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Abstract
The nature and extent of relationship between firm attributes and
bank financial performance have continued to attract the interest of
researchers in view of the role that banks play in the economy of
every nation. This study assesses the effect of firm specific variables
on financial performance of Deposit Money Banks (DMBs) in
Nigeria. The study formulates ten (10) hypotheses and applies panel
data regression to analyse the extent to which market share,
liquidity, credit risk, interest rate spread, leverage, efficiency,
operating expenses, deposits, capital management, and bank size
affect the financial performance of the banks. The study utilises
secondary data extracted from the financial statements of the 13
banks listed on the Nigerian Stock Exchange (NSE) that have their
financial statements available over the period 2005 to 2014. Due to
absence of cross-sectional effect in the dataset as confirmed by the
result of Breusch Pagan Lagrangian Multiplier test and presence of
heteroskedasticity, the study uses robust pooled panel regression
result for analysis and interpretation. The result of the robust pooled
regression model reveals that financial performance of banks in
Nigeria is significantly affected by market share, liquidity, interest
rate spread, leverage, and operating expenses. The result also
reveals that default risk, efficiency, deposits, capital management
and size have no significant effect on financial performance of
DMBs. In view of this, the study recommends that the Central Bank

of Nigeria (CBN) should formulate policies that will motivate banks
to increase their market share so that banking structure will be
based on market share rather than reduction in the number of
players. In addition, the CBN should at least maintain the current
liquidity reserves for the banks in view of the strong positive
relationship it has with banks’ financial performance. On their part,
banks’ management should strive to put deposit to more profitable
use in order to increase interest rate spread while shareholders
should continue to put in place policies and strategies that will
ensure effective management of their capital, size and efficiency for
increased profitability.
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INTRODUCTION

In the past few decades, the banking sector has undergone
series of reforms in its environment with a view to
repositioning the sector to be able to play its financial
intermediation roles in more efficient ways and consequently
increase its performance. The reforms are motivated by the fact
that a banking system, which channels financial resources
efficiently to deserving sectors of the economy, is a powerful
mechanism for economic growth. As a key component of the
financial system, banks intermediate between surplus and
deficit units of the economy and collect deposits from savers in
order to channel them to borrowers. In the process of
discharging this role, banks transform the quality of capital
with respect to size, maturity and risk, thereby, reducing the
cost of obtaining information about both savings and
borrowing opportunities and in turn help to make the overall
economy more efficient by raising the level of investment and
savings, and increasing the efficiency in the allocation of
financial funds in the economic system.

The literature on financial intermediation has mainly focused
on the role of banks as lenders (Ono & Uesugi, 2005). The
focus was premised on the traditional theory of financial
intermediation as explained in the works of Gurlay and Shaw
(1960), Akerlof (1970), Fama (1980), Gorton and Pennacchi
(1990) and Boot (2000) among others. The theory builds on the
notion that as lenders, banks develop close relationships with
borrowers over time and such proximity facilitates monitoring
and screening and overcomes problems of asymmetric
information (Boot, 2000). As financial intermediaries
therefore, banks convert assets, diversify and repackage them;
create medium of exchange; and serve as intermediary between
lenders and borrowers (Scholtens & Wensveen, 2003).
Banks have several advantages over non-bank financial
institutions in providing financial intermediation services to a
country’s teeming population (Dogarawa, 2011). First, they
have clear regulations illustrating the conditions of ownership,
financial disclosure, and capital adequacy that help them
ensure prudent risk management. Second, they have physical
infrastructure that include a large network of branches, which
enables them to reach a large number of small and medium
sized customers. Third, they maintain deep-rooted internal
controls, administrative and accounting systems that facilitate
keeping track of a large number of transactions. Lastly, their
ownership structure tends to encourage sound governance
practices, seeking cost-effectiveness and
increasing
profitability.
Empirical evidence has shown that a sound and profitable
banking sector is in a better position to withstand negative
shocks caused by either internal or external factors and
contribute to the stability of the financial system. Given the
strategic importance of DMBs to the economy of every nation,
policy makers and bank regulators have continued to design
and re-design informed policies that will help improve the
overall financial performance of the banking sector.

Accordingly, the need to understand the determinants of
DMBs’ financial performance has continued to attract the
attention of academics, bank management, financial markets
and bank supervisors.
The literature has categorised the determinants of bank
financial performance into firm-specific, industry-specific and
macroeconomic indicators (Francis, 2012). Firm-specific
indicators are the internal determinants of a bank’s operations,
which management can to a great extent control. They measure
the overall performance of a bank, its ability to meet regulated
capital standards, changes in its loan quality and risk, its ability
to generate revenue and pay expenses, changes in its cash
position, and changes in its assets. Specifically, bank specific
indicators include growth in bank assets, capital adequacy and
capital management, operational efficiency, credit risk,
liquidity risk, market power, operating expenses, interest rate
spread, and leverage. These indicators are considered
instrumental in determining financial performance of banks
and have therefore featured in various studies (Haron, 1996;
Chirwa, 2001; Atemnkeng & Joseph, 2006; World Bank, 2010;
Mirzaei, Liu & Moore, 2011; Francis, 2012; Mirzae, 2012).
Industry-specific and macroeconomic indicators are commonly
referred to as external determinants of bank financial
performance and are beyond the control of management. The
most common measure of industry-specific determinant is
bank-concentration based on structure-conduct-performance
(SCP) postulations. On the other hand, macroeconomic
variables that affect bank financial performance include growth
in GDP, GDP-per-capita, inflation expectation, interest rate and
its spread.
Generally, all firm-specific determinants, with the exception of
size, are expected to influence bank financial performance in
the anticipated way. However, findings from previous studies
on the relationship between bank specific attributes and
financial performance have revealed mixed results (Francis,

2012). This is evidence in the results of many studies
conducted in different parts of the world (e.g. Bourke, 1989;
Athanasoglou, Delis & Staikouras, 2006; Flamini, McDonald
& Schumacher, 2009; Chortareas, Garza-Garcia & Girardone,
2010; Vong & Chan, 2010; Mirzaei, Liu & Moore, 2011;
Ongore & Gemechu, 2013; Gremi, 2013). The studies
documented mixed results with a lot of inconsistencies thereby
providing a motivation for further studies in the area.
In Nigeria, the banking sector has witnessed a boom-and-bust
cycles leading to many changes in the areas of regulations and
reforms; number of institutions, structure of ownership; and
depth and breadth of operations especially all in an attempt to
reposition the industry to play its financial intermediation role
in an efficient and profitable manner (Dogarawa, 2011).
Notwithstanding the various reforms the Nigerian banking
sector has gone through, banks have remained largely
fragmented with substantial gaps in the financing of economic
activities for private agencies. This is evidenced in their capital
adequacy levels, risk, liquidity position, deposits and loans,
loan loss provision, and high interest spread, among others.
This means, the reforms did not yield the expected outcomes in
so far the strategic role of banks as facilitators of savings,
investment, employment and, and blood of economic growth is
concerned. In addition, level of financial performance of the
banking system is generally regarded as low and does not
correspond to what is seen in many financial sectors in
emerging economies such as South Africa, Malaysia,
Singapore and even its West African neighbour, Ghana. In
view of this, it is imperative to empirically assess the
determinants of financial performance of the DMBs in Nigeria
using several measures.
This paper empirically examines the effect of firm-specific
attributes on financial performance of DMBs in Nigeria over a
10-year period from 2005 to 2014. The paper hypotheses that
market share, liquidity, credit risk, interest rate spread,

leverage, efficiency, operating expenses, deposits, capital
management, and bank size have no significant effect on
financial performance of the banks. The paper is organised into
five (5) sections. Section 2 reviews some related empirical
studies on the relationship between bank specific attributes and
financial performance. Section 3 discusses the dataset and
methods employed in data analysis. Section 4 analyses the
results and discusses the findings in light of previous studies,
and highlights the policy implications of the research findings.
Section 5 concludes the paper and offers recommendations.
2.

Conceptual Issues and Review of Empirical
Literature

Four areas of bank analysis, namely, profitability, liquidity,
asset quality, and capital adequacy have featured in the
literature. However, as Wariboko (1994) explained, of these
key areas, profitability analysis is the aspect that reveals the
financial performance of a bank; while liquidity, assets quality
and capital adequacy analysis reveal bank risk and condition.
In view of this, bank-specifics studies have concentrated on
profitability (AL- Shubiri, 2010). Profitability is the principal
goal of banks as well as all other business organisations.
Without profitability, a bank will not survive in the long run
(Al-Shubiri, 2010). Determining a bank’s current and past as
well as projecting future profitability is therefore very
important (Sathye, 2002; Sutton, 2006).
Profitability measures include the rate of return on equity
(ROE), rate of return on capital (ROC) and rate of return on
assets (ROA). In most bank studies, emphasis is placed on
measuring profitability in terms of ROC and ROA or ROA and
ROE (Atemnkeng and Joseph, 2006). Smirlock (1985)
observed that the use of ROA has provided strongest evidence
on the relationship between firm-specific variables and
profitability in banking much more than ROE in view of the
fact that using the former provides opportunity of

benchmarking a bank’s output against its total assets. Keeton
and Matsunaga (1985) asserted that ROA is especially useful in
measuring changes in bank performance over time since banks’
income and expense components are more closely related to
assets. On the whole, ROA is considered the most important
measure of bank profitability. It is defined as the banks’ before
tax profit over total assets. The choice of ROA rather than ROE
as proxy for bank profitability is because, as Flamini,
McDonald and Schumacher (2009) put it, an analysis of ROE
disregards financial leverage and the risks associated with it.
Though, ROA, on its part, is criticised of being biased due to
off-balance-sheet activities, it is still believed that such
activities are negligible in most developing nations relative to
the risk associated with leverage.
The relationship between firm-specific attributes and financial
performance has been widely studied using data from different
countries (Genchev, 2012). The results revealed mixed
findings. On the whole however, using a bank-level panel
dataset, Era and Holger (2007) examined the effect of a
number of firm-specific variables on profitability of Armenian
banks for the period 2002 – 2006. The study revealed that the
explanatory variables have large potential to increase
profitability.
With regard to market share, most studies found its relationship
with financial performance of banks to be significant
(Heggested, 1977; Smirlock, 1985). Using bank-level data for,
Demirgüç-Kunt and Huizinga (1998) found significant
relationship for 80 developed and developing countries for the
period 1988 – 1995. Also, Bektas (2006) and Chortareas,
Garza-Garcia and Girardone (2010) documented similar results
for North Cyprus and Latin American countries respectively. In
addition, Genchev (2012) reported similarly reports. Contrary
to the above findings, Barth, Nolle and Rice (1997) used crosscountry data from 19 developed countries in 1993 to examine
the effect of market share on profitability of banks. The study

revealed that market share has no significant effect on the
profitability of the selected banks.
Hayden, Porath and Westernhagen (2007) and Berger, Hasan
and Zhou (2010) investigated the effect of loan portfolio on
financial performance of banks in the German and Chinese
banking sector respectively. Both studies revealed that an
increase in loan diversification reduces bank financial
performance. Similarly, Tabak, Fazio and Cajueiro (2010)
tested whether diversification of loan portfolio is associated
with better financial performance of the Brazilian banking
system. They found that loan portfolio concentration increases
returns and reduces default risk. The outcome of their study
contradicted in part, earlier similar studies that use loan
portfolio along other ban-specific variables. Langrin and Roach
(2008) could not conclude on the nature and extent of
relationship between these two variables. On default risk,
Brock and Suarez (2000) found that default risk measured by
non-performing loans has a positive effect on profitability.
Doliente (2005) also documented similar findings for
Indonesia, Malaysia, the Philippines, and Thailand.
Leverage is another key internal determinants of bank financial
performance. This is because banking business is all about
leverage. Banks are highly leveraged financial institutions that
are in the business of facilitating leverage for others through
their financial intermediation role. Leverage refers to the
extent to which an organisation, banking or non-banking, funds
its assets with borrowings rather than equity. Leverage in
banking is far higher than in other industry or sectors of the
economy. According to Ingves (2014), while the average
leverage ratio across 10 of the world’s largest listed nonfinancial companies is on the order of 50:50 for debt and
equity, a common ratio in banking is 95:5 even before offbalance sheet exposures are added. Though leverage has been
theoretically demonstrated to be instrumental in explaining the
financial performance of banks, its empirical effect is

inconclusive. (Berger, 1995) documented negative association
between leverage and financial performance. Contrarily,
Bourke (1989), Molyneux and Thornton (1992) and Goddard et
al. (2004) reported positive effect of leverage on profitability.
Operational efficiency, which shows how well a bank
streamlines its operations and manages its input-output
relationship has also been studied. Ongore and Gemechu
(2013) documented a significant positive association. Also,
using a 15-year dataset from 1993 to 2007, Vong and Chan
(2010) found significant association between efficiency and
profitability for banks in Macacao. Also, Brock and Suarez
(2000) found that operating expenses positively and
significantly associated with profitability.

Operating expenses also referred to as overhead has also been
found to play a significant role in determining financial
performance of banks (Gremi, 2013). Empirically, findings on
the association between operating expenses and financial
performance are mixed. Bourke (1989), Molyneux and
Thornton (1992) and Molyneux (1993) found a positive
association operating expenses and profits. On the contrary,
Anthanasoglou et al. (2006) found negative relationship.
Capital is also considered as an important determinant of bank
profitability thus a positive relationship is expected to exist
between capital management and bank profits. Theoretical
literature has examined the effect of capital on the financial
performance of banks. Most of the studies emphasise the role
of capital and its management in reducing the probability of
insolvency and consequent closure for banks on the one hand,
and on the other hand, the probability of increasing profitability
potentials of banks both during crisis and normal times.
Empirically, good capital management has been demonstrated
to be important in explaining the financial performance of

financial institutions, though its effect on bank profitability is
still inexplicit (Berger, 1995). Diamond and Rajan (2000) and
Mehran and Thakor (2009) also documented that higher capital
leads to a survival tendency and higher profitability for banks.
In addition, Bourke (1989), Molyneux and Thornton (1992),
Demirgüç-Kunt and Huizinga (1998), Bikker and Haaf (2002),
Goddard et al. (2004), Athanasoglou et al. (2005), Berger
(2005), Somoye (2008), Adegbaju and Olokoyo (2008) and
Berger and Bouwman (2009) found a significant positive
relationship between capital management and bank
profitability. Despite the overwhelming evidence of significant
positive relationship between capital adequacy and bank
financial performance, the study of Eichengreen and Gibson
(2001) indicated the need to be cautious because their results
showed that capital would only have significant positive
relationship with profitability to a certain limit, thereafter, the
relationship could be negative due to bureaucratic and other
reasons.
Empirically evidence on the effect of size on a bank’s financial
performance is mixed. Early studies such as Short (1979),
Kwast and Rose (1982) found significantly relationship
between size and bank profitability while Vernon (1971) found
insignificant relationship. Later studies that include Gelos
(2006) and Al-Hashimi (2007) all reported significant
relationship. However, the study of Stienherr and Huveneers
(1994) and Flamini, McDonald and Schumacher (2009)
produced inconsistent results. On the direction of association,
Stiroh (2004) and De Haan and Poghosyan (2011) found a
negative relationship while Fayman (2009) documented
positive relationship.
3.

Materials and Methods

The paper uses correlational research design based on
quantitative approach as rooted in positivism paradigm to
examine the effect of firm-specific variables on profitability of
DMBs in Nigeria. The study extracts panel data from the
financial statements of all the 13 listed DMBs that have the
required data available for the period 2005 – 2014. The
variables of the study consist of one dependent variable,
profitability, and ten independent variables: market share,
liquidity, credit risk, interest rate spread, leverage, efficiency,
operating expenses, deposit, capital management, and bank size
representing bank specific variables.
The model of the study is based on cost efficiency profit model
as employed by previous studies including Maudos et al.
(2002), Mercia et al. (2002), Goddard et al. (2004) and
Panayiotis et al.(2005) among others to evaluate the
determinants of bank financial performance in different
economies. The model is anchored on cost minimisation and
profit maximisation relationship based on the presumption of
Portfolio theory that a bank’s financial performance is
influenced by internal efficiencies and managerial decisions
(Francis, 2012). The model of the panel regression is given as:
ROAit =

0 + β1MSHAREit + β2LIQit + β3DRISKit +
β4SPREADit + β5LEVit + β6EFFCYit + β7OPEit +
β8DEPit + β9BCMGTit + β10BSIZEit + ɛit
(1)

Where:

Variable
ROAit

Definition, measurement and source
Return on assets representing profitability of bank i at time t
and measured as profit before tax/total assets

MSHARE

Market share of each bank measured by bank’s assets/total
assets of the banking sector (Haron, 1996; Chirwa, 2001;
Mirzaei, Liu & Moore, 2011; Mirzaei, 2012)

LIQ

Liquidity measured as liquid assets/total assets (Athanasoglou,
Brissimis & Delis, 2005; Dabla-Norris & Floerkemeier, 2007;
Mirzae, 2012)

DRISK

Default risk calculated by non-performing loans/total loans
(Guavera, Maudos &Perez, 2008; Aysan, Dalgic & Demirci,
2012)

SPREAD

Interest rate spread calculated by interest received/interest paid
(Dabla-Norris & Floerkemeier, 2007; Aysan, Dalgic &
Demirci, 2012; Mirzae, 2012)

LEV

Leverage measured as total equity/total assets (Rugemintwari,
2011)

EFFCY

Efficiency measured as total cost/total income (Guavera,
Maudos & Perez, 2008; Mirzae, 2012)

OPE

Operating expenses measured as overhead cost/total assets
(Demirguc-Kunt & Huizinga, 1999; Dabla-Norris &
Floerkemeier, 2007; Mirzaei, Liu & Moore, 2011; Mirzae,
2012)

DEP

Bank deposits calculated by bank deposits/total liabilities
(Rugemintwari, 2011)

BCMGT

equity/total assets (Chirwa, 2001; Athanasoglou, Brissimis &
Delis, 2005; Atemnkeng & Joseph, 2006; World Bank, 2010;
Mirzaei, Liu & Moore, 2011; Mirzae, 2012)

BSIZE

Bank size calculated by log of total assets (Athanasoglou,
Brissimis & Delis, 2005; Atemnkeng and Joseph, 2006; DablaNorris & Floerkemeier, 2007; Guavera, Maudos & Perez,
2008; Mirzae, 2012)

0, β1 –
β10

Parameters of the model to be estimated

ɛ

Error term

Using Stata 13.x software, the study generates both descriptive
statistics and correlation matrix for the dataset to examine the
main characteristics of the data and understand the direction
and extent of relationship between and among the variables.
The study also conducts normality test for the dataset to see its
behaviour. Furthermore, the study runs three sets of panel
regression; pooled regression based on ordinary least squares
(OLS), fixed effect (FE) and random effect (RE) which are
both based on Generalised Least Square (GLS) methods.
Relevant diagnostic and robustness tests that include
Heteroskedasticity, Multicollinearity, Hausman specification,
and Breusch-Pagan Lagrange Multiplier (LM) were conducted
to determine the most suitable model for analysis as well as
determine whether or not the estimated models satisfy the
conditions for acceptance.
4.

Results and Analysis

The summary of the descriptive statistics of all the variables
used in the study reveals mean values of 0.074, 0.485, 0.167,
0.128, 0.873, 1.208, .0.568, 0.460, 0.210, 0.686 and 1.250 for
ROA, MSHARE, LIQ, DRISK, SPREAD, LEV, EFFCY, OPE,
DEP, BCMGT and BSIZE respectively. The respective
minimum and maximum values for the variables are -.258 and
.792, .065 and 1.922, .005 and .64, .002 and .56, -.125 and
2.164, .039 and 5.73, -2.59 and 5.73, .001 and 5.7, 0 and 1.096,
-3.6 and 1.506, and 1.04 and 1.44. The values indicate wide
dispersion in most of the variables. Also, the standard
deviations of most of the variables vary significantly from the
respective means of the data indicating that there are wide
variations regarding the banks’ behaviour to these phenomena.
In addition, the Shapiro Wilk test for normality of data
indicates that all the variables are not normally distributed. As

a rule, non-normality of data does not affect the validity of
estimations with regression based on Gauss-Markov Theorem
as explained by Shao (2003).
A Pearson correlation analysis was then performed on all the
variables to check for degree of relationship between the
dependent and independent variables and among the
independent variables. Table 1 presents the correlation matrix
as follows:

Table 1: Correlation Matrix
roa

mshare

liq

drisk

spread

Lev

effcy

ope

dep

bcmgt

roa

1.0000

mshare

0.1633

1.0000

liq

0.3306

0.0462

1.0000

drisk

-0.1284

-0.1077

-0.1082

1.0000

spread

-0.2007

0.0249

0.1731

-0.1721

1.0000

lev

-0.0680

-0.0632

0.1849

0.2846

0.1436

1.0000

effcy

-0.0874

0.0359

-0.1088

-0.0868

0.0448

0.1322

1.0000

ope

-0.2447

0.0610

0.0717

-0.0885

0.1729

0.0568

0.0366

1.0000

dep

-0.1266

-0.1241

-0.1502

-0.0889

-0.0389

0.0252

0.2425

0.0364

1.0000

bcmgt

-0.1305

-0.1043

-0.1026

0.1061

-0.0122

0.0443

-0.0179

0.0310

0.0617

1.0000

bsize

-0.0043

0.2652

0.0391

-0.1975

-0.0305

-0.1980

0.0624

-0.0250

0.0333

-0.0291

Source: Output generated using Stata

Bsize

1.0000

In correlation analysis, high level and strong form of
relationship between dependent and individual independent
variables are expected while low level and weak form of
relationship between and among independent variables are
expected. From the correlation matrix presented in table 1, only
MSHARE, LIQ, SPREAD, LEV and OPE have strong
relationship with ROA. The result also shows that the
independent variables are not strongly associated among and
between themselves.
The paper then estimates the linear relationship between the
explanatory variables and the response variable. It first
generates a pooled panel regression. The model summary
returns an F-statistics of 5.36 with a p-value that is statistically
significant at 1% level of significance and an adjusted Rsquared of 25%. It further carries out diagnostic test on the
pooled panel result by testing for both multicollinearity and
heteroskedasticity. The result of the variance inflation factor
(VIF) and tolerance value (VF) revealed values that are
consistently smaller than 10 and above 0.10 respectively
indicating the absence of multicollinearity. The low mean VIF
of 1.13 also pointed to the mild correlation that exists among
the regressors. Heteroskedasticity was tested using the
Breusch-Pagan/Cook-Weisberg test. The result reveals a chi2
value of 30.41, which is significant at 1%. The result indicated
that homoscedasticity assumption was violated in the dataset.
Using Generalised Least Square (GLS) method, we ran both
fixed effect (FE) and random effect (RE). The results revealed
a considerable difference between FE and RE based on which
Hausman specification test was carried out to enable selection
of the best model between the two. The result of the Hausman
test revealed a chi2 value of 11.72 with a p-value of 0.304,
which is not statistically significant. On the basis of the
Hausman result, RE model was considered as the preferred
between the two models. This is supported by the coefficient,
z-values and p-value of the constant term of 0.3689735, 2.24

and 0.025 respectively in the RE result. The p-value, which is
statistically significant at 5% level of significance provides
sufficient evidence for the rejection of the null hypothesis that
presumes absence of significant difference in the banks’
attributes in influencing their performance. This means the
assumption of homogeneity in the specific attributes of the
banks is violated.
In order to confirm whether our deduction from the p-value of
the constant term in the RE model is correct, we carried out
another test for cross-sectional effect using Breusch-Pagan
Lagrange Multiplier (LM) to determine whether the entities are
of the same or different characteristics in order to enable us
decide between random effect regression and pooled panel
regression. The rule is that if the banks are of the same
characteristics, they would not have to be treated separately
since there would be no panel/cross-sectional effect, and thus,
pooled regression would suffice for analysis and interpretation.
The null hypothesis in the LM test, which is generally
considered as superior to p-value of constant term (Gujarati &
Porter, 2009) is that there is no cross-sectional effect across the
banks. The result of the LM test revealed a p-value that is not
statistically significant and thus could not provide sufficient
evidence for rejection of the null hypothesis. Accordingly, the
pooled panel model is considered more appropriate.
Owing to the violation of the assumption of homoscedasticity
in the pooled panel result as confirmed by the BreuschPagan/Cook-Weisberg test that turns a chi2 value of 30.41,
which is significant at 1%, we re-run a pooled panel regression
using robust option as suggested by Gujarati and Porter (2009)
to correct the problem of heteroskedasticity. The summary of
the four models is presented in table 2 while the result of the
robust pooled regression model is used for analysis and
interpretation.

Table 2: Summary of Pooled Panel, Fixed Effect, Random
Effect and Robust Pooled Models
Variable

Pooled
panel

Fixed effect

Random
effect

Robust
pooled

MSHARE

.06506861**

.06380695**

.06506861**

.06506861***

LIQ

.3360903***

.39880772***

.3360903***

.3360903***.

DRISK

-.22651405

-.09780374

-.22651405

-.2265141

SPREAD

-.0562729**

-.01822504

-.0562729**

-.0562729***

LEV

-.0225198*

-.00803381

-.0225198*

-.0225198**

EFFCY

-.00114369

-.00649739

-.00114369

-.0011437

OPE

.03761474**

-.03272234**

-.03761474**

-.0376147***

DEP

-.03008327

-.03495307

-.03008327

-.0300833

BCMGT

-.00812646

-.00847152

-.00812646

-.0081265

BSIZE

-.19787284

-.30305939**

-.19787284

-.1978728

_CONS

.36897354**

.42552031**

.36897354**

.3689735

F-Stat./Wald
Chi2

5.36***

2.69***

53.59***

5.34***

Adj./Overall R2

.25

.25

0.31

0.31

Source: Output generated using Stata

Legend: * p<.1; ** p<.05; *** p<.001

Table 2 reveals thatthe robust R-squared (R2) value is 0.31.
This means that about 31% of the systematic variations in the
selected banks’ return on assets are jointly explained by
changes in the banks’ level of market share, liquidity, credit
risk, interest rate spread, leverage, efficiency, operating
expenses, deposits, capital management, and size of the banks.
This implies that while the explanatory power of the model
used in the study stands at 31%, other factors that have not
been captured in the study explain the remaining 69%. The Fstatistics returns a value of 5.34 that is statistically significant
at 1% level of significance. This confirms the overall
significance of the model. It further supports the assumption of
a significant linear relationship between the dependent
variable, return on assets (ROA), and the independent
variables.
The result further shows positive t-values for MSHARE (2.85)
and LIQ (4.23), indicating direct/positive relationship between
these variables and financial performance of the selected
banks. All the other explanatory variables return negative tvalues. This indicates an inverse relationship between each of
the other explanatory variables and the response variable. The
coefficients and t-values obtained from the result show that
MSHARE, LIQ, SPREAD and OPE are the most statistically
significant variables that influenced financial performance of
MDBs in Nigeria within the period of study at 1% level of
significance in all cases. In addition to these, LEV also returnsa
coefficient and t-values that are statistically significant at
5%level of significance. The result provides a basis for
rejecting the hypotheses on market share, liquidity, interest rate
spread, leverage and operating expenses. This means that based
on the robust pooled regression result, these variables strongly
affect financial performance of DMBs in Nigeria with market
share and liquidity moving in the same direction with financial
performance, and interest rate spread, leverage and operating
expenses moving in the opposite direction.

The finding of the study with regard to market share is
consistent with the studies of Smirlock (1985), Demirgüç-Kunt
and Huizinga (1998), Bektas (2006), Chortareas, Garza-Garcia
and Girardone (2010), Genchev (2012) but inconsistent with
the study of Barth, Nolle and Rice (1997). The finding on
liquidity is inconsistent with that of Francis (2012). On credit
risk and interest rate spread, the finding of this study
contradicts the study of Brock and Suarez (2000) and Doliente
(2005). On leverage, the finding supports the study of Berger
(1995) on both the extent and direction of association with
financial performance but contradicts the studies of Bourke
(1989), Molyneux and Thornton (1992) and Goddard et al.
(2004) with respect to direction of association. The finding on
operational efficiency is inconsistent with the studies of Brock
and Suarez (2000), Vong and Chan (2010) and Ongore and
Gemechu (2013). All the three studies documented significant
positive association. The finding on operating expenses is
consistent with Anthanasoglou et al. (2006) on both the extent
and direction of association. The finding is however contrary to
Bourke (1989), Molyneux and Thornton (1992) and Molyneux
(1993) who documented a positive relationship that is
statistically significant. On deposits, the study contradicts the
finding of Francis (2012). Furthermore, the finding of this
study on capital management contradicts the study of Diamond
and Rajan (2000), Bikker and Haaf (2002), Berger (2005),
Somoye (2008), Adegbaju and Olokoyo (2008) and Berger and
Bouwman (2009) and Mehran and Thakor (2009). The finding
of this study also supports Vernon (1971) and contradicts
Gelos (2006) and Al-Hashimi (2007).
On comparative basis, all the coefficients of all the explanatory
variables under the pooled panel results are the same with those
obtained for random effect model. In addition, the level of
statistical significance of each of the p-values under the two
models including the constants are the same. This confirms the

LM test that shows no cross-sectional effect among the banks.
However, though the coefficients of the robust pooled
regression are also the same with those of the two models, the
level of significance of the p-values is different for all the
variables except LIQ. The constant term in the robust pooled
regression returns a p-value that is not statistically significant.
This further lends support to the assumption of homogeneity of
the banks’ attributes in influencing their financial performance.
5.

Conclusion and Recommendations

Studies on Nigeria’s banking sector that aimed at revealing the
true position of the sector and the areas that need improvement
with regard to its financial intermediation role would be of
great importance. This study has provided information on the
true nature and extent of relationship between firm-specific
attributes and financial performance of DMBs in Nigeria for
the period 2005 – 2014.
In view of the findings, the study recommends that DMBs
should work on increasing market share and liquidity position,
and decreasing leverage and operating expenses. The apex
bank should also provide incentive to ensure a competitive
banking environment that will motivate banks to increase their
market share so that banking structure will be based on market
share rather than reduction in the number of players. Banks’
management should continue to put in place policies and
strategies that will ensure efficient matching of input to output
and improvement in capital management. Lastly, management
of DMBs should improve the quality of their loan portfolio
through good credit appraisal and management policies in
order to reap the benefit of effective credit function.
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