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ABSTRACT

Lending activity is possible through banks mobilization of funds

depend on depositor's money as a source of funds and this means that there is a relationshi

between the ability of the banks to mobilize deposits and the amount of credit granted to the
customers. This study therefore examined the effect of macroeconomic variables on banks'
lending behaviour in Nigeria. A time series data were collected from Central Bank of Nigeria
(CBN) 2012 Financial Statistical Bulletin that covered the period 1990 {o 2012. The study adopted
a simplified Ordinary Least Squared (OLS) lechnique and also conducted the unit root and co-
integration tests. The findings of the Study revealed that, Gross Domestic Product (GDP), Inflation
(INF), Money Supply (M2), Lending Rate (LR), were found to be statistically significant in
determining lending portfolio behaviour of deposit money banks in Nigeria. However, the study
discovered that foreign exchange rale (N/$) has no significant relationship with banks lending

behaviour in Nigeria. The implication of this finding is that macroeconomic variables have a
significant influence on the lending behaviour of banks in the Nigerian economy. The study
recommends that all macroeconomic policies of the government through its monetary and fiscal
nolicies should be co-ordinated to complement each other in order to attain the goals of price
slability, sustainable growth, conducive and business friendly environment so as to encourage
fighlevel of credit demand and absorption in the Nigerian economy,

Agricultural D
Agricultural m

from their customers. Banks

Keywords: Lending Portfolio, Bank Behaviour, Macroeconomic

Determinants, Deposit Money
~ Banks.

INTRODUCTION
1.1 Background of the Study

Lending practices in the world could be traced to the period of industrial revolution which
increased the pace of commercial and production achwtle‘s. Mgny cap‘lams of industry at the
period were unable to meet up with the sudden upturnin the financial reqtnrgments anq ther_e_fore.
urn o banks for assistance (Adah, 2012). Banks, thg worid‘ over, thrive on t'helr abllle r:o
- 9enerate income through their lending activities. The Iendmg.acnwty Is made possible only !fl e
banks can mobilize enough funds from their customers. Since bans depend on diPOS|}0fr15
Money as a source of funds, it means that there are some relationships between the ability of e
banks to mobjilize deposits and the amount of credit granted to the customers. Thus, the main
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function of financial institutions of mobilizing funds from the surplus economic agents to the deficit
economic agents is put to test in order to generate economic grth. In the process gf carrying
out this primary task, banks perform a number of functions which |nclyde: the mobilization of
savings, stimulation of investment and economic growth, assistance in resources allocation,
boosting ofinternational trade and promotion of the payment system (Nwankwo, 1991).

One of the economic parameters for measuring bank performance in the area of economic
growthis the ratio of credit to the private sector to Gross Domestic Product (GDP). The higheritis, -
the higher the contribution to the growth of the economy as credit to the private s§ector'helps to
generate employment, enhances production of goods and services, generation of foreign
exchange earnings as well as promotion of investment to the productive/real sector of the
economy. However, the higher the risk coefficient associated with the macroeconomic variables
such as interest rates, exchange rates, inflation and low capacity utilization of industries, the
lower the banks positive attitude or determination to create risk assets. Risk assets such as loans
and advances are a major source of banks earnings through net interest incomes. Similarly, the
lower the banks positive altitude in generating risk assets, the lower the profitability of banks
hence there could be a relationship nat only between total risk assets generated and

. macroeconomic variables, but as well as between total risk assets generation, profitability and
returns to shareholders wealth as well as to economic growth (Awojori and Amel, 2011 cited in
Asekome and Agbonkhese, 2014).

The 2009 banking crisis was triggered by exogenous shock from the global economic and
financial crisis of 2007. The fluctuation in equilibrium price position threatens price stability both
domestically and externally. External and terms of trade shocks tend to have large consequences
on macroeconomic instability in small open economies like Nigeria because they relatively
depend on imported goods (Folawewo and Osinubi, 2006). Virtually all sectors of an economy
are generally influenced by many factors amongst which are statutory regulations and policies,
and macroeconomic indices. The statutory regulatory and policies environment involves
government policies, laws, guidelines and rules issued mostly periodically, e.g. fiscal and
monetary policies. However, economic environment is persuaded by the more exigent financial,

social, industrial, etc vagaries e.g. macroeconomic indices. Macroeconomic indicators suchas .

unemployment rate, exchange rate, inflation rate, Gross domestic product, external debt and
money supply are systematic risk component of the economy (Asaolu and Ogunmakinwa, 2011),
which influence and affect every participant and sector within the economy. Thus, there is an
apparent effect of various macroeconomic indicators on banks' lending behaviour in Nigeria.

This study is presented in five sections: section one deals with the introductory part; section two
reviews various conceptual, theoretical and empirical literatures relating to the macroeconomic
determinants of banks lending portfolio; section three deals with data sampling and methodology
applied in the study; section four provides results of the empirical research and discussion of
results; while section five brings up conclusion and recommendations for the study.

1.2 Statementofthe Research Problem

Banks in Nigeria are characterized by high competition, huge deposits and varied investment
opportunities. As a result of the consolidation of the banking system completed in 2005, Nigeria
witnessed increased growth in the banking sector. Banks expanded very rapidly, raising large
amounts of new capital and attracting large volumes of new deposits. These were in turn
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deployed t0 fund enormous growth in the banks loan portfolio (
fiective |ending po.nfolyo Is one of the most complex proble
financial institutions in ng?rla has lq tackle on a continual b
majorcomponents of bank’s assets, i.e. loans and advances,

Isma{'l, 2010). Managing an
ems wr_nch the management of
asis. Lending constitutes one of the

Credit growth is seen by many economists asa pt_Jsitive process, because it indicates a healthy
panking system and a stable fmacroeconomic environment. On the other hand, excessive cred
growth can affect loan portfolio quality. For lhlS' reason it is necessary to reflect ihe performance
oflending in Nigeria, The failure of many bank§ in Nigeriais not their inability to mobilize adequate
deposits from the surplus sector to the deficit sector of the economy, but mainly because their
lending portfolio has been pgorly managed and their inability to predict and understand the
macroeconomic environment in which they operate. The banking reform of 2003 revesled that 8
outof the 24 banks were declared insolvent due to huge non-performing loans, totalling in excess
of N2.2 trillion ($14.67billion) which is equivalent to 5.2% of GDP likewise craahing the stock
market capitalisation by 70% from N10.3 trillion in 2007 to N5.3 triflion in 2002, in the recent
times, studies on the factors causing poor portfolio quality have been attributed to economic
downturn as measured by performance of GDP and interest rate spread (Constant and Augustin,

2012).

Therefore, the aim of this paper is to investigate the effect of macroeconomic factors affecting the
quality of lending in the Nigerian banking industry. Macroeconomic factors to be considered in
this study are GDP growth, interest rates, inflation, exchange rate and money supply to the
economy. This is to understand the macroeconomic determinants of lending portfolio that can
significantly influence lending decisions of deposit money banks in Nigeria and to serve as quide
forregulatory authorities and banks' future lending policies.

1.7 Research Questions
Inti:lightofthe above problems, the following research questions were raised:
' To what extent does Gross Domestic Product (GDP) affect the lending portfolio of
deposit money banks in Nigeria?
To what extent does Inflation (INF) affect the lending portfolio of deposit money banks in
Nigeria?
! To what extent does Money Supply (M2)affect the lending portfolio of deposit money
banks in Nigeria? _
) To what extent does Exchange Rate (FX) affect the lending portfolio of deposit money
banks in Nigeria? .
) To what extent does Lending Rate (LR) affect the lending portfolio of deposit money
banks in Nigeria?

1.4 Objectives of the Study _
he main objective of this study is to investigate the effects of macroeconomic factors on the
lending portfolio ofthe deposit money banks in Nigeria. Specifically, the study intends to: '
i) determine the effects of inflation on the lending portfolio of money deposit banks in
Nigeria, _ —
i) investigate the effects exchange rate on the lending portfolio of money deposit banks in
Nigeria. ' o
i) assess the effects of GDP on the lending portfolio of money deposit banks in Nigeria.
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iv) examine the effects of money supply onthe lending portfolio of money deposit banks in
Nigeria. . .

v) determine the effects of the lending rate on the lending portfolio of money deposit banks

- inNigeria.

1.5 Statementof Hypotheses

Based onthe research questions, the following null hypotheses were formqlated: - :
Ho,: There is no significant relationship between lending portfolio (banks loans an
advances) and Inflation, oy
Ho,: There is no significant relationship between lending portfolio (banks' loans and
advances) and Exchange rate.
Ho,: There is no significant relationship between lending portfolio (banks' loans and
advances) and GDP.
Ho,: There is no significant relationship between lending portfolio (banks' loans and
advances) and Money supply.
Ho, There is no significant relationship between lending portfolio (banks' loans and
advances) and Lending rate.

1.6 Scope of the Study

The scope of the study consists of all the deposit money banks sub-sector of the Nigeria financial
system licensed and operating in Nigerian economy between 1990 to 2012 covering a period of
22 years. The Commercial banks were selected from the banking sector because they have
wider geographical coverage than any other financial institutions in the banking sector. Also,
“Commercial Banks control over 70% of assets and liability of the banking sector of the Nigeria
financial system (Ajayi, 2007).

1.7 Justification forthe Study

Many research works have been conducted on the determinants of lending portfolio in Nigerian
deposit money banks such as Ajayi (2007), Olokoyo (2011) and Olusanya, Oyebo and
Ohadebere (2012). However, within the scope of the study, it was observed that most of the
previous studies focused only on bank specific factors with minimal interest in the
macroeconomic variables responsible for banks lending behaviour. However, this work tries to fill
this gap by investigating mainly the macroeconomic determinants of bank lending portfolio of the
deposit money banks in Nigeria. Specifically, the study investigates the effect of macroeconomic
factors on bank lending behaviour.

The result from this work will be of assistance to managers of commercial banks in Nigeria as it
will enable them to have a better understanding and control of the various macroeconomic
determinants that could significantly influence their lending decisions. Also, knowledge of these
findings would be helpful to other stakeholders such as the Central Bank of Nigeria, bankers
“association; government and other financial authorities in formulating on-going lending policies
for Nigerian banks that could aid banks during recession period and reducing risk-taking during
- boom period. Finally, the study will add to the existing-and growing literatures on the determinants
of lending portfolio in Nigerian deposit money banks which will also serve as reference for future
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archerinterested in the subject matter,
 LITERATURE REVIEW

91 Conceptual Framework

The conceptual framgawork dispusses the concepts of loan portfolio, portfolio management and
some macroeconomic determinants of ler}dnqg portiolio in commercial banks, Lending is the
principal business activity of most credit institutions. The loan portfolio is typically the largest asset
and the predominant source of revenue, As such, it is one of the greatest sources of risk to an
organisation's safety a'nd §oulndness. The lifeblood of each lending institution is its loan portfalio
and the success of the institution, therefore, depends on how well that portfolio is managed. Aloan
portfolio is the cash amount of loans outstanding at any time, that is, money that has been
advanced but not yet repaid. A loan portfolio does not include amounts already paid; loans

approved bul not disbursed; loans being processed: loans written off and loans fully repaid
(Compuscan, 2013).

Furthermore, portfolic management is the idenlification of measured risk exposures that are
controlled in the context of defined risk tolerance. Other acceptable definitions include managing a
portfolio of assets to achieve the best possible mix as distinct from managing individual assets
within the portfolio, and lastly, some other definitions describe portfolio management as a tool for

minimising aggregate risk problems while achieving or exceeding hurdle returns for risks the
lenderis willing to accept (Compuscan, 201 3)

2.1.1Macroeconomic Determinants of Lending Portfolio Behaviourin Banks
Itis imperative to highlight and discuss some of the macroeconomic determinants factors of

lending portfolio behaviourin banks. Munib and Atiya (2013) identified the following as some of the
macroeconomic determinants of bank lending portfolio;

Interest Rate: Interest rate is like 3 service charge paid by the borrower of an asset to its owner
ag=inst the use of assets. It can also be defined as the return paid against the borrowed monegy.

The tisk free rate of return usually remains in excess of monetary regulators to manipulate in
Pt -Uance of monetary objectives.

I tion: This is anincrease in general price level of goods and services in an economy upto a
¢ in extent when a unit of currency buys fewer goods and services. Some economists say
Nt ~ase in the amount of money in circulation is referred to as inflation. Consumer price index can
be sed as the proxy of inflation as a most comprehensive measure of inflation defines as a
Chicnge in the price of consumer goods and services purchased by households. Increase in CP
COmpels monetary regulators to use contractionary measures by increasing the interest rates to

control inflation which later increases the cost of borrowing and ultimately causes non-performing
lpans to come forth.

Gross Domestic Prodyct (GDP): GDP s the market value of all goods and services produced in
country during 4 specifieq time, usually one year. Growth in GDP is considered as a symbol of
Y’ progression calculated with sum of private and public consumption with private and
PUblic investment if expenditure approach is used. A slow growth rate in developing countries
(referreq tq a stagnant economy) shows that a country is suffering from recession where prices,
PUlputang employmentlevels are not maintained up to a desired level.
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Exchange Rate: Exchange rale is the rate used to exchange one currency with another one,
Exchange rates are determined by the continuous foreign exchange markets that remain opened
for 24 hours a day except during weekends. It comprises wide range of different types of currency
traders. This exchange of currency is largely influenced by exchange of capital goods and
services across border called international trade. A decrease in home currency will resultin costly -
imported goods which result in a pressure to finance letter of credits issued to trader by
commercial banks; and risk of default increases. Therefore, an increase in exchange rate is
positively associated with NPLs. We took USD /Naira as a proxy of exchange rate.

Money Supply: Total stock of money available in any economy during a specified time is called
money supply. There are different forms of calculating money, and generally itis divided into three
forms Reserve Money (Mo), Narrow Money (M1) and Broad Money (M2). In the study the
researchers took M2 as the proxy of money supply as the most descriptive form of money also
comprises the prior two categories. Reserve money shows the overall money available in
tangible form while narrow money band includes reserve money and all demand and time
deposits of schedule banks. M2 includes narrow money and all resident foreign currency
deposits.

2.2 Theoretical Framework
The theoretical framework adopted for this paper is based on the Keynesian economic theory and
the bank capital channel theory that attempts to explain the lending portfolio behaviours of banks.

2.2.1 Keynesian Economic Theory

The Keynesian economic theory extensively explores saving and investment without seriously
considering financial intermediation. Also, Keynes explanation on moral hazard of lending
remains a focal point in explaining economic contraction. According to Keynes, changes in
lending rate and credit availability or surplus determine the level of credit contraction for the
banking system. However, macroeconomic development pressurizes banks' in creating banking
crises. Adverse macroeconomic shock threatens banks liquidity by exacerbating the inability of
bank borrowers meeting debts repayment obligation. Sudden changes in aggregate spending or
international capital flows may subvert the ability of domestic bank to continue facilitating lending
obligations, thereby generating crisis. Furthermore, an unexpected upsurge in bank deposits
demand and foreign capital create bank lending opportunities probably resulting in large doubtful
loans and vulnerability to small shock (Gavin and Hausmann, 1996 cited in Adeolu Elegbe,
2013).

Nier and Zicchino (2005) also believe that losses suffered by banks during economic downturns
are generated by provision made for loan-loss under prudential guidelines. They emphasized that
the inability of banks issuing new securities during recession are largely due to cost and
uncertainty of viable return. They concluded that banks would rather cut lending than issuing new
securities in order to retain its solvency. Chang and Velasco (1999) cited in Adeolu Elegbe
(2013) also argued that bank run could be triggered when the demand deposits and foreign short-
term debt exceeds bank liquidation value. They developed theoretical model of the financial
sector illiquidity for an open economy which major on capital inflow and external debt financing.

They concluded that the more insolvency the banking system undergoes, the more the fragility it
would experience from external shocks.
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According to Agu and Evoh (2011‘), monetary policy theory suggests that anincrease in the money
supply will resulttoan upward_ shiftin price level, access to credit, investment, real depreciatlon_ of
exchange rate and increase in real gross d.omestic product. The expansionary monetary policy
([ypiﬁed by incr_ease In money _SUpply) significantly impacts the growth rate of the economy and
credit of the private sectqr. This is on the basis that such monetary policy expansion induces
investment via increasg In aggregate demand and thus, output increases. However, a credit
crunch economy resulting fro.m‘contractionary monetary policy (or inflation targeting central
bank), risks stifling growth rate in infrastructural development and output.

2.2.2 Bank Capital Channel Theory

ank Capital Channel Theory. This theory considers the lending portfolio of banks as it is affected

by interest rate and capital adequacy requirement. According to Obamuyi (2007) cited in Esisal
(2009).

'The bank capital channel vimvys a change in interest rate as affecting lending through bank's
capital, particularly when banks' i~ding is constrained by a capital adequacy requirement. Thus,
an increase in interest rates will 1aise the cost of banks' external funding, thereby discouraging
customers from taking loans which will reduce banks' profits and capital. The tendency is for the
banks to reduce their supply of loans if the capital constraint becomes binding. However, banks

could also become more willing to lend during certain periods because of an improvementin their
underlying financial condition.'

2.3 Empirical Framework

Many empirical works have been carried out to determine the factors responsible for the lending
behaviour of banks in different countries and also specifically in Nigeria. In view of this, we shall be
considering the opinion of various scholars from different countries and some individual's
perspectives on the issue as well. In Germany, Ralf, Gerald and Andrea (2000) identified some
factors that can explain the financial performance of banks lending activities. They found out that
creditratings, act as animportant factor in the bank's lending policy in banks. They concluded that
ralings reflecting higher risks lead to higher interest rate. In Chile, Algjandro and Ugo (2006) in
their paper "Bank ownership and lending behaviour” observed that state-ownership of banks is
correlated with lending behavior over the business cycle. They found out that state~owned banks
lending behaviour is less responsive to macroeconomic shocks than the lending of private banks.

1 ltaly, Vazakidis and Adamopoulos (2009) indicated that economic growth had a positive effect
on credit market development. Again, the central bank's prime rate serves as an indicator to the
novementin key economic variables like inflation which in turn affects interest rates. Throughthe
ansmission mechanism, an increase in prime rate negatively affects banks' lending behaviour.
-xchange rate fluctuations, specifically currency depreciation in a home country results in banks'
assetsbeing valued less in foreign currencies as against their liabilities.

In the Central African Economic and Monetary Community (CEMAC), Constant and Augustin
(2012) studied the determinants of bank long-term loan in the Central African Economic and
Monetary Community (CEMAC) context. The study aimed to test the common bank-level and
Macroeconomics determinants of bank long-term loan behaviour. The model used is estimated
using a sample of six countries from the CEMAC. They found that a bank's ability to extend long-
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l[erm businoss loans rlnpmuln‘on ils size, capilalization, GDP growth and the availability of long
lerm liabilitios. In Ghana, Abdul el al. (2013) wrole on the persistence of bank asset quality on
banklending behaviour in Ghana, They applied a dataset from the loans and advances in Nigeria
inancial syslem: empirical evidence from Nigerian Commercial Bank of Ghana for 25 Ghanaian
banks from 2005 o 2010. Their resull shows that the effect of the deterioration of bank asset
quality (high levels of non-perfofming loans) on bank lending behaviour is persistent and not
conlemporaneous. Additionally, that bank deposilt mobilizalion, intermediation spread and equity
were also found lo influence bank lending behaviour in Ghana.

In Nigeria, Ajayi (2007) investigated  the delerminants banks. The study covered a period of 37
years from 1970 lo 2006, He applied multiple regression analysis and the result showed that four
variables: liquidity ratio, inlerest rale, capital and deposit are faclors thal determine loans and
advances in Nigeria commercial banks. However, Olokoyo (2011) invesligaled the determinants
of commercial banks' lending behaviour in the Nigerian context, The study aimed to test and
confirm the effectiveness of the common delerminants of commercial banks' lending behaviour
and how il affects the lending behaviour of commercial banks in Nigeria. The study covered a
period between 1980 and 2005. She however, concluded thal commercial banks deposits have
lhe greales! impacls on their lending behaviour. Similarly, Olusanya, Oyebo and Ohadebere
(2012) applied Co-integration Analysis to determine the lending behaviour of commercial banks
in Nigeria between the periods.: 1975 lo 2010, It was revealed from their result that there is along
run relationship belween loan and advances and some of the explanalory variables adopled in

the model.

Bynoe, Howard and Moore (2008) allempted lo idenlify (he determinants of credit booms in the
Caribbean and lo establish whether or not those credit hooms led to sustained economic growth
in the region. The aulhors utilized-panel data to establish the main causes of credit booms in the
region. They identified three key groups of variables that made some contribution to the
development of credit booms; macroeconomic developments, macroeconomic policy and
oxternal shocks. In the case of he Caribbean, il was established that macroeconomic
developments were one of the main contributors lo credit booms,

From individual perspeclive, it is worlhy lo nole that the macroeconomic environment within
which a bank operales malters for its lending decision. For instance, in the period of economic
boom, husinesses demand for loans to lake advantage of expansion and banks investment
opportunilies equally soar. On the other hand, in periods of economic recession, demand for
credil increases. This provides a pro-cyclical relationship between economic growth and bank
lending. Dell'Ariccia and Marquez (2006) cited in Ladime and Osei (2013) find that bank credit
expansions tend to be pro-cyclical; thatis, high rates of growth in GDP tends to induce a high rate
of growth in bank credit. This is because in the period of economic boom, banks relax their criteria
and lend to both good and bad projects, then in times of economic recession most loans become
non-performing and the source of credil dries up, rationing out even good projects.

Gremi (2013) in his sludy on macroeconomic faclors that affect the quality of lending in Albania
analyzed the link belween the macroeconomic developments especially GDP growth and
interest loan rate and the banking credit risk measure by NPLR. The paper further analyzed the
data of commercial banks in Albania over the time period from 2005Q1 to 2013Q1. This study
includes 36 observalions from banking system employing dynamic panel data approaches. He
concluded thal the banking credit risk is significanlly affected by the macroeconomic
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environment.

. , In periods of excess liqui
demand for loans, investments absorb ex

dity and poor or low effecive
that affect commercial banks' lending beh

cess iilquidity. Ulsman (1999) believes (hal the factors

te structure, directed credit,
ol measures like the stabilizati

further stressed that “banks' lending decisions are also
e borrowers",

. nship Past relationship according to him can
help banks to obtain more private information, leading to a more accurate underste?nding of the
borrower's business and financial situation,

requirements and stabilizing liquidity contr
Chodechai (2004) cited in Olokoyo (2011)
influenced by the past relationship with tf

unremunerated reserve
on securilies of the past,

Adah (2007) opined that the minimum capital adequacy ratio as prescribed by Basel commiltee of
central banks' supervision is 8%. This ratio relates cap

: ‘ italto whatis considered the banks biggest
risk namely, credit. He said that the 8% ratio implies that for every N100 credit, a bank needs N8
capital. He stated further that capital serves as a foundation for a bank future growth and as a
cushion against unexpected losses. He concluded that adequale capitalized banks that are well
managed are better able to withstand losses and provide credit o consumers and businesses
alike throughout the business cycle including during downturns,

Finally, Akpansun and Babalola (2012) examine the relations
and economic growth in Nigeria over the period 1970-2008 Th causallinks between the pairs of
variables of interest were established using Granger catamity fest white a Two-Stage Least
Squares (TSLS) estimation technique was used for the reara:: =i wels The results of Granger
causality test show evidence of unidirectional causal rc'x o GUR Ho privale sector
credit (PSC) and from industrial production index (IND) t2 SLF Esiimated regression models
indicate that private sector credit impacts positively on e nomic growidh over the period of
coverage of the study. However, lending (interesl) rate impades economic growth. The study
recommends the need for more financial market development that favours more credit lo the
private sector with minimal interest rate to stimulate.

hip between banking sector credit

3.0 METHODOLOGY
3.1 Research Design

This study aims to empirically investigate the determinants of commercial banks lending portfolio

in Nigeria covering a period of 22 years. In view of this, the study therefore, adopted a time series
- rasearch design method.

3.2 SourceofData

Secondary source of data was used in this research work. The data were obtained from Central

Bank of Nigeria 2012 Statistical Bulletin: Financial Statistics which covered the period between
199010 2012.

3.3 Method of Data Analysis o ‘
The paper adopted econometric approach to test the degree of relationship between thc_a \t’anati‘lgﬁ
by employing multiple regression analysis of the Ordinary Lease Square (OLS) and Cointegrati
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method using E-Views 7.0 package. Inorder to avoid a spurious regressiop result, Unit Roo Tes
using the Augmented Dickey-Fuller (ADF) technique, was employed. Serial correllallon test ang
normality test were also conducted to estimale the reliability of the OLS model used in the sludy,

3.4 Formulation of Empirical Model

It can be observed from the empirical review of this paper thal lending in banks are determined b

faclors which could be micro (bank related factor) and/or macro in nature. However, for the
purposes of this paper, only macroeconomic variables will be adopted. Thus, in respect of the
hypotheses stated, the main issue is lo investigate the relationship that exist between the lending
portfolio of the deposit money banks in Nigeria (proxied) by loan and advances (dependent
variable) and each of the other explanatory variables that have been identified through literature
and theories. Other faclors not explicitly included in the model were captured by the error term,

3.5 Empirical Model

To examine he determinant of commercial banks lending portfolio in Nigeria: Pre and Post
recapilalization reform. The study adopted and modified the model of Olokoyo (2011) given as
LOA=T(Vd, Ip, Ir, Rr, Lr, Fx, Gdp, Z ). Where LOA: Loans and Advances, Vd: Volume of Deposits,
Ip: Investment Portfolio, Ir: Interest Rate (Lending Rate), Rr: Cash Reserve Requirement Ratio,
Lt Liquidity Ratio, Fx: Annual Average Olfficial Exchange Rale, and Gdp: Gross Domeslic
Product. However, micro-economic variables: Volume of Deposits and Investment Portfolio were
dropped from the original model while macroeconomic variable: money supply was adopted in

the new model. The macro economic variables were considered so as to present a moderate and

desired resull which can adequately reflect the impact of macroeconomic variable on banks'
lending portfolioin Nigeria. Thus, the model specification is as follows:

1
LOA={(LR, GDP, INF, M2, FX)
LOA= B o+ BiLR + B2GDP + BalNF + B4 M2+ B5 FX +
When transformed into a log form equation 2 becomes:
Log LOA = Bo+ BiLR + B2log GDP + B3 INF+ BalogM2+ Bs FX + i ........ (3)
Where:

LOA: LLOA= Loans and Advances
LR: Lending Rate

GDP: Gross Domestic Product
INF: Inflation

M2: Money Supply
FX: Foreign Exchange Rale,

i: error term controlling for-unit specific residual in the model
fo: intercept of the regression line

Bis (110 5): coefficients to be estimated and their a-priori expectations are as follows:
B2, p4, and 35 > 0 implies that the variables have a posilive relationship with the dependent variable

(LOA) while 31, and 3 < 0 shows that the variables have a negalive relationship with the dependent variable

(LOA). Note that the log of the variables was taken so that all observations in each variable will

have equal weight so as lo avoid serial aulo correlation since the data covered a long period of 27
years. '

70

Scanned by CamScanner



4.0 ANALYSISAND INTERPRETATION OF RESULTS

In order to avoid a spurious regrossion result, the tost for stationanlty of all the v

necessary. According to Engle and Granger (1087) Illuﬁl‘nl'?lim‘lw ‘\;‘ \‘.f.lul:thlus_ i
regressions that are not stationary at lovels are nmsll;' nol mllnmﬂl J,i..‘ifo. ,\"f]“f' "f}s L
jikelihood of short run disequilibrium among the variablos., In view of (his h;,li‘:u'l‘l"_)'jlulﬁhi““ro‘l. the
variables to obtain a more reliable resull cannot be u\.m-vﬂmm“_mi;,m‘,’ ‘l‘-‘l]iq'I;‘I)': .“‘E,O.l ,]{‘"(;ly()[
stationarity testonthe variables using Augmentod Dickoy-Fullor (l‘\l'\l;) :{:: rﬂh&(nﬂ inL;l'l':lJ)ll l' Gl 'ﬁm
result shows that allthe variables are stationary atfirst diftoronce. This imnl.iJu-(l_ thoro was |l1]o l"101'0
unit root and the OLS regression can be run, Also, the noed to vorily the iOHl] [ l't}l‘;l[Ol\“|11i } lo?
otherwise among the variables bocomes imparative, This was achioved ihrouqh kJohaTmion's
Multivariate Co-integration Test h )

Table 1: Augmented Dickey -Fuller (ADF) Unit Root Test for Variablos botwoen 1990 and 2012

““'_"7Yﬂriﬂtﬁi&:“”‘ —————————~ - ‘\l‘“i\“h R Oldl)i' ol lll‘ll‘gmh(nrhg e
TS VYo A I I /i —
T_QQEE____EQQP:' S I . I 1 (| R
NF_ = INE L TO76083 —g—————
S - S R 7| R T —
,LB.______.ﬁ:,,,___LZ_R_‘_“L_._______ I ___-5_9‘32”6'1_ R R 1‘“)“'; 1’“ =
(M2 =M™ BaeTHr O SR

Source: Authors' Computation, 2014
Note: **Significantat 1 per centlevel of significance
“Significant at 5 per cent level of significance

1 Ordinary Least Square Estimation

The study was moreover, estimated using the ordinary least square (OLS). The method was
adopted because it would be able to capture the essence of the work effectively in addition lo its
high level of simplicity and global acceptability.

Table 2: Ordinary Least Square Estimation of the Explanatory Variables

Variables | Coefficient | Std. Eror | t- Statistic | Prob. | R-squared F-Slatistic Prob. Durbin-
(R*) (F-slatistic) | Watson Stat
c 2022322 | 1.394128 | -1450600 | 0.1651
LR -0.009969 | 0.010792 | -0.923810 | 0.0385 ,
M2 1341707 0180676 | 62475 | 00000 | 0.802565 | 4539183 | 0000000
INF 0.015048 | 0.002607 | -1.936783 | 0.0596
GDP 0.203400 | 0.207044 | 0.016423 | 0.0471 816830
| FX(N/S) | -0.002027 | 0.002112 | -0960027 | 0.3505 -l

Source: Authors’ Computation, 2014

4.3 Discussion of Result - OP
From Table 2, an altempt was made to examine the jointimpact ofgross domesticproduct (GDP),

o flati an and
money supply (M2), exchange rate (EXR), lending rate (LR), and mﬂatio{n l(.INFl)l ios”atggalfem that
advances of the deposit money banks which represent their ‘end-’ " pmli Oq]c()he correct signs as
a-priori expectation of all the coefficients of the explanatory variables f]a-;ai + exchange which
expected and in conformity with the theoretical expectations; e'xceptjlglto ﬂmonsislencies -
carried a negative sign instead of a positive one. This may be altributa
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fluctuation of Dollar to Naira.

The OLS result on (Table 2) disclosed that the estimated coefficient of Money Supply (M2) ang
Gross Domestic Product (GDP) is positive. The positive sign of the coefficient established that
each of these variables is positively related to loans and advances indicated that for every 1%
increase in Money Supply (M2) and Gross Domestic Product (GDP) will cause loan ang
advances of the deposit money banks in Nigeria to increase by 0.009%, 1.14% respectively. This
result is consistent with the economic a-priori condition. M2 is significant at 1% level of
significance while GDP s statistically significant at 5% level of significance.

Also, the estimated coefficient for Lending Rate (LR), Inflation (INF), and Foreign Exchange (FX)
is negative. The negative sign implied that there is an inverse relationship between loan and
advances and each of these variables indicated that for every 1% increase in Lending Rate (LR),
Inflation (INF), Foreign Exchange (FX) will cause their loans and advances of the deposit money
banks to reduce by 0.009%, 0.01%, and 0.002% respectively. However, only Lending Rate (LR)
and Inflation are statistically significant at 5% level of significance. In a nutshell, four of the
variables are statistically significant out of the five explanatory variables used in the model.

The Durbin-Watson was 1.8 which is close to 2; this implied the absence of first order
autocorrelationin the regression model (Field, 2005). Therefore, we can make valid prediction(s)
with the equation. Moreover, the coefficient of multiple determinations - R-squared is 0.802565
vhich showed that 80% of the variation in the bank lending portfolio as proxied by LOA was
aused by the variations inthe explanatory variables as explained by the model. This showed that
nly 20 percentchanges in the dependent variable was caused by other variables not found in the
danar out measured by the error term. The F-statistics of 453.9193 is significant at 1 percent
~significance; hence the model was of good fit.

uthenticate the reliability of the result, serial correlation test and normality test were
conducled. The Jarque-Bera test revealed 0.321198 which is not significant at 5% level of
significance. This implied that the error term of the regression analysis is normally distributed (see
table 3). Also, the R’is also less than the Durbin-Watson statistic meaning that the OLS model is
good. In addition to these, the serial correlation test of 0.9639 is also not significant at 5% which
indicated that the error term is also not serially correlated  (see Table 4). Table 5 provides a

snap shot of the findings summary.

Table 3: Normality Tests of Residual

Jarque Bera Probability
0.321198 0.321198

Source: Authors' Computation, 2014

Table 4: Breusch-Godfrey Serial Correlation LM Test

F-statistic 0.024074 Prob. F(2,20) 0.9763
Obs*R-
squared 0.073590 Prob. Chi-Square(2) 0.9639

Source: Authors' Computation, 2014
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Table 5: Findings’ Summary

Hypotheses _ e . Vari;bles Findings

Hoy There is no significant relationship belween lending portfolio Significance
(banks' loans and advances) and Inflation.

Hoz There 5 no significant relationship between lending portfolio No Significance
(banks_ !oans‘and advances) and Exchange rate.

Hos There is no significant relationship between lending portfolio Significance
(banks' loans and advances) and GDP.

Hos There is no significant relationship between lending portfolio Significance |
(banks.' loans and advances) and Money supply. L |

Hos There Is no significant relationship between lending portfolio | Significance i
(banks' loans and advances) and Lending rate. j ;

E I

Source: Authors' Computation, 2014

4.4 Cointegration Test

Cointegration may occur when alinear combination of variables thatis | (1) produces a stationary
series, then the variables may need to be cointegrated (Engle and Granger, 1987). This means
that a long-run relationship may exist among them, which connoles that they may wander from
one another in the short-run butin the long-run, they will move together. In view of this, we need to
establish whether there is a long-run relationship among the variables or not. Hence, we applied
the cointegration test using the Johansen's multivariate method. See Table 6.

Tahle 6. Johansens's Multivariate Cointegration Test

- Hypothesized Trace 0.05 Prob.” | Max- 0.05 Prob.**
No of CE(s) | Eigenvalue | Statistic | Critical Eigen Critical
Value Slatistic | Value
' None ~ 0.965066 | 194.7564 | 95.75366 | 0.0000 | 70.44046 | 40.07757 | 0.0000

| Atmost1” 0.913631 | 124.3160 | 69.81889 | 0.0000 | 51.43158 | 33.87687 | 0.0002

Atmost 2 * 0.880780 | 72.88437 | 47.85613 | 0.0001 | 44.66243 | 27.58434 | 0.0001
- Atmost 3 0.573403 | 28.22194 | 29.79707 | 0.0751 | 17.89022 | 21.13162 | 0.1340
Atmost 4 0.372462 | 10.33172 | 1549471 | 0.2561 | 9.784962 | 14.26460 | 0.2264
 Atmost 5 "0.025700 | 0546762 | 3.841466 | 04596 | 0.546762 | 3.841466 | 0.4596

Source: Author’'s Computation, 2014,

The testindicates 3 cointegrating eqn(s) atthe 0.05 level
* denotes rejection of the hypothesis at the 0.05 level; while
** denotes MacKinnon-Haug-Michelis (1999) p values

Using the trace likelihood ratio, the results in Table 6 pointed out that there is cointegration among
the variables up to three (3) cointegrating equations at 5% level of significance. This implies thata
unique long-run relationship exists among the variables and the coefficients of estimated
regression can be taken as equilibrium values. This result agrees with the work of Olokoyo (2011)
that macroeconomic variables that affect lending behaviour have along-run relationship.

Implication of Results

The results of the empirical test on the determinants of lending portfolio behaviour of commercial
banks in Nigeria,1990-2012, was based on Ordinary Least Squares (OLS) estimate procetiure
which are presented in Table 2. From the result, only four variables are statistically significant out
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of the five explanatory varlables used in the model (see Table 6). Though only four of {hg
exprossed explanatory varlables - LR, GDP, INF and M2 were discovered lo have significan|
influence on the londing behaviour of banks, two of the variables are positively correlaled whils
the remaining variables are negatively correlated with bank lending. This implies that (he
explanalory variables tend lo mave indifferent directions with banks'loans and advances.

From the result, money supply (M2) has the highest coeflicient of 1.14% whichimplies that money
supply by the Governmenl through the CBN has significant effect on lending portfolio of
commercial banks. Thal is to say that when Government expands ils expenditure, there will be
more money in the economy which Indirectly increases (he level of economic aclivities and
encourages the commercial banks to give out more loans lo support these activities and vice
versa. Keynesian economic lheory poslulales (hal money supply responds positively to an
increase in lotal credit, which will in tum boost aggregale demand, investment and increase in

output.

The result also revealed that Lending Rale (LR) charged by the deposit money banks is 0.009%.
This implied that the effect of high lending rale on banks’ lending portfolio is not pronounced in
Nigeria. This may be due to the fact that commercial banks sl have the highest market share in
Nigeria and the other financial institutions are nol strong competitors, Another reason may be the
relationship factor whereby the lusts the cuslomers have in the banks, make them overlook the
high interest rate. This was in support of Chodechal (2004) that relationship factors are important
in lending decisions of banks. Although, Capilal Channel theory stated thal high interest rate will
affect lending by reducing profit and capital, the effect of high lending rate in Nigeria did not
support the theory as commercial banks in Nigeria charged high interest rate and still recorded

high profit (NDIC, 2012).

The price level which is measured by (inflation) of 0.01%, has a positive correlation to loan and
advances in Nigeria at a very minimal rate. This further bultresses the fact that expansionary
monetary policy that leads to increase in credit to private sector through bank lending has the
potential of not reacting lo inflation immediately but reacts lo a sizeable boost in aggregate
demand and investment. This, no doubt, will in turn have a positive impact on the economy and
also create jobs. This further lays credence lo expansionary monelary policy as against
conlractionary, as a means of boosling output in Nigeria towards altainment of full employment

(Aguand Evoh, 2011).

Gross domestic product has a significant effect of 0.20% on banks' lending which suggests that
banks are expected to have considerable familiarity with the economic features of their locality
and general economic productivities and lrends. However, exchange rate has no significant effect
on the lending behavior of deposit money banks in Nigeria. It is worthy to note that, the
cointegration result reveals a long-run relationship among the variables; which means that the
variables used in this study has long run relationship with one another. This implied they have long
run policy implication which should be of interest to policy makers.

Conclusion and Policy Recommendations
Avallable statistics have shown that banks need to understand how to construct their lending

portfolio so as to maximize their performance in terms of profitability. Bank lending constitutes the
core of banking aclivities and is responsible for a sizeable proportion of bank revenue. Banks'
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Appendix
Dependent Variable: LOA

Melhod: Leasl Squares
Date: 07/03/14 Time: 21:27

Sample: 1990 2012
Included observations: 23
Variable Coellicienl Std. Error t-Statistic Prob,
LR -0.009969 0.010792 -0,023810 0.0385
M2 1,141707 0.160516 6,324675 0.0000
INF -0.015048 0.002607 -1,.936763 0.0596
GDP 0.203400 0.207044 0.016423 0.0471
FX (N/§) -0.002027 0.002112 -0.960027 0.3505
C -2.022322 1.394128 -1.450600 0.1651
R-squared 0.802565 Aean dependent var 13.41394
Adjusted R-squared 0.800379 S.D. dependent var 1,923075
S.E. of regression 0.188631 Akaike info crilerion -0.276591
Sum squared resid 0.604887 Schwarz criterion 0,017624
Log likelihood 9.203801 Hannan-Quinn criter. -0,204094
F-statistic | 453.9193 Durhin-Watson stat 1.616835
Prob(F-stalistic) 0.000000 N ’
Breusch-Godfrey Serial Correlation LM Tesl:
F-statistic 0.024074 Prob. F(2,15) 0.9763
Obs*R-squared 0.073590 Prob. Chi-Square(2) 0.9639
Test Equation:
Dependent Variable: RESID
Method: Least Squares
Date: 07/03/14 Time: 21:29
Sample: 1990 2012
Included observations: 23
Pre Sample missing value lagged residuals set to zero.
Variable Coefficient  Std. Error (-Slatistic Prob.
LR 0.000425  0.012077 0.035180 0.9724
M2 -0.007136  0.200603 -0.035572 0.9721
INF .4.45E-05  0.002799 -0.015886 0.9875
GDP 0.005876  0.228938 0.025665 0.9799
FX__N_S_ 0.000122  0.002313 0.052609 0.9587
C -0.010984  1.515097 -0.007250 0.9943
RESID(-1) 0.029935  0.307525 0.097341 0.9237
RESID(-2) -0.059696  0.331334 -0.180168 0.8594
R-squared 0.003200 Mean dependent var -2.06E-15
Adjusted R-squared -0.461974 S.D. dependent var 0.165816
S.E. of regression 0.200491 Akaike info criterion -0.107883
sum squared resid 0.602952 Schwarz criterion 0.287071
Log likelihood 9.240655 Hannan-Quinn criler. -0,008553
F-statistic 0.006878 Durbin-Watson slat 1,897112

1.000000

Prob(F-statistic)
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1-*"""'—_',—-'—_ Sorles: Rosiduals
Samplo 1990 2012
0 Obsarvations 23
g : roan -2.0G60-15
Modian 0.008913
| e ———— e raximum 0,396894
t Minimum 0276132
Std, Dev, 0.165816
& el SKewness 0.282813
Kurtosls 2.876590
2 _
Jarquo-Bera 0321 198
1 A ] ’ Probabiity 0.851633
() A1 R i
o 0.2 0.1 0.0 0.1 0.2 0. 0.4

Date: 07/03/14 Time: 21:31

sample (adjusted): 1992 2012

Included observations: 21 afler adjustments

Trend assumption: Linear deterministic trend

Series: LOA LR M2 INF GDP FX__N_%$_
Lags interval (in first differences): 1 (o 1

Unrestricted Cointegration Rank Test (Trace)

0.05

Hypothesized Trace

No. of CE(s) Eigenvalue  Stalistic Critical Value Prob.*"
None * 0.965066 194.7564 95.75366 0.0000
Atmost1*  0.913631 124.3160 69.81889 0.0000
Atmost2*  0.880780 72.88437 47.85613 0.0001
At most 3 0.573403 28.22194 29.79707 0.0751
At most 4 0.372462 10.33172 15.49471 0.2561
At most 5 0.546762 3.84 14606 0.4596

0.025700

Trace test indicates 3 coin

:hdenotes rejection of the hypolhesis at the 0.05 lovel
MacKinnon-Haug-Michelis (1999) p-values

Hnreslriclad Colntegration Ranlk Test (Maximum Eigenvalue)

legrating eqn(s) at the 0.05 lovel

Hypolhesized Max-Elgen 0,05
ﬂiiCE(S) Eigenvalue Slatistic Critical Value — Prob.**
’/]{’f 0y ~ 0.9685066 70,44046 40,07757 0.0000
A most 1 0,913631 51,43168 3387687 0.0002
ﬂ't most2*  0,880760 44662473 27,504 34 0.0001
/?:: [rlo?t 3 0.573403 17.89022 2113162 0.1340
p nost 4 0372462 0,784962 14,26460 0.2264

L most 5 0,025700 0.546762 3841466 0.4596

e -

May-c o N _

.‘/Id‘r/' cigenvalue test indicates 3 colntegrating can(s) at the 0.05 level

”Mﬂﬂleu rejection of the hypothesis al the 0,05 lovel
acKinnon-Haug-mMichells (1960) p-valuo
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