of estimating the regression model 2 among pooled 

OLS, fixed effects and random effects results as presented in Table 6, the Hausman test was carried out; 

and based on the result of the test as shown in Table 6 which stated that pooled OLS is the most 

appropriate estimator. 

The result of the Hausman test with the p-value of 0.5399, that is, 53% percent which is higher than the 

5 percent level of significance chosen for the study reveals that pooled OLS is the most appropriate 

estimator according to its null hypothesis which states that there is presence of unsystematic difference 

in the model coefficients; thus, the study does reject the null hypothesis. 

 

Although, the Hausman test result revealed the appropriateness of random effects the confirmation of 

the result of the Hausman test was carried out using the Breusch-Pagan Lagrangian multiplier test. This 

test helps to decide the most appropriate model between the random effects and pooled OLS regression. 

The null hypothesis of this test is that no significant difference across units (that is no panel effect). The 

results of the Breausch-Pagan Lagrangian multiplier test showed a p-value of 0.9968, which is greater 

than the significance level of 5 percent; this is an indication that random effect is not a good estimator 

of the model, therefore, the study does not reject the null hypothesis which implies that pooled OLS is 

the most appropriate estimator for the model. 

 

The model was tested for heteroskedasticity. Heteroskedasticity test helps to examine whether the 

variations in the residuals of the model are constant over time or not; the null hypothesis states that the 

standard errors of the model are constant over time. This test was carried out using Breusch-

Pagan/Cook-Weisberg test and the result of the heteroskedasticity with p-value of 0.0491 which is less 

than the 5 percent level of significance selected for the study is an indication of the presence of 

heteroskedasticity; that is the residuals of the model are not constant over time, thus the study rejects 

the null hypothesis.  

 

Also, the serial correlation test was carried out to determine the existence of autocorrelation among the 

residuals and the coefficients of the model. Autocorrelation problem causes the standard errors of the 

coefficient to be smaller than their actual value and the coefficient of determination (R-squared) to be 

higher than normal. The null hypothesis of the test states that there is a serial correlation. The test was 

carried out using Wooldridge test with the result of with p-value 0.0000 which is less than the significant 

level of 5 percent is an indication that there is serial correlation problem in the model. Therefore, the 

study rejects the null hypothesis. 

 

Conclusively, the diagnostic tests revealed that there is a presence of heteroskedasticity and serial 

correlation problems in the model. As a result of this; the Fixed effects and random effects would not 

be an appropriate estimators for the model; thus to correct the problems of heteroskedasticity and auto-

correlation among the model residuals and coefficients, the pooled OLS  with cluster was used to 

estimate the effect of  LLP on ROCE and the result is presented in Table 6.  
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Test of Hypothesis Two (H02) 
Hypothesis 2: H0: Loan loss provision does not influence the return on capital employed.  

 Table 7. Regression Result (Pooled OLS with Cluster) 

 MODEL 2    

 Variable Coefficient Std. Error t-Statistic Prob.   

C -0.673394 0.2297079 -0.29 0.772 

LLP_ 5.706433 10.61776 0.54 0.596 

R-squared  0.0124 

Dependent Variable: ROCE     Significance @ 5% 

Source: Author’s Computation, (2019). (Excerpts from Stata/IC 11.0 Output) 

MODEL: 

ROCE= 𝛂o+ β2LLP+ µ 

ROCE= -0.673394 + 5.706433 LLP +µ 

Interpretation  

According to the probabilities of the t-statistics as presented in Table 4.6 showed that a change in the 

LLP (with p-value = 0.596>0.05) has an insignificant positive influence on ROCE of listed deposit 

money banks in Nigeria. This is also confirmed by the t-statistics results, according to the statistical 

table, the t-tabulated of 5 percent significance level is 1.96 in absolute value and the decision rule is to 

reject the null when P-value of tcal>ttab(1.96), that is, no significant effect between the explained and the 

explanatory variables; based on this, NPL has tcal lesser than ttab at 5 percent significance level (LLP, P-

value of tcal(0.54)< ttab(1.96); therefore, the study does not reject the null that LLP has no significant 

influence ROCE which implies that LLP insignificantly affects ROCE. Therefore, the study does not 

reject the null hypothesis that LLP has no significant effect on ROCE.  

The coefficient of the regression result measures the magnitude and the direction of the relationship 

between the explained and the explanatory variable; LLP with a coefficient of 5.706433 implies that an 

increase in LLP would yield 570 percent increase in ROCE. The explanatory power of LLP on the 

ROCE (that is the coefficient of determination) of the pooled OLS (with cluster) model is 0.0124, which 

implies that 1 percent change in the ROCE is caused by the influence of the explanatory variable LLP 

while the remaining 99 percent is caused by other determining variables which are not captured in the 

model.  

Table 6. Analysis of Hypothesis Three 

Metho

d 
POOLED OLS Fixed effects Random effects 

Variab

les 
Coeff T Prob Coeff Z 

stat 
Prob Coeff Z 

stat 
Prob 

LA 2.5181      2.17 0.041 3.2407 1.85 0.81 2.6445 2.12 0.034 
Consta

nt 

-

1.6446 

-2.11 0.046 -

2.1198 

-1.82 0.085 -

1.7277 

-2.05 0.041 
           R-squared = 

0.1699 

R-sq. overall = 0.1699 R-sq. overall = 0.1699 

 F(1, 23) = 4.71 F(1, 19) = 3.41 Wald chi2
(1) = 4.48 

 Prob > F = 0.0406 Prob > F = 0.0806 Prob > chi2 = 0.0.342 

Hausman Test:   Chi2
(1) = 0.23,  Prob> chi2 = 0.6290 

Modified Wald Test: Chi2
(1) = 04.48, Prob> chi2 = 0.0342 

Wooldridge Test: F(1, 4) = 1938.803, Prob >F = 0.0000 

      Dependent Variable: ROCE             Significance @ 5%  

    Source: Author’s Computation, 2019. (Excerpts from Stata/IC 11.0 Output) 
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Interpretation 

In order to determine the most appropriate method of estimating the regression model 3 among pooled 

OLS, fixed effects and random effects results as presented in Table 4.7., the Hausman test was carried 

out; and based on the result of the test as shown in Table 4.7 which stated that pooled OLS is the most 

appropriate estimator. The result of the Hausman test with the p-value of 0.6290, that is, 62% percent which is 

higher than the 5 percent level of significance chosen for the study reveals that pooled OLS is the most appropriate 

estimator according to its null hypothesis which states that there is presence of unsystematic difference in the 

model coefficients; thus, the study does reject the null hypothesis. Although, the Hausman test result revealed 

the appropriateness of random effects the confirmation of the result of the Hausman test was carried out using 

the Breusch-Pagan Lagrangian multiplier test. This test helps to decide the most appropriate model between the 

random effects and pooled OLS regression. The null hypothesis of this test is that no significant difference across 

units (that is no panel effect). The results of the Breausch-Pagan Lagrangian multiplier test showed a p-value of 

0.9615, which is greater than the significance level of 5 percent; this is an indication that random effect is not a 

good estimator of the model, therefore, the study does not reject the null hypothesis which implies that pooled 

OLS is the most appropriate estimator for the model. 

The model was tested for heteroskedasticity. Heteroskedasticity test helps to examine whether the 

variations in the residuals of the model are constant over time or not; the null hypothesis states that the 

standard errors of the model are constant over time. This test was carried out using Breusch-

Pagan/Cook-Weisberg test and the result of the heteroskedasticity with p-value of 0.0000 which is less 

than the 5 percent level of significance selected for the study is an indication of the presence of 

heteroskedasticity; that is the residuals of the model are not constant over time, thus the study rejects 

the null hypothesis.  

 

Also, the serial correlation test was carried out to determine the existence of autocorrelation among the 

residuals and the coefficients of the model. Autocorrelation problem causes the standard errors of the 

coefficient to be smaller than their actual value and the coefficient of determination (R-squared) to be 

higher than normal. The null hypothesis of the test states that there is a serial correlation. The test was 

carried out using Wooldridge test with the result of with p-value 0.0000 which is less than the significant 

level of 5 percent is an indication that there is serial correlation problem in the model. Therefore, the 

study rejects the null hypothesis. 

 

Conclusively, the diagnostic tests revealed that there is a presence of heteroskedasticity and serial 

correlation problems in the model. As a result of this; the Fixed effects and random effects would not 

be an appropriate estimators for the model; thus to correct the problems of heteroskedasticity and auto-

correlation among the model residuals and coefficients, the pooled OLS  with cluster was used to 

estimate the effect of  LA on ROCE and the result is presented in Table 7. 

 

Test of Hypothesis Three (H03) 
Hypothesis 3: H0: Loan and advances does not have an impact on the return on capital employed 

(ROCE)? 

Table 7: Regression Result (Pooled OLS with Cluster) 

 MODEL 3    

 Variable Coefficient Std. Error t-Statistic Prob.   

C -1.644612 0.7802351 -2.11 0.046 

LA 2.518072 1.1605 2.17 0.041 

R-squared  0.1699 

Dependent Variable: ROCE     Significance @ 5% 

Source: Author’s Computation, (2019). (Excerpts from Stata/IC 11.0 Output) 
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MODEL: 

ROCE= 𝛂o+ β3LA+ µ 

ROCE= -1.644612 - 2.518072LA+µ 

Interpretation  

According to the probabilities of the t-statistics as presented in Table 7showed that a change in the LA 

(with p-value = 0.041<0.05) has a significant positive influence on ROCE of listed deposit money banks 

in Nigeria. This is also confirmed by the t-statistics results, according to the statistical table, the t-

tabulated of 5 percent significance level is 1.96 in absolute value and the decision rule is to reject the 

null when tcal>ttab(1.96), that is, no significant effect between the explained and the explanatory 

variables; based on this, NPL has tcal greater than ttab at 5 percent significance level (LA, tcal(2.17)> 

ttab(1.96); therefore, the study does reject the null that LA has no significant influence ROCE which 

implies that LA significantly affects ROCE. Therefore, the study does reject the null hypothesis that LA 

has no significant effect on ROCE. 

 The coefficient of the regression result measures the magnitude and the direction of the relationship 

between the explained and the explanatory variable; LA with a coefficient of 2.518072 implies that an 

increase in LA would yield 251 percent increase in ROCE. The explanatory power of LA on the ROCE 

(that is the coefficient of determination) of the pooled OLS (with cluster) model is 0.1699, which implies 

that 16 percent change in the ROCE is caused by the influence of the explanatory variable LA while the 

remaining 84 percent is caused by other determining variables which are not captured in the model.  

 

Discussion of Findings 

Having examined the research hypotheses using correlation and regression analysis, the result of 

Hypothesis 1 revealed that Non- performing loan has a significant effect on return on capital employed 

(ROCE), the correlation analysis revealed that a negative relationship exists between Non- performing 

loan and return on capital employed (ROCE), this implication of this finding is that as Non- performing 

loan increases, return on capital employed decreases without a causal effect. The regression analysis 

further revealed that about 36% of the total variation in the regress and or dependent variable Return on 

capital employed (ROCE) can be explained by the repressors or independent variable nonperforming 

loan (NPL).  This finding is in line with Idowu and Awoyemi (2014) who found out that non-performing 

loans (NPL) and capital adequacy ratio (CAR) as credit risk management indicators and it was revealed 

that credit risk management has a significant impact on the profitability of money deposit banks in 

Nigeria. 

 

The result of hypothesis 2 revealed that loan loss provision (LLP) has an insignificant effect on the 

return on capital employed (ROCE), the correlation analysis revealed that a weak relationship exists 

between loan loss provision (LLP) and Return on capital employed (ROCE), the implication of this 

finding is that loan loss provision (LLP) exert a weak positive effect on Return on capital employed 

(ROCE). The regression result further revealed that about  1% of the total variation in the regress and 

or dependent variable Return on capital employed (ROCE) can be explained by the repressors or 

independent variable loan loss provision (LLP).  This finding is consistent with Ogboi and Unuafe 

(2013) whose study inspected the impact of credit risk management and capital Adequacy on the 

financial performance on money deposit banks in Nigeria over the period of 2004 to 2009. The outcome 

of the study revealed that loss provisions (LLP), has an insignificant effect on financial performance on 

money deposit banks in Nigeria 

 

The result of hypothesis revealed that Loan and advances have an impact on return on capital employed 

(ROCE), the correlation analysis revealed that a positive relationship exists between Loan and advances 

and return on capital employed. The implication of this finding is that an increase in Loan and advances 
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will propel an increase in return on capital employed (ROCE), the regression analysis further revealed 

that about 16% of the total variation in the regress and or dependent variable Return on capital employed 

(ROCE) can be explained by the repressors or independent variable loan and advances (LA). This 

finding corroborates that of Kolapo, Ayeni & Oke (2012) whose finding revealed that Loan and 

Advances ratio coefficient exerts a most significant positive effect on the profitability across the banking 

firms. 

 

5. CONCLUSION AND RECOMMENDATIONS 
The study has made attempt to investigate the of credit risk management on bank profitability, for the 

period covering 2013-2017, the relevant data were extracted from the annual report of the selected 

deposit money banks. Based on the findings, it is concluded that credit risk management has a positive 

and significant relationship with bank profitability; this shows that credit risk management is very 

crucial to the existence of the banking industry  

Credit risk management is an important issue in the banking industry because credit creation is part of 

the major core banking business aside deposit mobilization, CBN often makes it mandatory for deposit 

money banks to disburse a certain percentage of loan to different sectors. Banks are faced with the risk 

of giving loan and not able to recover it as and when due which if proper credit risk management policy 

is not in place such loans often result in the non-performing loan or a bad loan. 

It is concluded that Non- performing loan has a significant negative effect on return on capital employed, 

the correlation analysis revealed that a negative relationship exists between Non- performing loan and 

return on capital employed, this implication of this finding is that as non- performing loan increases, 

return on capital employed decreases.  This finding is in line with Idowu and Awoyemi (2014) who 

found out that non-performing loans and capital adequacy ratio as credit risk management indicators 

and it was revealed that credit risk management has a significant impact on the profitability of money 

deposit banks in Nigeria. 

Loan loss provision has an insignificant positive effect on return on capital employed, the correlation 

analysis revealed that a positively weak relationship exists between loan loss provisions and return on 

capital employed, the implication of this finding is that loan loss provision exert a weak positive effect 

on Return on capital employed. This finding is consistent with Ogboi and Unuafe (2013) whose study 

inspected the impact of credit risk management and capital Adequacy on the financial performance on 

money deposit banks in Nigeria over the period of 2004 to 2009. The outcome of the study revealed 

that loss provisions have a significant effect on financial performance on money deposit banks in 

Nigeria. 

 

Loan and advances have an impact on the return on capital employed, the correlation analysis revealed 

that a positive relationship exists between loan and advances and return on capital employed. The 

implication of this finding is that as loan and advances increases, the return on capital employed 

increases. This finding corroborates that of Kolapo, Ayeni & Oke (2012) whose finding revealed that 

Loan and Advances ratio coefficient exerts a most significant positive effect on the profitability across 

the banking firms. 

 

Based on the result from the research hypotheses, the following recommendations should be given 

consideration by Nigeria Banks for effective credit risk management and good performance; Policies 

already put in place for the management and measurement of credit risk should be reviewed from time 

to time to ensure its effectiveness; there should be policy consistency. Management should establish 

credit policies and standards that conform to regulatory requirements and the banks’ overall objectives 

to further reduce the level of their credit risk exposure. Presentation of information about the bank’s 

exposure to credit risk and its management and control over such credit risks in time. Assessment and 

continuous monitoring of counterparty and portfolio to know when loan is becoming non-performing is 

germane in controlling risk. 
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Loans to individuals should be accordingly secured for example autos for car loans and private or 

income-producing real estate should be secured by a mortgage over the relevant property and the income 

of the borrower. Borrowers should be adequately informed of the procedures involved in getting a loan 

and the penalties given for defaulters. 
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APPENDICES 

 

Table 3.1 List of Companies Selected for this Research Study 

S/N COMPANY 

1 First Bank Nigeria 

2 Guarantee Trust Bank 

3 United Bank of Africa 

4 Wema Bank 

5 Zenith Bank 

 

 

COMPUTED RATIOS FOR THE ANALYSIS 

YEAR BANK ROCE % NPL LLP LA 

2013 FBN 0.223786596 0.214755516 0.015417149 0.751289567 

2014 FBN 0.219136093 0.27983378 0.014313152 0.713483494 

2015 FBN 0.192319057 0.029592823 0.012409447 0.792477283 

2016 FBN 0.006125108 0.212372079 0.047918143 0.650849172 

2012 FBN 0.110155178 0.252416361 0.078359017 0.74955266 

2013 GTB 0.310206443 0.043223949 0.011947051 0.738931128 

2014 GTB 0.304755773 0.051730582 0.012700398 0.734513084 

2015 GTB 0.298670618 0.0479236 0.014830413 0.821297476 

2016 GTB  0.278660579 0.160491737 0.014053822 0.889393928 

2012 GTB 0.322918268 0.191774362 0.034590955 0.842987597 

2013 UBA 0.209607066 0.003927644 0.000813897 0.463229259 

2014 UBA 0.19974339 0.031958484 0.002911314 0.457997102 

2015 UBA 0.150312308 0.052616921 0.003553849 0.514707496 

2016 UBA 0.150001035 0.009075763 0.003754314 0.514489281 

2012 UB 0.147477616 0.051264354 0.009012954 0.644293816 

2013 WEMA -4.153989431 0.600044342 0.003736611 0.402865112 

2014 WEMA 0.046646657 0.500400835 0.00379448 0.463394878 

2015 WEMA 0.070688497 0.464846519 0.006153716 0.569389859 

2016 WEMA 0.066114986 0.228456789 0.003786697 0.651266753 

2012 WEMA 0.067551196 0.215530107 0.005687475 0.707716202 

2013 ZENITH 0.214719991 0.03178296 0.004186338 0.496864609 

2014 ZENITH 0.199118958 0.02483403 0.002327446 0.54165084 

2015 ZENITH 0.210352111 0.016710647 0.012136599 0.697601425 

2016 ZENITH 0.21066065 0.01669402 0.01114947 0.792632458 

2017 ZENITH 0.227024124 0.026928646 0.015022156 0.837509983 
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