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I_]dlyd M. /\demy :
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Department of Fmame Umversxty of I orin, NLg:eua

Abstract

Banks occupy vital posztton in ever y eConomy Never[he!ess there erzsts corporate governance
failure in banAS ‘that results largelv fr om customers- sophistication and non-performing loans.
The study emmm@d uedlz managemen! an,d non-pufcnmmg loans of .;ommwcm/ hanks in
- Nigeria. Ordered pfobu‘ regmsszun was used teSt the impact of bank:specific wnn()! medasures
on non-performing loans in Nigenan commercm: banf{? and vector amoreﬂressm model was
employed to exaniine - the impact of macio- e(onomtc mvmf’:u) on non-performing loans in
Nigerian commcrual banks. The result of t/ﬂe regr es&on analysis revealed that monitoring of
loans usage by. bormwefs has awmfcant zmpacz on non—pwio;mmg loans at 10% level of
significance. The study concluded that bank 5pecffzc control measures have significant impact on
non-performing loans:in Nzgertan comme;cra[ ban/»s Banks should therejm(* ensure that credit
officers perform pemad;c jof!ow-ups on bori rowers to ensure mat Joans afe used for intended
purposes to feduce rhe .'nczdeme OfiIOH - p(»r/unnmv loans.

Keywords: loans, hl&;;‘zt;gémefzf, non;—pefj&ujnjikrg,' co.mmercz'a! banks
JEL:G2I ' T BT

e INTRODUC? ION
Banking 1nst1tut10ns hth, over- the yeam mmntamed the leadin
~growth and developmu,m of nanons. Thls is because they are the mstxtutxom ‘that provide credits
to the pubhc Bank Iendm@ is associated with thL risk that borrowers may not be able or willing

It

iz role of enhanc':ﬁg the economic

to honour their obhgauons and as such, it 1cqm1es ‘proper assessment Wiartm 2007). The
inability of bor rowers to honour credit obhgdhons makes such loans to become non-performing.
Thus, credit facﬂmes are deemed pelformmg, when the payment of both the principal and interest
are up to date m awordance mth 1he terms of 10811‘:» (Kolapo, Aymi Oke and 2012).

1 Corresponding author email: kolawolekayode @yahoo.com
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Non- performmg loans (NPLS) are loans whlch dre susuepnble to default. I hey are one of the
major causes of mbo]vcncv in b'ml\uw ubmutlms and they can ult mmh‘lv affect the entire
economy (Hou 7007) ' ' :

~ Having reallycd thc mlphcatwn oi thlS mcnace many, commerufil banks have tried to
put in place medsuru, to reduce n(m~per1‘ozm1ng loans. ‘The Nigerian bankmg system has
undergone various 1e‘r0rms ‘such as the bankmo reforms of 1987 with the aim of setting out new
rules for the estabhshmcnt of banks and issuing of” banKs ilcensus (Kanu dnd Hamilton, 2014).
Desplte these. admnces and othe1 mea:ures bLlCh as. the creation:of sp;cm recovery cells by
banks, credit momtormU chent appralsal and. mamtcnanoe of capital- adequdcy requlremwtﬂ
some banks are %tlH dlbt!‘€SS€d due to poor. crc,dlt management. Non—pertormmg loans in the
Nigerian banking system skyrocketa,d by 50 pcnc:,nt in 2017 amounting to over two trillion naira
(Nigeria Deposit Insurance Corpolatmn 2017).

The mismanagement of these liabilities often has massive negatwp 1mphgat10ns ranging
from a slow Gross Domcsm Product (GDP) giowth which thercafter may lead to hyper-inflation
and high interest rate ‘Other plobiems dbeClated th non-performing loans include failures in
Lorporat Uovermncc in bdnks lack of inve stors ¢ustomer sophistication, crltmi gaps in the
regulatory framework and reuulatlons uneven bupurvmon and enforcement, unstructured
governance and mdnagcmcnt procmses at th\. ccntra banl\ of Nloerla and weaknesses in the
business a,nwronment (banus1 201"}

Therefore, thlS btud}’ carries out an assebsment of the 1mpact of c1ed1t management on
non-performing - loanb in Nlﬂerlan comme}clal ‘banks. However, the specific objectives of the
study are two: ﬁrstly to examme the 1mpact of bank specific control measures (i.e. client
appraisal, momtormg, special. recovery unit, repayment period and loan recovery policy) on non-
performing loans in Nigerian commr.,rma} banks and to examine the impact of MAacro-economic

variables (i.e. GDP, interest rate, mﬂauon rate and ‘exchange rate) on non- pe1formmo loans in
Nigerian commercial banks The Studv intends to.provide answers to the ioliou ing pertinent
questions (i) what is the impact - of bank speutlc, control measures (i:. client appraisal,
monitoring, spr;caal recovary unit, repaymeni pCTiOd and  loan IECOVETy " pohc)) on non-
performing loans in NLUBH&H uommcrc,lal bfmks (11) to what extent do macro- cconomic variables
(i.e. GDP, interest. rate, 1nﬂat10n rate “and L:‘{Chzlllée rate) impact on non- periormuw loans in
‘Nigerian commercial ba.nkq 9

The next section is literature review. ~This is fo]low éd by methodoiogy anddiscussions of
findings. The_]ast section CQV ers the conclusmn and recommendatlons ot the %tudy

LITERATURF REV IE\\

Conceptual IssueS' Commercml Banks, (.I‘Ldlt Management and Non- Pcri(}rmmg Loans

Commercial banks are establishments that undertake certain economic transactions; majorly
financial intermediation which involves the IllObth’ltl()n of deposits from surplus sectors of the
economy and lcndmgj to the deficit sectors 1n ordcr to finance their investments (Bernard, 2008).
They are the main channel for executing govc,mment monetary pohues the prmupal source of
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consumers’ Lredlt and also the main buyer of debt seuurmes 1ssued by govcmment authorities
“(Mar; 2011). Comme!cml b'mks also dutl \Mth duposxts and advances hom orﬂanuatmns or large
firms (Prlyanka & Jy0t1 2014).. : = ' : S

Greumng and Bratariovic (2003) as%rtcd that commercxal banks play a major role in
emergmg economies ‘where - borrowers: havu no: ‘access. to capltal markets They accelerate
“economic growth throug,h lendmg to farmcrs manufacmrers traders and dlStiibutOIS It is these
- productive investments that accelerate the pace of a nation’s economic growth as well as the
long-term Subtamablhty of the banking mdustry (Kolapo Ayeni, Oke and 2012; Mohammed,
2012). Thus, the major roles and hmctxons of T \hgunan commerc;al banks are fund mobilization,
payment, credit alloeahon settlement system dnd monetary policy implementation.

: Gencrally, the iumtlons of Lommelual banks are divided into two categories: primary
and seconddry tumtlons The primary funcnons mdude the different’ kmds of deposit and loan
facilities. The: dep051t facilities include savings acwum current account, and fixed account. The
loan facilities are in the - form of overdraﬁ Iauhty, term loans, bill discounting, cash credit,
money -at call, et(, w1th varvmg repayment perlods ‘Through these loans they automatically
create dep031ts known as credit creation in commermal banks..:

The secondary [unctlons accordmg 0 Pmanka & Jvotl (2014) 1nc1ud<; agency functions
and utility functions. The aaencv ﬂmc[mns involv es collcctlon and clearing of cheques, '
dividends . and. mterest warrant payments ol rent, insurance premlum foreign exchange
‘transactions, purchasmg and selhng of securmes etc- The utility functions mvol\e provision of
safety locker famhty, money transfer’ facﬂity, 1ssuance of travellers’ oheque acting as referees
and acccptancc of various bills for pdymtnts prowsmn of merchant banking facilities and
various Lards such as credlt cards deblt cards smart cards, et =

\’Ieamng of Credlt and Credlt Manag:,ement , :
© Credit is the trust that' enables one party of a transactlon to provide resources to-the other party,
while the SGLOIld party will not pay for: the 1ransact10n 1mmed1ately (lcadmg to debt), but
promising to. rcpay or: 1etum the resources (or other materlal of equa! value) at a later date
(Sullivan & Rassel 003) Therefo;e c1ed1t refers to any form of defemcd payment which is
extended by a creditor; also’ known as the lender, to a debtor also known as a borrower.
OB‘{EE{UOLha (2001) vmws Lredlt as thc faith- that a cred;tor (lendc,r) have in a debtor by giving
loans mostl y in the form of money. “securitics or (’OOdb to a debtor. Credit is defined as the
lransacuon that exists between two par‘uea in’ Whl(.h the crechtor supplies money, goods and
serwceb in exchange for a future promlse ‘that payments for the transactlon wﬁl be made by the
borrower (Aremu Subc,ru and Oke, 2010). - .
Reasons for credlt assessrnent dlﬂel among individuals, enterpnses and other corporate
entmes Howevel the purpose and the nature of ‘credit have been categonzed into short-term
loans, mcdmm-term and ionU term loans. bhm“t term loans are the advances (e.g. personal loans)
gwen Wlth a repayment pemod of not’ more- than five years. On the other hand, medium term
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. loans have a rcpayment pcr10d that falls botweun mc and 1en yeaw WhilC lom, term loans have a
_mpaymcnt period-of more than tcn years v S T '
: Credit management is an lmpoﬁant paut of lendmg and in ltb dbbenc,e goud loans may
- turn: to bad loans.- Thbrcfme it is expedient - 10" note that the necebsﬂy of credit management
cannot be ovcl—emphas;zad and good credit mand%men’t entails the cstablishment of and
' 'adhc,rence to sound and cfﬁuent cred;t policies: Tor b"illkb to be: succeqsml their corporate credit
'-appnusal adequdta momtormg:, disbursement and rupaymcnt must be assured. Tt has'been shown
over the years that madequate crccht analy&s dnd sound dpphuatlon of loans have resulted in
--.'non-pcrformmg loans (Agu & Basd 2013) Loam are the main source 01 credit risk for most
banks. However other sources of crecht risk oceur throughoul the activities of a bank, mc,ludmﬂ
the bdnkmﬁ book and the tradmg book, as well as both on and off the statement of financial
posﬂ:mn : e e
The credit rlka facmg: bdl’lkb othu than lUCIIlb are acceptdnces 1nte1bank transactions,
tradc f" nancmg, forewn cxchange tldl’lbdbtions financial tuturea swaps, bonds cquities, opuom
~and ‘in the extcnmon of commltmcnts dnd gual antees, and the bettiemcnt of transactions.
_'Howcvm the purpose of risk. manaﬂcmcnt is to reduce. the 1mpacts' of diﬁcrcnt kinds of risks
 related to a preselected domam 0 the level auccpted by SOClCtV From- the above discussion, it is
obvious that thére are numbers of tisks and uncestamhcs in the bdnkmé mdustly w17-aﬁx17 a more
qtrmgent regulatory tramcwork dcrcgulatlon muedmno bOI‘HpCUthﬂ mc,rcasuu, customer
sophlstxcatlon and . genmaily harsh economic cnv1r0nment Thcse chal ienaeq facing banking
industry make the adoptlon of ctfe@twe medlt 11%1\ manage1mnt strateg;es \i cry important.

) Risk . (,an be ¢ dSSlﬁEd as systematic and unsvstumam Sysmmatu, risk relates to the
- overali market or the cconomy while unsystematlc risk is assouated with a specific firm. |
' Systematlc risk can be 1educed througph the use of risk m1t1gat10n and transmission techmques
Oldheld & Samomero (1997) proffer three gcneno risk-mitigation stmtecnes firstly, avoid risks
: throuvh snnple busmebs practices; secondly, clncrtmg, risks to others; fmailv actively managing
IlSkb at the bank levcl (dcceptancc of nsk) Usually, bmks try to chmmatt, or lcduae credit risk in -

their portfohoa - e g . - _

_ There are d11ferent means of mx;anfnmnLF thp c,recht worthmcss of a bull‘OWCf among them
are: capquty charactel capltal LO]’Idlthl’l and coilateral othcrw1se known as the 5Cs. To Onyia.
& Oleka (2000) they are known as the mnons of 0ood lendmg Arcmu Suberu and Oke (2010)
described the three basic’ rules in assessmg cxedlt '19 &,afely, suitability and prohtabﬂtty The trio
opined that the safcly of any crcdlt is of utmost 1mport<mcc Under this principle, the character,
~amount generated from (,ash ﬂow and acu,ptqbl %CCLiIltlt?b were equally emphasized. They
- added further that the rcason fm obtammg a Ioan must be legal and not conflicting with monetary
pohcws of the government and also must be in Tmb u nh the guldelmes of the Ccnlml Bank of
Nigeria (CBN). and the Bank&. a,nd othel hnancml Instltutlons, Aol (BOFIA) Finally, that
ploﬁtabﬂlty should be the gmdmg force f01 any stlVltleS of a. bank. ‘Nigerian deposit money
banks, commonly rc,ferred to as commcrual banks are gencraIly set up for proﬁt making, hence
when Lhey gwe out loan fac111t1es they cxpect )roﬂt in 1eturn v
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btmteglcs of Credlt Rlsk Mdnagement -

- Credit risk management snate&ies are the methods used by banks to ehmlnate or Leducc the
- adverse: effect of risk. A sound credit risk manaeement structurc’ is essential. for banks s0 as to
~ enhance proﬁtablhty wh1ch in turn guarantecs survwal Kolapo, Ayem and Okc (2012) noted the

~‘main; punc1p]es n’ credn rlsk management process as establ;c;hment of a clear ﬁamework'

-_delegdtion of responsmlltty, prlorltlzfitlon of pmcesscs while. responmbllmes must be clearly

- comnlumcalcd and accountablhty as:.lgned F he stmlemes for hedyng credxt risk include:

) Credlt derwatwes whlch provxdc banks W1th the methods that do not require them to
alter their loan portioho Cred1t dcrlvatlves enable banks wnh a different means of fee income
“and give banks the privil ege of reducmg their rcguldiory capltal (bhqo & Yeager, 2007). The
- most common form of cre;:ht dcrwatwe 1s credlt def’\uh swap thereby a sell er agrees. to tr ansfer
| the credlt risk of a lom 10 the protectlon bl.]VCl Cled1t denvatweb assist banks to offer more
loans o nskler bonowcrs than they would,” and at lowcr ratcs Recent innovations in c1cdn.'
* derivatives mfirkets hdve cnhanced }enderb &bllltl(,b to- sh1ft credit risk to other financial.

. 'mstltut!ons, Whllc retalnmg thelr relatlonsmp Wlth borrowers (Marsh 2008) and

_ R Credit secuunmtlon enables the transfcr of credlt mk to -a factor or insurance firm.
-This rchevcs the bank from supcrvwmg the borrower and the fear 01‘ lnmrdous cffect of
c]asmﬁed assets “This rnethod 1nbures the lend;ng actmiy of bdn_kb The 0{0W1ng usage of credit -

- risk SGCLII‘[UY&UOH 1s because banks employ thc mstrument “of secunilzatlon to spread the

‘ concentmted usk exposures and tc employ an altel natwe source of funding by realizing
'ieoulatory drbnrage and: nnprovement in ‘the 1qu1d1ty posmon when selling securitization
transactions (Mlchalak &: Uhde 2009)- The cash collateralized loan Obll&dUOn is also a form of
.securltlzatlon whereby assets (1 e bank 10dns) may bc removed from the statement of financial

' posmon of a bank and then packaged asa mmkemble secunnes wh1ch coulcl be sold to investors
through a spccml purpose vehlcle (SPN) (Marsh 2008) '

' The Basel accord is.an 1nte1nauonal punc[plcs and regulatlons gwdmg the activities of :
banks to ensure bdnkmo soundnes&. and stabllity The Basel accord was. 1nt10duccd in 1988 mn

5 SWLtzeriand Comphance with the accord enables bﬂnl{s to be able to 1dcnt1iv Eencrate track and

1ep01“{ risk-related data in an’ integrated. manner, with ‘rull audlhbﬂlty. and transparency which
' crcates the avenue tha,t enhances the risk management proceqses ot banking institutions. The new
- Basel capntal accord emphamzes ‘the need for banks to employ sound mternal credit risk

- management practlces to evaludte thelr capltal ddequctcy requlrements (Chcn & Pan, 2012).

Adhererice to the . sound* Lnternal Icndm pohcv is. the che'\pest and easiest, ‘method of banks’
 credit risk management Lcndlng policy must be in tune thh the overall bank strategy, while the
iactors to be COI’lbldBIed in designing a lcnchno pohcy mclude the ex:btlnu ucdlt policy, industry -
norms, gcneldl cconomlc condltlons cf lhc counuy dﬂd thc prelehng, economic chmate
 (Kithinjt, 2010). - g : Ay - '
T - hnally, adoptmg a credlt bureau en'\blcs Lhc complldtmn of mfonndtlon and selling the -
i 1nf0rmat10n to banks W1th reg‘xrd to the iendmg prohle of a borrower The bureau awards a credlt
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score called stamsticdl odd to the bon‘ox\ er ‘Llnl nldktb it easy for banks to- make an instant
lending decision. anmple of a credit burcau is: the ClCdkt Risk \/[dnacement by%tem (CRMS) of
the Central Bank olegel la (CBN) g '

Co:1eept of Non- performmg loans

NPLs can be defined : as default loans, W hmh bdnks are unable to proft ﬁom Non-performing
loans are loans that have not: expxred but it'is uneeudm whether the borro\\ ers would be able to
depay their debts. Customers of bfinl\s n Nlcrena eonalst of busmess pLople civil servants,
contractors, petty: traders gmernmem at laree Each in one way or another contributes to the
__poor. performance- ‘of loans in the banking wstem Goldstein and Turner (1996) stated that the
“accumulation of NPLs is Uenerally attrlbutablc to a number of factors, including economic
downturn, mauoeeonomm \olaulm hlgh interest ld'[t_ excessive reliance ot o\ erly high-priced
- inter-bank bonowmﬂs. mbldcr ‘oonowmw and moral hazard. Civil servants who borrow ed
facilities from bdnks whcn thelr saldries are delayed or denied for a ‘?.prlﬁL period, their loans
will stop peliormmo and the conbequeqee is risihg non- pe1formmo loans. According to Kanu and
Hamilton (L014-) the issue .of periodic strike actions in Nigeria undertql\en by the Academic
..Stdff Union of Umversmes (ASLU) and no: payment of staft salaries re%ultmg from there has
tended to add to the volume of emstmg non- performmg, loans. Most of the retirces have
borrowed trom banka when thev were in aeme service and hoping to complete the payment of
the loan from their gratuities. ‘ot monthly penmons The non- payment of’ sueh gratum and due
pen51on< has frequently resulted in bad debts ‘and non- performing loans.
' Many contraetors bOI‘IO\\de from the-banks to execute their projects, some of these
projects are often’ abandoned due to none “or poor . IﬂOblll?‘lUOﬂS from .the government or
“individual who ‘own’ the plO_]BC'{::, the loans b01rowed have also been classified as non-
performing loans addmg to the’ existing bad loans, Governmem who also borrowed from banks
- for some projects. but due to the poor pr;orliy of* prOJects, most of these projects are often
abandoned and repdyment of sueh bOI‘lOWLd arhount often became difficult. NPL of both public
and private sectors arises from the div emon of Iunds away from the orlgm.ll purpose for which
. _.thev were granted, as well as the mlmppxopnanon of funds by borrowers: According to Kanu
and Hamilton (2014), Non—pertmmmg loans can dlSO be caused by the harshness of the economy
of the nation. In some banks, governments have larﬂe amounts of non- performmo loans and
some Commercial banks tend to finance governmcnt m.cql deficits and sustain some unprofitable
government ventures wnh 1arge borrowm gs: trom banks T heSe actlons increase the prospects of
gencrating NPLs. : ' '

In Nigeria ban}\mcr svstcm the ‘issue. of computerlzatmn has 1‘[s effeet peop}e rely much
on the information generated by the computer without considering the capacity and ¢ carefulness
of the petson&, Whose resp01151b111ty it is to-:feed” the computer mlh m{ormanon Poor
doeumentaﬁon and oarelessness have: oiten 1mpacted much on the \ahdlty of information in the
system. Banks may not hdve the full names, addlesaes occupations of then customers or even
the amount borrowed How can such bdﬂk& 1eeover the loan borrowed ‘by these types of
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' customers? Lor;ect mfmmdt:on 13 theretoxu a “sine qua non” for reducmg the incidence of NPEs.
A decline: of the net worth; wiuoh isa Hldﬂa“(.liclx bu[[ar for banixs ‘reduces banks’ ability to take
_rlsl{s such as aoqumng3 now custoners and anusungj in gmwth flbldb Non—pol forming loans
nndc:ls banks" 1ntc,rm<,d1ary funotlon thcreby aﬁootm‘g produotmty and. )orfmmanoo of the
economy 1navery negative way. Py & oy G —
_ ,. Mohd Sok Gee:. and Sallahudm (2010) ma.mtamod that the mdnagemont of non»_
portormmU loans are otton asqomatcd with hi igh opcmtlonai oostq leadmg, to dwindling capital
growths’in the affected bmks Non- Pf-,rformmg Loans, (NPI S): reduoes me hquld1tv of banks,
distorts orod1t cxpanmon and’ blOWb down the growth of the real sector with duoct consequences
for the periormanco of banks Somoyo (7010) opmcd that NPI s also bnng down investors’
5 conﬂdenoe in the bankl ng’ sybtem thf‘mby dlscou:agmg ‘them from making reasonable -
mvostmcnts As tar as the N1gu1a bankmé, qoctor is concern, somothmg has to be done smously
i and urgently to brm‘T back the oonﬁdence ot bank customeis in tho sector Confidence is one of
the. thlngs bdnks ‘must offcr in ordor to go‘c lhe p‘monagc of Customcrs (Kanu and Hamilton,
'2014) : . ol

: Theoretlcal Fram{,WUrk Sk PEF - IS : ;
This. study is hmgod on advorso bolootion theo1y [ho thoor} was. dovclopod by Akorlof in 1970.

The theory is of tho view that in thc, ma1 ket, Lho party-with more information on an item to be

transacted (1 ¢. the bon ower) is boite1 piaced to neuotlato opumal tcrms ioi the tranqaotlon than
the seoond party (1. e the. lendor) (Auronen 2003 utcd in Rlbh’nd 201-1): The party with lesser -

: _mfmmanon on the: prLlflC item to be tI'dllelCt(.d is m a posmon of makmgj ¢ither right or wrong
decision oonoornmg the tlansaonon The theory rests on' two main’ assumptions: that lenders
- cannot disting guish the deg,rce of nsk.s botwun bowowors and that loan contracts are limited

3 (degm Bosire and Gathogo 2012) ' e '

Mwongel (20]3) assertod thdt mjormatlon shalmg roducos ad\,ema selection thereby
enhanung bdnks mfolmatlon on oredzt dpphcams Howovol g re%tuotod to involuntary
' dofdult tha.t is, a borrowcrs repa.y lOd]’}b when thcy are capab!o to do so. Tia world with simple
'dobt oontaots between usk—noutral bOI‘lO\VLFb and ]md&_rs the lumt{,d mblhty of borrowers
1mpact a ptel‘orence for r1sk among bono“m and a COlI‘prOﬂding aversion to risk among
lenders. This is because llml[Ld ]iablhty of borrowers Lnablcs a lender to bear all the downside
' r1sk While all returns on tho loan repaymont obllgauon acorue to bDI’!‘OWBI‘b (Wangal Bosire and

& Gdthogo 2012) It is 1mportant for m‘magemcnt of b’mks to piit up a sound credit management

tools so as 1o g,drner more mformatlon about borrowers which will in-turn rto!uoo the menace of -
.~ non- periormmg 1oans Thcreforc in hm wtth this" theory, _ Lornmeroml banks may find
themselves in dilemma; \Rhother to incredse mtuebt rates and [owor the number of applicants, or
1educ,e the rates and have mdny apphoants some of which may default in suwung their loans. It
is alguod lhdt in llno V\ith stlpulatloﬂ% of the. ddvolso selection thooay, information sharing is said

to reduce adverse selection’ by onhancmg banks in formatlon on credit applxcants whnch will in-
turn roduce the, level o non-por‘rormmo Ioans in T\Imemm bank1r10 system
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-Emplrlul Revu,w it o < : -
- Rajiv & Sarat (’)003) exammed nen- peifornnng loans Lmd tenm of u‘edtt of pubhe sector banks '
in India. Tt was FCVEdILd i the study that. banks depom ratio and gross domestic pmduet have

_ negative mﬂuence on non- performmg: 10fms l[u Li anid Chu (2004) carried out their own study

_'_on the 1mpaet 01‘ ownesshlp stlueture on. nen—perl’“cnmmg3 loans. Their, fmdm(rs reveal ed that

increase in the Govemments Sh'll’eh()ld}.né induces pehtled,l lohbymg ‘On the other hand private
sharehoidmg f’lCllltdte more non- pelfmmmw 1oanx (N PLa) 10 be. mampulated by eon'upt private
owners. The tmdm% of the study revealed: thal NPLs decreased’ as. the ratio of g government
5hareholdmg in- a bank I‘Ub(. (up to 63. 51“(.) while the rate thereafter increased. Bank size is
negatwely related to the rate of NPLS which suppmh the argument that bWUCI banks have more
resources for determmmg the quahty ofloans. = ".-.. ke B ) :
Al (2013) anmmed the 1mpaet of maero economic vauables on the non—peuolmmg loans in the

'Albaman bankmg mdu&.tly The f’mdmcs of the study Levealed that, gross domestic product,
f01e1gn interest rate have posmve reldtlom}up on . non- pe;immmg leans while inflation has
negatwe refationship on. non-perimmmg loans. _ :

Ahlem & F’ltu (’?013) investi gaied tlie eﬁeet of micto and maero econemxc varmble% on

E: _non—performmg Ioanb ‘The: ﬁndmgs of tho study 1eved1ed that grose domesm product, return on
asset have. netratwe relatlonshlp w1th non perfounmg loans whlle unemployment mterest rate
'md 10'111 losses reserve have pos;twe relat10nsh1p w1th non perfonnmg loans ' '

' Research de and Cuntrlbutwn to the bnds oi l\nowlcdge

Methodologbles used by vanom studies, focused on impact of. nonwperformmg loans on economy
' (Irum, Rehana and Muhammdd 2012 ; Inekwe, 2013 lewo and Abayorm 2013; Agu and Basil,
2013 Some of the varmb[es used n “other Studlf,‘} ale mterest rate; mﬂat:on gross domestic
product, loan loss provmons and loans and advaneea Ttis unportant to state here that there still
~exists some gaps to be hlled when mveetlgatmo éredit management dnd non pettmmmg loans of
. commereial banks in Nigeria: There is a need to- ‘examine the 1mpdet of bank speelﬁc control

. measures on non- pe;formmg Imns in eommmeml banks in ngma This gap was addressed in

this siudy Pri evious studies. employed seconddry data wh1le this siudy umquely obtained both
seeondary ‘and’ pumaty data Furthermme this’ study umquely empleyed 01dered probit
'regrebsmn as the statistical tool in achle\rmg the objeetwes of the study In this Vlew this study -
ot contrlbutes to the ex1stm(T knowledge by exammmg the 1mpdct of bank qpeuﬁe varmbles on non-
perf(nrmrwr 103118 1n commerelal banks ' '

_ RESEARCH ME THODOLOGY o

: Thls study exammed eledlt mfmauemcm and’ non- perfoumng loans of commercial bdﬂkS in
ngerla Both prlmary and seeondary data were - employed The pnmaly data were obtained
through copies. of quesuonndzre admm;etered on eommercml banks officials in Lagos State.
Lagos State was chosen because it is. the biggest eummerelal center in Nigeria and also has the
hrgnhest number Ofbank% brdnehes in the country One hundred and f'fty coples of questionnaire
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- were ddmlmstered "md one hundred wcre mlly hlled dﬂd retumc,d The, sc,condzuy data were
how ever obtamcd trom (,entral Bank of N1m,nan qm{ibtl(,al Bulletm from | 98) to 2014.
Oldered pr0b1t regresmon techmque Vvas used to examme the- m}pau of bank bp@uhc
MEasures o, non-pei forming ! loans in NWerm Thc method used in thlb study was unique because
the dependent Varmble had more. 1han two. 1c>p0mu mtcgones and the responses are ordered. The
hypothe&,es tested in this study werc genezated from the reseqrch queshons and also derived from |

.._htemture is stated nulI torm .as. (1) bank spcuhc control:- meawres (1c chent appramal .

 NPL=f(GDP, EXCR; INTR, INFL) ..

' momtormg, spemal 1ewvery umt 1epaymc,nt pmod dﬂd loan ru,ovury pohq,) do not impact
sxémﬁcantiy On" non—performmg, loans: in ngcrmn Commercml banks (ii)’ macro-economic
variables (i.e. GDP interest rate, mﬂahon rate and axchange rdtc) do not impact s1gmhcan‘[ly on
: mn-pf,rformm<T loans in ngermn commeludE bfml\x _ : -

"The model used c.stabhbhod a Ielathﬂblilp be twecn non- perfmmmg iodns- and some
matroeconomlc variables. Thua. our model is pres:ntud as follows ; 7

o When 1ransf0rmed mto a linear xcgresmon equatmn it bewmes - o .
" NPL = aor a;GDPn 4 azEXCth - ¢13TNTR1t & aﬂNFth Fut. i B o e (2)
VVhCI’G i _ : '
'ZNPLt Non performmg me, (Depcndem V mmble)
- GDPt= Gross Domestic Produut . :
EXCRt= Exchcmge mte '
INTRt = Interest rate
- 'H\I*Rt—‘ Inﬂatlon tate - o _
We go ahead: to. analyze the: effects of bankmg speuﬁc control measures on non-per{ormmﬁ |
loans of commuual banks lhus usmg non pel 101‘11‘..1I1§: loans (NPL) as (hL dcpendpnt variable,
We wntc the NPL ds bcmg determmed _ g S ol e
NPLEABSCMY o i el ...... IR )

 BSCM=/f{MTR, SRU, RYP, CLA; LRP) ......... L&
: Subs‘ututmU e,quatmn (4) mto equdtlon (_a) the equatlon thus gjwes a multhnate I'eldtl()["lbh!p
| _NPL—'}‘(MTR SRU RYP, CLA TRP)...... i (8)
. _Economemcally, it w1ll be wrltten thus A s, e
NPL* 6o +a1MTR JrchSRU +a3RYP +a4C] Altt USLRP +u ...... it e6)

- Where
' _ ’\IPL Non—performmg, Loans (Dependcnt Varlable)
o : BSCM— Bank Specific Control Measurcs . ¢
v MTRE ‘Monitoring and: Rev1ew A o
i _SRU Specml Regovely Umt |
_ RYP= RepaymentP{,nod
; '(JLA— Lhent Apprd;sal |
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LRP Loan Recovery Pohcxe
T Errortcrm LR e . PRt _ o :
Where ao is the conbtant and ar.. ) d5 dre the p&rdme{ers of the le‘ldbleb to be estlmated and u.
g ! thc error term thdt is nermally dlstnbuted w1th a mLan of zero and a constant varlance
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DA’IA PRILS“E\I'] A HOV A\TD ANALY"SIS

1ABLF 1 e
- - _ Rehablhty Statistics _ e
% Cronbdchs Alpha g I\umber ofltems L Aw_l

:Somw Auﬂwr (2018)

' '-"Ta.ble 1 show‘; thdt therc ES mtemal conmsten{:y dmono edch of the quesuons expldmmg the
-~ variables used in the study ‘The cloqer to: I, the more: LOﬂSiSteﬂt and rellab]e the variables are.

The Cronbach s Alpha gweb a mhabﬂl‘ty meihuem of 0. 704006 This thueﬁ)re implies that all
: the varmb!cs used in the study ale rehable and Lomlstenl : :

. lABl L 9 0
Result Of Ordered Problt Regi essu)n Bt

Ordered pr*ob1t regressmn ; 5 'f- i Number of obs i ‘.'10.0
; _ S S i ! “LR.'chi2(5) = G5l
e iy - e e L Prob > chi2 N 0,0000

3 Log 11ke}1hood,= 799%410303y‘.-; e peelid R, S 0.2469
‘npl o ";Coé_'f‘. Cstd. AR P}IIZ'I‘- | X _""[95% conf. Intervall
Cmtro | -:1616823 gogsaooz’ TL1.69 - 0.091 134944720 . .0260827 -

CsruL -.0027261: - .. 1177452 . ¢ -0.02 - 0.982 . -.2335025 -, 2280504
ryp | -.3608335 11197916 =301 0.003 . %..5956208 -,1260463

 cla | -.1041049 7. c147349. - =0.71 0,480 ~-.3929036 - .1846939

_1 r‘p —'.6359_9__7- _.1'3‘_5.6345. ) .—4,-69' " 0,000 ° l—__.9017457‘ -.3700683

/cutl B 572696 028573 i Lyl R 8390666, 44, 752726

Jcut2 | -6.052859 . 91894 .l -7.853048  -4.25177

Sfeut3i =4 737503 - .89118%6" - . y S =6.484202 -2.990803

S /cutd| -4.424793 . L8T218 . S i e—6134235 0 -2:715352
Somce Authur(ZOIS) 5 S N '

- The ordered problt model was employed to- 1m Satlgdfe the- unpact of bank specific control
. measures (1 € c,hent apprmsal momtormb and review, specml recovery unit, rcpayment period
and loan recovery pohcy) on non pmformmg: Toans in I\l%rl.:lh commercm} banks The result of
each of the controi measures Weic obtained ’nom the dverage of Iesponbe:, foz series of questions
asked under the each measure in the questlunnauc The rcaponse categorics are coded 1 to 5 for

responses (Strongly dl%agrecd to, btronoly Agm,d) rcspectwcly The use of this model was

: informed - by the ﬂdturdl ordermg of the I'(,bDUIlSL c,ategoues (Str0n01y ag,;eed Agrced
'Indltfcrent Dlsag1 ce and stronvly dlsagleed) o ' :
_ ,' The result of the model is- presentcd in Tdbh, 7 whlch d1splays the modc, as '1 good ht of -
~ the true relat10nsh1p betwcen the d\,pcndcnt and mdcpendcnt varlables This. 18 ‘indicated by the -
values of the log ratio Chi= statistlos 64 67 whose plobablhty value is 0:0000. This result
. -_'Lllustrates on one hand that mumtormgj ‘and 1ev1uw (MT R) repavment ‘period (RYP) and loan
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' recovery pohcres (LRP) are, Ssgmhcant detumlmnts of non periormmg loaus oi the commcrcml L
f-'_banks 1n ngcrla On the othcr lmnd ghurt appr'u:,d (CLA) 'md specral recovery .unit (SRU) do
not swmﬁcantly aifn.ct the non-perforrmrwr loans of commercral banks. All the mdc:pendent-

~ variables are- negatlveiy rélated o the: dependent - varlable This. nnpllc% that the stricter the i
'monrtormg, 1oan recovery pohcy and repdyment peu@d the fess. is the probabrhty of non-
- pcrformmg loans bemgp Strongly Dlsdoreed to be 'rﬁ'ccled by these: Varlabieb That is, the firmer
- these: pohucs the less: the probabmty that the banks. wrll have more ‘of non- pcrformmg loans.

‘Therefore, specnﬁc control measures n%dmely 1mpautcd on. non~perf0rm11w loans by reducing
' the probabrhty of havmo non—periormmg loan m ilrt, banks '

' : : _ | ABLE 3.
Margmal Effect after Ordered Probrt chressmn

g Maréinaﬁ effects after oprobit =" *
. y.o= Pr(n;ﬂ 5) (pred1ct pr outcome - ( 5))

_ = 45398948 - g g _ : :
. varfable | dy/dx. Tstd. err. z 'p>-_|.z_|: BN T T e X
e e s 0640724 - 03808 <1;68.° 0,093 - ~.13872L 010576 - ~3.36
aesruh - 00108Q3: 5 .04‘6_6,6-_ =002 -0.982° - 092537 090377 .- 3.67
Cryp | 501429933 - 0047610 -3.00°:.50.003° --.236307 '-.04968 . .. 3.22
S eTas e, 0412583 B U05851 - [R0 7101 0,481 (41155924 073413 | 4,11
CTrp | -02520011 (% .05452 -4.62° -0.000 -.358864°-:145138 . 3.77

" Nonethele%s the mterpretatlon of the maomtudc of the LOCfﬁClBHtS of ordued probrt model can
only be: achlwed by computlng the margml effect of the probit model. This is presented in
Tdble 3. to dlscern how much 1mpact eaeh of the variables (chent appmmal monitoring and
review, specral recovery anit; repayment perlod and specra.l recovery po ;cy) has on non-
'performmg loans of commercral banks m ngerla It is demonstrated that the probability of*
str ongly agreemg that non-pertormmg loan will be hmh r(,duces by 0.06 4 0. 142 and 0.252 with
fstrlcter control medbutes o momtormg, repa;mcnt pmod ‘and - loan . recovery policies
: rcbpcctwely Therefore each of the Speuirc contrul measures reduceb the probability of banks
' ‘having nlore non- pelformmg 10dns by the rebpeuwe valuc of the mdrg,mal effect. In short, the
spcuﬁc (,ontrol measures - that 31gn1ﬁ0dn 1y ‘affect non- performm;: loans are monitoring,
'repayment perlod “and loctn rccovery pohcv edth ot Wthh ‘has nc,ggair\m 1mpact w:th non- .
performmg loans or commercml banks ' i
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. TABLE4.

e e TS o Unit Re'gf Test : . :
| Variables ¢ "Ifes.t'Statisti_cs' : [ 5% - _-Critica}_- Order of L 5ta110:.3ry ]
LR e s Al e Hntegration ) St
logNPL LB A60: e T -3.00000 i LY }Fuszjyfggenang |
| logINF E3:0990 0 . 1=3/0000 e I | First Diftferencing %t |
[TogGDP ™ - 7 | 3568, " . 1-3.0000~ - [(1) | First Differencing f
logINTR 7. =3.440 = 23,0000 ... - JI(1) - ¢ | First Differencing i N

logEXTR .+ n#- -3.832 L -3.0000 ¢ I First Differencing
Source: Author (2018) . ' S T O e ny

Augment- Dxckey Pullcr tﬁ‘bt was used o test the qtaﬂonamty of variables used in 1he study. Thus,
table 4 shows that all the \»arlables such as NPL INF, GDP INTR and EXTR test statistics were
~ greater than CI'IULEII value at.5% lev el of swmhcame This 1mphes that all the variables used
were stationary at hrbt dm‘erenung This also, 1mphcb that all the variables were integrated in the
same ozdcﬂ I(I) ' '

- ] ABLL "-1

Co-lntegratmﬂ Rank of a VECM on Von-Periormmg Loans
Maxi’mum Rank_ -|'Eigen value _-' Trace ‘%‘n&sﬂcs ey | 5% Crmc.al Value ﬁl
0 et et SRR e IS4 eS|
1 09689 T767299 721 |
2 e 082235 L e P3RS | 2968
S T e RO L O [15AT = e
4 T 04960 1. o AZA34 T BT o |
5 QT B

- Source: Aufhor (201 8)

Table 5 re\calcd that the trace statistlc in Lach of the rank is mcater than critical value at 5%
level of swmhcauce Thiss llurciore implies that there is no Jong-run I'C[dthTlShlp among the
variables used i m thm study That 18 the varnbles are not co- integrated. Based on this scenario, the
study adopted wector autoregressne model smbe thc vauables are not co- mteg1 ated.
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L I TABLLG g .

: VeLtor Autorcgrcsswc Model (V%R) on Non—PLrlormmU l 0ans
'_'Vamablﬁ,s Coefﬁumt P \ aluu : Remarks . '—,T
ColLag oo 02590 '_0.0.68- Signi_ﬁca-nt 10%
R T R R LA R Siérhiﬁcamkil%f _
S Cartapal W EUSD T e 0L Sigmﬂbdllt | %,
[ Tagd o0 o] 02515 000k -‘.Slgmfcm 1%_
- .Lag_',? - 202004 70005 v -’Sigmhcanf 1%
Lilag s 10.0061 - 10930 "] Not Significant
o R e e O S e
s Tag L Tk h 2312 T 0000, Significant 1% :
A Tag 2 007539 0279 T T [ Not Signiticant
TLag3= 0462100 - - [0,0077, ~ T Significant 1%
fTagl .~ [13083 . .. |0.000 " . |Significant 1%
Lag2 . -[-12273 - - [0.000 - - . | Significant 1%
[Lag3 " 12460. . ]0000 - - - |Significant 1%
i BXTR _']=_ﬁnﬁ '”_:H’f7 T']1~'”jj'_ "T ;
N Lagi. s oo [OTA 0335 . | NotSignificant
[ Lag2 e _'(_);:54-6'0_"_ S OO0 T o S;ighiﬁc:aﬁt 1%
; Lag3 . |-00860 _ |0294  |NotSignificant |
-Source Autiwr (2018) Y P i i o

The tab]e 6 that NPL lagj i ldgz, 2 and 1a5 3 Wuc staust;caliy mg,mﬁcant in influencing the
changes in the depcndmt ‘variable’ NPL 1t was. al&.o d!bCOVQI‘Ld that mﬂatmn is statistically
s 1ﬁmﬁcam at 1% in lag 1 and lag- % to mﬂuunce the variation’ m ‘NPL, GDP is statistically
' blEﬂ[ﬁCdﬂ‘L at 1% in lag | and lag 3 in mﬂucnunﬂ the changes in NPI INTR is statistically
slomtu,ant at' 1% in lag 1, iae_ D dnd lag 3in mﬂucnung the uhanocs in NPL. EXTR is
o slatlstlualiy mgmﬁ{,ant at- I% in lag 2 in mﬂumuug the- changes in NPL. This therefore implies
~ that thcre 18 short run relatlonahlp betwuen mdepwdmt varm’blee (INF, (JUP IN TR and EXTR)
"_and dependLnt \fanable (NPL) ' = ‘ : : '
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' I‘ABI £7 |
) o Grangel Causaht\ "lest on “\Un—Pt,rtormmg Luam
Equation . .-_--'_,"Euluded b Pr0b>Ch12
ogPL: +* o fe o [ogINE. - oy iy L0001
logNPL. . . <- i v s LoD L i i, T 10.000
logNPL " [ LogINTR - . .+ . [0.000 o
logNPL s \LuoEMR e 0,001
| logNPL - iy s e _:‘ALL et s 8 0000 05

S(mrce Authar (2018)

The table 7 explam&, the s‘nort run Ldusallty among. ‘fhu variables. It was dmw\ ered that all the
lagged INFL, GDP, INTR, and EXTR were smnsmalh significant at 1%. This therefore implies
that there is a short run ‘relationship bet\wen INFL, GDP, INTR, EXTR and NPL. Thn.
:1mp11cat10n 18 that all the warnblcs mﬂumced the Lhanocs m the depcndent \cllldb (NPL)int

short run. -
TABLE §
: _ Jarque Bu‘a 1 est on l\un Periormmﬂ Loans -
- | Equation gl © . | Prob> chi2 - 2 : | Distributions
logNPL PRV 093660 T : ‘Normally d;smb'u_ted
logINF ) S0.9573. o .| Normally distri%)utcd
logGDP - Joe920 - [Normallydistributed )
logINTR e & o 10034 o 3 5 ' Not Normally distributed
logE'XTR o Joses - ~ Normally distributed
) | ALL: e 1 0.6248. 8 gt el | Normally dlstrlbu_ted

" Source: Authm (2018)

Table 8 rev ealcd that resldudls in all the models C\upt logINTR are n‘onhally distributed at 5%.

In addition, it st also revealed that all the variables such as | ‘\‘PL INF, GDP, INTR and EXTR
are normall) distr ibuted at 3% giving a probwblhw value of 0.6248. This. 1mphes that the model
1S desndblc dnd stdustu,all\ ht -

Dlscussmn of Fmdmgs : : ;
The ordered problt model was employed 10 ln\\.\tl‘zdt\, the unpﬁcl of bd}“l\ specific controls

measures (i.e. client apprmsal ‘monitoring, bpﬁ_Cidl recovery unit, repayment period and special
recovery policy) on non- performmc loans in Nigerian commcrmal banks. The results of the
study revealed that banks specitic control measures such as monitoring, prC)ﬁl recovery unit
“and loan 1cc0\cry pohcy have significant 1mpact on the level of non-pcltormmo loans in

- commercial banl{s, while,. chmt ’1ppra15al iLCilmq\.l:b and. special 16{,0\\,13/ unit do not

significantly afféct: the level of non- periomnnu Joans in Nigerian commercial banks which is
~ consistent with adve_nse selection theory that states 1hat it may be dlfhcuit to distinguish good
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borrowers from bad borroweis whlch may resuit mto adverse &,electlon dlld moral hazards
'problems o £ g ;

: Thrs study 'albo dmeovered that maero eeonormc varmbles have sagmhednt impact on
_ .non-performmg locme that; “thh is. conerstent wnh the siudy of" (Al: 2()13, Muhammad and
Abrar, 20]2) Thrs study is eonc;lstent wrth ‘thea- puou (,XpE:CTElthH and dlSO consistent with the
study of Kdnu and Hamil ton, 2014 Luwo and’ Abdvorm 2013 Ali; 2013; Trum, Rehana and
: Muhammad 2012 Muhammdd dnd Abrar (2012 Khemra} and Pasha 2009 and Fofack 2005,
-However the 1nconsrstency of. thrs study mih orher siudreq m ngerra maybe as a result of -
it sampled size and samp ed years ' o da T

: _ CONCLUSION AND RLCOMMENDATIO\TS - et
The mdered probrt model was employed to mthrgate the: 1mpact of bank specific controls

) measureb (. c. ehent apprdrsal ‘monitoring and- re»re\\ special recovery unit, repayment period

'and speelal rceovery pohcy) on non-pertormmb loans 111 ngerlan eommerudi banks, The results
“of the study : revealed that bmks Specme eontrol measures: such as monitonnU and review and
lodn recovery. pohey have s1gm[’ icant rmpdc,t on the level of non—pertormmg: loans in commercial
banks while client apprdlsa} techmques and- speeml recoy ery unit.do not srémheamly affect the

'_ level of non- performmg loans - in. ngeman eommereml banks Wthh 15 consistent with adverse

'beleenon theory Wthh postuldtes that it may be difficult to- drstmgursh good borrowers from the

~bad oneb which’ may- mvarrdbl result . 1mo ddverbe selection and mordl hazards problemb

Findings from the study revealed that macro- -economic variables such.as gross domestic product, -

'_mterest rate, 1nﬂdtlon and exchanoe rate hwe swmﬁcant unpact on non-petformrncr loans. This

result s consistent with the study of Ali (2013) The b’mk&, __spe_elﬁe control measures d_o hav.e
'driterent unpacts on non- pertormmg lo’ms i e | '

A study conoluded that momtormg dﬂd review of facrhtles repayment period and loan
recovery pohcres are Srgnmeam detelmmants of “non- perfOrmmo loans in the ngerlan
commercial bdnkmg sector. On the other hand, client dppralsal {CLA) and special recovery unit
(SRU) do not srg,mf“canﬂy dffeet the non-performmg loan of the eounrry s-commercial banks.

Finally, macro-economic: varmbles (gross domestre xarmbles mterest rate, inflation and

: exchanﬂe rale) arc crcdlt management tools. b : .

The study theretore recommend‘s that momtormg of borrowers should be, mtensmed bv

the bdnk “There is also the need for bank m'mdgement to ensure that credit oiheers perform

perlodre follow—ups on: borrowers to ensure that loans are used for the mtended purpose with the -
regular review of all classes of- fauhtles Mandoement of commcrcrdl banks should ensure

reasonable loan repayment perlods are grven to euswmers on loans and adv: anecs Finally, bank
: should put in place proper loan 1ecovery pohey mcludmg eouft actlon as the hst resort
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