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Abstract

This study examines the effect of liquidity risk on financial performance of listed deposit money
banks in Nigeria. The correlation research design was adopted based on positivist approach.
Secondary data were extracted from twelve listed deposit money banks in the Nigerian Exchange
Group (NEGX) from (2013 -2022) and analyzed using multiple regression technique. The study was

87


mailto:araufbashir@gmail.com
mailto:aaahmed@abu.edu.ng

Gusau Journal of Accounting and Finance, Vol. 5, Issue 1, April, 2024

under pin by risk management theory. The result of the Generalized Least Square Regression model
showed that current risk has positive association with financial performance at 5% level of
significant while cash reserve risk has a negative significant effect on financial performance of listed
deposit money banks in Nigeria significant at 1%. In line with the findings, the study recommends
among others; the management of the banks should recheck the need for recapitalization as doing
this will enhance the capability of the banks in financing large transactions and resolving
mismatching challenges as owners fund will be available for long term financing. The study also
recommended that, the management of the banks should ensure compliance by keeping required
amount in liquid as directed by central bank of Nigeria, as doing this will enable the banks to meet
possible unexpected cash withdrawal, immature term deposit liquidation and other payable on
demand which will enhance their performance. The banks’ management should always ensure
compliance on regulatory directives particularly on cash reserve as doing this will reduce the
possible loss and improve on their performance.

Keywords: Cash reserve risk, current risk, financing gap risk, financial performance and firm size

1. Introduction

Financial performance is one of the key determinants for business continuity,
survival and grow (Daniel, 2017). The globalization, intense competition and
exposure to risk are increasing and financial performance becoming important, in
determining the business success being one of its primary objectives
(Ironke&Osaat, 2019). Performance remains essential way for measuring financial
fitness, sustainability, grows and development of a business, as well as its outcome
and result of efforts and commitment achieved within financial period (Ibrahim et
al, 2020).Business continuity has been a serious challenge to many entities around
the globe, this issues as prompted many scholars like Olga et al, (2019), Omar and
Kiran, (2017), Akenga, (2015), Ali et al,(2019) and Sinkus, (2015)have investigate
the root most especially in the banking sector. The issue of financial crises has
become a concerning element to the regulatory bodies, customers, government and
owners (Umobong, 2015), (Muhammad & Mazhar, 2015),(Kartal, 2016), (Sokol et
al, 2017),(Chembe& Jing, 2018), (Adegbie& Dada, 2018),(Khadwal, 2019),Perera
& Perera, (2020).

In Nigeria for instance, after recapitalizations policy of 2005, about ten (10) listed
deposit money banks have seized to exist through different forms of seizure this
include Afribank, Intercontinental Bank, Oceanic Bank, Bank Phb, Bank of the
North, Sky Bank, Standard Chartered Bank, Platinum Bank and First Inland bank,
this has made the Deposit Money Banks (DMBSs) to be area that required timely
attention as the number incessantly reducing due to challenges and failure to
provide effective and efficient intermediating role in the economy that will enhance
their financial performance (Ugwu et al, 2020). The poor financial performance has
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forced some to merge, consolidate, acquired by others or even wind up as in the
case of Afribank, Mainstreet bank, Diamond bank, Bank Phb, Oceanic bank and
others (Umobong, 2015).

Therefore, financial performance (FP) being a measure of how good a bank can use
its asset from principal means of business to make income. The health and business
continuity, growth and sustainability depend on the ability of financial institutions’
revenue to exceed cost which may be referred as good financial performance.
Meanwhile, the study of financial performance is of paramount important as the
numbers of listed deposit money banks are dipping on persist due to some factors
that deter the performance, thus the need to identify and evaluate the causative
factors and act upon themis necessary so that the survival, continuity, grow and
development of business entities will be guarantee (Chembe& Jing, 2018)

According to the Financial Sector Stability Report, (2018), many financial
institutions failed liquidity stress test. Also in the early 2022, Central Bank of
Nigeria wielded a big stick and debited Zenith bank Plc, FCMB limited and other
12 banks 356.1 billion Naira for failing to meet their 27.5 per cent cash reserve
requirement obligation, this indicates that, the level of liquidity accessibility of the
affected banks will be reduced by the amount being debited against them, as it will
affect their loan mobilizations capacity as well as financial performance. Therefore,
failure to meet regulatory requirement may be seen as signal for the need to study
liquidity risk of these banks in other to avoid further reduction in their numbers and
safe guard the new ones that may come up through a reliable guidelines, policy and
principle (Adegbie& Dada, 2018).

The aforementioned issues have made financial performance to attract many
researchers’ attention in the various research institutions and field of learning
ranging from accounting, finance, economics and management (Kartal, 2016).
Bank financial performance is essential for economy development and stability; as
it goes beyond individual bank performance. According to the Coronation Research
Daily Insights (CRSI) in December 2022, Nigerian banking industry net liquidity
average position declined by 23.3 per cent as it was reduced from 190.62 billion
Naira in July 2021 to 146.15 billion Naira in June, 2022.

Determining the point of optimum liquidity might not be clear to many banks or
financial institutions. In addition, they assert that the best possible position of
liquidity risk cannot be determined by any specific guide that a business may
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preserve to ensure positive impact on its financial performance, (Kaur &Skilky,
2013). Capacity to generate more deposit and possibly loan mobilizations are very
important in determining financing gap risk, current risk, cash reserve risk of the
banks as all could affect financial performance (Olga et al, 2019).

Financing gap risk is one of the measures of liquidity risk of an entity as pronounced
by Basel committee on Bank supervision (2013). It measures the risk that arises as
a result of possible variance between loan and deposit of bank to their total assets.
This means that, it revealed the extent of the intermediary functions of the bank in
the economy; the high and positive value implies that, the bank is good in
mobilising loans and the high the risk and possibly, the financial performance of
the entity, as more loans signifies high risk. While high and negative value may
entails inability of the bank to mobilise as many as possible loan as vast amount of
deposit received are kept in the bank or in the reserves which may directly or
indirectly affect the performance of the banks, as some of the cash available may
be kept idle, without generating any return.

Generally, mismatch in financing also contribute seriously among the factors that
affect the financial performance, where long term project and investment are being
financed with short term loan thus increase the number of non-performing loan,
also giving out huge amount of loan to family and friends without considering the
due process, depreciation in the value of Naira from $1 as against N100 in the past
years to $1 against M489 in 2022 without any amendment to 2005 recapitalization
of banks and no room created for inflation reserves, introduction of treasury single
account (TSA) could also be considered as important factor. Knowing the financing
gap risk and determining the money that will be invested and those that will be kept
to face daily withdrawal from customers is therefore of paramount important to the
banks (Ibrahim et al, 2020). Current risk is derived from possibility that, the current
assets of an entity would not be able to settle its current liabilities when the need
arises which may directly or indirectly affect their financial performance.

Current risk also has direct effect on the performance of financial institute, this is
because, liquidity in term of current asset is made up (cash, debtors, short term loan,
commercial paper and other short-term receivable) and liabilities made up of
(demand deposit, term deposit and other payable) which are used and manage in
achieving their primary objective. This signifies that the banking activities are
largely run on this basis by balancing off between the class of excess (depositors)
and that of deficit (loan demanding), Usman et al, (2016). Current risk entails

90



Gusau Journal of Accounting and Finance, Vol. 5, Issue 1, April, 2024

capability to meet likely cash withdrawal from all forms of deposit and other
payable through current liquid cash and other receivable without suffering any
additional loss (Omar & Kiran, 2017).

Bank current risk can also be viewed as risk that attached to excess or shortage of
cash and its equivalent over the aggregate liabilities of the firm, it measures the risk
attributed to failure to trade-off between the current asset and current liabilities and
their effect on the financial performance (Muhammad & Mazhar, 2015). The failure
of some banks to comply with Central Bank of Nigeria (CBN) cash reserves
requirement has pave way for cash reserve risk as about 356.1 billion was debited
against 14 banks in early 2022 (Coronation research insight 30th March, 2022).

Cash reserve risk, is a possible risk that may be attached to noncompliance with the
legal requirement or regulatory body CBN in particular, the central bank has now
increase the cash reserve ratio from 22.5 per cent of total deposit to 27.5 per cent
2019 and 32.5 per cent in late 2022, of which some banks failed to comply. The
cash reserve has currently been used as penalty to those banks who fail to abide by
new reserves requirement and agreement on the purpose of new LDR policy that
result in the change of the said LDR from 60 per cent to 65 per cent in other to
mobilize the real sectors with loan.

Generally, over N462.7bn was debited against 22 commercial banks in October,
2020 and credited into their cash reserve for failure to comply, this could have an
impact on their loan mobilization capacity and as well reduce their performance.
This mean that, cash reserve risk has direct impact on the performance of listed
DMBs, as high ratio reveals high liquid in reserve that are not accessible by bank
for transaction at that period of time while low entails availability of cash to finance
large transaction with expected possible return which will also affect financial
performance. Liquidity risk is usually used for measuring the effect of liquidity gap
and liquidity position of an organizations and its impact their performance.

It is on the bases of this background that this study seeks to examine the effect of
liquidity risk on financial performance of listed deposit money banks in Nigeria.
The main objective of the study is to assess the effect of liquidity risk on the
financial performance of listed deposit money banks. Hence, the following
hypotheses were formulated in null form.

Ho1: Financing gap risk has no significant effect on the financial performance of the
listed deposit money banks in Nigeria
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Hoz: Current risk has no significant effect on the financial performance of the listed
deposit money banks in Nigeria

Hos: Cash reserve risk has no significant effect on the financial performance of the
listed deposit money banks in Nigeria.

2. Review of Empirical Studies

Financing Gap Risk and Financial Performance

Financing gap risk is a type of liquidity risk that measure a firm risk in term of
differences between loan mobilization and deposit received from the customer and
relate to the total asset of the firm. It determines how much loan can be created
from deposits and how much profit can be generated therein (Perera & Perera,
2020). The positive difference entails high loan mobilization which means the bank
can mobilize higher than what it received from the depositors as inclusively in the
loan owner’s capital or other source of fund other than the demand deposit which
seems to be sign of solvency to the bank with this setup. While the negative entails
idle cash in the bank, which may include the reserves requirement and some that
meant for day-to-day withdrawal from saving, current and possibly unexpected
term deposit liquidation. However, trade-off between cash availabilities and
customer withdrawal and possible new loan request could be of paramount
importance, Sokol et al, (2017). Cash optimality increase customer confidence and
enhance patronage which at both short and long run will improve financial
performance of the bank.

Tram et al, (2022) studied the liquidity risk and bank performance in South Asian
countries; a dynamic panel approach, for the period of 2004 to 2016 with population
of 171 banks from 9 countries, using generalized method of moment. Trade off
theory was used to under pin the research work. Liquidity risk was measured by
financing gap, net loan to total asset, net loan to total deposit and short-term fund,
while performance was measured by return on asset, net interest margin and return
on equity with control variable of size, bank capital, loan loss provision, gross
domestic grow, money supply and inflation. The objective was to examine the
impact of liquidity risk on performance. The data were secondary sourced from two
bank level; from bank data base and secondly from macro information data (Asian
development bank) and analysed using ex-post factor, correlation research design
and panel multiple linear regressions. It was discovered that, liquidity risk has
positive significant effect on financial performance. However, the study was
conducted in Southeast Asian and did not measure the riskiness of the variables,
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while this current study was conducted in Nigeria and it considered the riskiness of
the variable as captured on the topic.

Perera and Perera (2020), examine the liquidity risk and financial performance of
banks and finance companies in Sri Lanka, for the period of 2011 to 2019, with
sample of 30 companies: 12 commercial banks, 3 specialized banks and 15 finance
companies and data were sourced secondarily. Independent variable liquidity risk
was measured by liquidity gap, deposit to total assets, cash reserve to total asset
and non-performing loan while dependent variable financial performance was
measured by return on asset, return on equity and net profit margin. It was
discovered that, liquidity risk has significant impact on financial performance of
banks. However, the research lacks theoretical back up and the riskiness of the
variables were not considered, while the current research captured the riskiness of
chosen variables and backing with relevant theory.

In contrast, Tijani and Tharwa (2022) studied the effect of liquidity risk on
performance: A comparative study of Islamic and conventional bank in the Middle
East and North Africa region for the period of 2016 to 2018. The objective was to
examine the impact of liquidity risk on the performance of both Islamic and
conventional banks in the Middle East and North African region. Liquidity risk was
measured by capital adequacy ratio (CAR), liquidity gap, and bank size while
dependent variable was measured by ROA. Grow rate, inflations and domestic
product are used as macro-economic variables and regression were used to analyze
the research work. It was discovered that, liquidity gap has no any positive
significant impact on the performance of banks. However, there was no theoretical
back up for this research.

Current Risk and Financial Performance

Current risk measures a firm capability to meet its short-term obligation or dues
within a financial period. It communicates to investor and analysts on the risk
attached to a corporate organization or when firm fail to maximize the current assets
on its balance sheet to satisfy its current debt and other payable, (Omar &
Kiran,2017). It is measure by finding the mean deviation of current asset to current
liability. The ability of bank to effectively trade-off between current asset and
current liabilities will possibly be revealed by the investors and analyst and at the
short run will create a confidence and motivation in customer which will further
enhance patronage and publicity to potential ones Hongli et al, (2019).
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Hongli et al, (2019), examine the effect of liquidity and financial leverage on firm
performance of listed manufacturing firms in Ghana for the period 2007 to 2015.
The aim was to examine the effect of liquidity and financial leverage on
manufacturing companies in Ghana covering six different sectors, with sample size
of 22 firms. Data were sourced from audited annual report and analyzed using
descriptive, correlation and fixed effect regression. The liquidity was represented
by current ratio while performance was measured by ROE and ROA. It was
discovered that, CR has positive significant impact on ROE and insignificant to
ROA. However, the study was conducted in Ghana, covering the period of 2007 to
2015, while the current study is conducted in Nigeria, covering the period of 2013
to 2022.

Alietal, (2019), examine liquidity, growth and profitability of non-financial public
listed firms in Malaysia for the period of 2011 to 2015 with sample of 50 firms.
Data were sourced from annual report and analyze using descriptive and panel
regression. Liquidity was measured by CR and quick ratio, while profitability was
measured by ROA and return on equity (ROE). It was discovered that, CR has
positive significant impact on ROA. However, there was no backing theory and
research was made in non-financial institution while the current research work was
conducted in banking sector and support with relevant theory.

In contrast, Nabeel and Hussain (2017) study the effect of liquidity management on
performance of banks in Pakistan covering 2006 to 2015. Data were sourced from
audited annual report of ten banks, correlation, description and regression were
used to analyse the data. Performance is dependent variable measured by ROA,
ROE and earnings per share (EPS) while independent variable liquidity was
measured by quick ratio (QR), CR, CHSR, interest coverage (ICR) and capital
adequacy ratio (CAR). It was discovered that, CR has negative impact on
performance. However, the period of study ends in 2016 while the current study
ends in 2022.

Cash Reserve Risk and Financial Performance

Cash reserve risk is the risk of tempering with the portion of reserve liabilities that
commercial banks must hold onto, rather than lend out or invest. In other words, is
the risk possibly attached with tempering or noncompliance with the monetary and
credit control technique imposed by the Central Bank of a country on commercial
banks, for not keeping a specified percentage from their total deposit received as
mandated as being a statutory reserve need to be kept with central bank by all

94



Gusau Journal of Accounting and Finance, Vol. 5, Issue 1, April, 2024

commercial banks, and therefore is an instrument used by Central bank of any
country to control the liquidity in the system (Khadwal, 2019).

Chimkono et I, (2018), study the effect of non-performing loans and other factors
on performance of commercial Banks in Malawi covering 2008 to 2014. The
objective is to investigate the effect of nonperforming loans and other factors on
the performance of Banks in Malawi. Data were sourced secondarily and analyze
using correlation technique and regression analysis. It was discovered that, there is
positive association between cash reserve ratio and FP of banks in Malawi but not
significant. However, the research was conducted in Malawi, while the current
research is conducted in Nigeria.

In contrast, Samreen and Samreen (2015) examine the impact of CRR on FP of
commercial banks in Pakistan covering (2005-2014) ten years (10) using
correlation analysis, data were sourced secondarily. It was found that, there was
inverse relationship between CRR and the performance of the banks. Nagi and
Chandraiah (2015) examine the impact of Banking sector reforms on cash reserve
ratio (CRR) and statutory liquidity reserve (SLR) in Indian banking sector, it was
found that, there was negative relationship between the banking sector reforms and
CRR in Indian. However, the period of study ends in 2014 while the current
research ends in 2022.

Oganda et al, (2018) study the effect of cash reserve on performance of commercial
Banks in Kenya covering 2007 to 2016. The objective was to examine the effect of
cash reserve on performance of commercial Banks in Kenya. Data were collected
from audited annual report of two banks. They discovered a negative association
between CRR and performance as represented by ROA, ROE and net interest
margin (NIM)). However, the sample of two banks is too small and no backing
theory, while the current research is 12 banks, backing with relevant theory.

Numbers of theories have been used in deducing the relationships between liquidity
risk and financial performance. This study is hinged on Risk Management Theory.
This theory was first proposed by Daniel (1738) as a result of decision-making
process where people have to pay more attention to the size of the effects of
different outcome. The theory was popularized by Robert (1967) with the idea of
resolving the issues that relates to business environmental risk. The theory explains
that, risk management is carried out by the board of directors, management team
and other personnel of the company. The risk management is designed to pinpoint
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series of company activities and the risk therein, so that decision on risk and return
attached can be calculated and weight. Generally, the risk management is being
challenged by two common factors; the first one could be traced to the conflicting
interest between the manager in charge and the owner’s interest which is generally
known as behavioral biases, while the second one could be traced to informational
gap, as there is no full information which is key to every decision-making process.
And therefore, the high-risk taking entity is expected to generate high return while
low risk-taking company is expected to generate low return.

The theory suggested that, adherence to internal and external forces would reduce
risk, particularly, mismatching in financing and inability to finance large
transaction which create room for financing gap risk, failure to meet all due
obligations led to current risk, noncompliance to cash reserve requirement have
created rooms for cash reserve risk which could affect the performance, therefore,
the more the firms managed these risks the better will their performance be, as no
business exist in vacuum.

3. Methodology and models

The study employs ex-post-facto research design; this is in view of its relative
importance to the actualization of the research aim and objective which is to assess
the effect of liquidity risk on financial performance of listed DMBs in Nigeria. The
data for the study was attained from the published annual reports and accounts of
the banks under study, covering 2013 to 2022, with population of 14 banks and
sample of 12 banks The relationship between liquidity risk being the independent
variable and financial performance the dependent variable were examined
specifically in terms of financing gap risk, current risk and cash reserve risk using
positivism approach, penal data and regression analysis because the study is
quantitative in nature. The model used to test the hypotheses of the study is
specified as follows:

ROAi= B0 + B1FGRit+ P2CRit+p3CRRit +FSIZEit+ eit

Where:

FP = Financial performance,

FGR = Financing gap risk

CR  =_Current risk

CRR = Cash reserve risk

FSIZE = Firm size

0= Intercept and e is error term, andpa-7Coefficients of the independent variables
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The review: Study Variables and their Measurement

Variable Variable A priori Measurement Source

Acronym Name expectation

FP Financial profit after tax | Usman, Hassan &

performance divided by total | Dabo, (2016) and
asset Adam & Hussein,
(2015)
FGR Financing + or- Different between | Samuel, (2013)
gap risk total loan and total | and Tram et al
deposit divide by | (2022) — adapted.
total asset of the
firm  minus the
industry’s average
means divided by
standard deviation
of all firms in the
same industry.

CR Current risk + or- Current ratio of the | Muhammad and
firm minus the | Mazhar (2015))
industry’s average | and Ofeimu and
means divided by | Okeke (2019) -
standard deviation | adapted.
of all firms in the
same industry.

CRR Cash - Cash reserve ratio | Perera & Perera,

reserve risk by firm minus the | (2020) and Daniel
industry’s average | (2017) — adapted.
means divided by
standard deviation
of all firms in the
same industry.
FSIZE Firm size + or - log of total asset Yusuf & Maryam,
(2015) and
Usman, Hassan&
Dabo, (2016).

Source: Stata Output, 2023
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4. Results and Discussions
The descriptive statistics of the database shows in the tabular form; mean,
minimum, maximum and standard deviation of each of the variable

Table 2: Descriptive Statistics

Variable Obs Mean Std. Dev.  Min Max
ROA 120 -.000 .000 -.001 .000
FGR 120 -.000 .000 -.002 -.000
CR 120 .000 .000 -.000 .001
CRR 120 -.000 .000 -.000 .000
FSIZE 120 7.678 1.411 5.390 9.880

Source: STATA Output, 2023

The descriptive statistics of financial performance evaluated by return on asset
(ROA) shows an average of -N0.000 in Table 2. The ROA measures the company
efficiency and effectiveness in term of total asset utilization under its disposal by
investing into positively net income. The lowest and highest ROA values are -
N0.001 and N0.000 respectively. This implies that, must profitable deposit money
banks make N0.000 net revenue on a single N1 of total asset, while the deposit
money banks lowest were about -N0.001 loss on each M1 of total asset investment.
The standard deviation of ROA of M0.000 indicates that, there is a wide variation
of earnings across the selected deposit money banks as the average value of -
NO0.000 is very far from the standard deviation of 50.000.

With the respect to financing gap risk, the mean is -0.000 indicating a very high-
risk exposure of banks on financing gap, is at high level among the selected sample
banks as the higher risk ratio indicate high level of financing gap which may implies
too much cash in the bank that are kept idle, while low financing gap risk entails
high level of loan mobilization which will enhance a high return if the said loans
are performing ones. The minimum and maximum values are -0.002 and -0.000
respectively, signifying that, some deposit money banks have a very high financing
gap risk exposure as well as loan mobilizations due to high negative variance from
the mean, while none of the banks lent out as much as what they received as deposit
from customers, this indicate that, owners capital in loan mobilization is very
minimal. The mean of -0.000 shows a very wide variation from standard deviation
of 0.000, indicating that, there is high risk exposure of the financing gap risk among
the selected banks.
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The average value for current risk across the selected sample bank as shown on the
Table 2 above is 0.000 indicating the average current risk exposure, which seems
to be very low, however, the standard deviation of 0.000 showing a very low
dispersion as the value too close from cluster and around the mean. The minimum
and maximum values are 0.000 and 0.001 respectively. The minimum can be traced
to high exposure to current risk and inability of some banks to possibly meet their
obligations when need arises, while the maximum value entails that, some banks
are highly liquid and can absorb their obligation in term payment and possibly new
loan requirement.

Furthermore, the average value of cash reserve risk of the selected sample banks is
-0.000 showing an average of cash reserve risk exposure of the banks, which entails
moderate with high level of compliance with the CBN cash reserves requirement
and standard deviation of 0.000 which shows a very high dispersion as the deviation
moves far from the mean. The minimum and maximum -0.00064 and 0.000
respectively, indicate that, the minimum risk exposure in respect of cash reserve
risk of selected sample banks is -0.000 as per banks that abide by reserved
requirement as directed by CBN. While maximum cash reserve risk of 0.000 will
be attributed to new policy and changes in reserve requirement Vis a Vis possible
penalty that may be accrued to default banks.

Generally, the firm size was measure by the log of total assets of each individual
bank. The average mean of selected sample banks size is N7.678 trillion worth
assets which is a very good average capital base particularly if at least large percent
are in liquid form considering the nature of the business, the standard deviation
N1.411 which shows a very wide dispersion from the cluster when compared to its
mean indicating a very wide capital base among the sample banks. The minimum
and maximum values of firm size are N5.390 and N9.880 respectively; this could
be attributed to the bank with low and high capital base in term of total assets.

Table 3 Correlation Analysis

ROA FGR CR CRR FSIZE
ROA 1.000
FGR -0.134 1.000
CR 0.026 -0.064 1.000
CRR -0.023 -0.180 -0.039 1.000
FSIZE -0.148 0.287 -0.172 0.082 1.000

Source: STATA Output, 2023
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Table 3 present correlation value between dependent and independent variables and
correlation values among the independent variables themselves. These values are
generated from the Pearson Correlation output. The table indicates that independent
variable; CR has a positive relationship with dependent variable ROA with co
efficient of 0.026. This deduces that variables walk in the same direction with the
possibility of improving the financial performance of the banks. On the other hand,
FGR, CRR and control variable FSIZE have a negative association with the
dependent variables ROA with co efficient of -0.134, -0.023 and -0.148
respectively, this could be as a result of mismatch and over concentrations of non-
current asset in total asset composition, which does not generate income to the
banks instead of current asset that can be mobilize for loan to generate more returns.

In addition, with the regards to association among the explanatory variables
themselves, FGR has inversely association with CR and CRR with coefficient of -
0.064 and -0.180 respectively and positively related with control variable Fsize with
coefficient of 0.287. While CR has a negative association with CRR and Fsize with
same coefficients of -0.0385 and -0.172 respectively, while CRR has a positive
association with Fsize with coefficient of 0.0815.

Lastly, according to the Gujarati, (2004), in a situation where the relationship
among the independent variable is up to 0.80, measure must be taken to avoid
multicollinearity. And going by the coefficients’ association from the table and the
analysis, there is no existence of multicollinearity as such the variables under study
are feet, therefore no multicollinearity exist among the variables under the study.

Table 4: Regression Result

ROA Coef Std. Err z p > |z| [95% Conf.

Interval]
FGR -.031 .025 1.250 0.211 -0.079 0.169
CR 77 .310 2.510 0.012 0.169 1.384
CRR -.120 .029 -4.090 0.000 -0.177 -0.062
FSIZE -.000 .000 -2.820 0.005 -0.000 -0.000
Cons -.000 .000 -2.350 0.019 -0.000 -0.000
R-sq: 0.092 Wald Chi2(4):

54.800

No. of 120 Prob. > chi2: 0.000
Obs

Source: STATA Output, 2023
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The result of table 4 shows the result obtained from Generalized Least Square
(GLS) regression which was interpreted after conducting all relevant tests. In view
that, the database is panel in nature, the researcher run both fixed and random
effects model. Hausman specification test was conducted to enable selection of best
model for the analysis. The result was insignificant and therefore random effect is
the most appropriate for the database. However, the study employed GLS, this is
because of presence of heteroskedasticity thus making random effect model
inappropriate as parameter could be biased (Wooldridge, 2002).

The table 4 further reveals a R? value of 0.092. The R? which represent the
coefficient of multiple determination implies that, 9.2% of the total variation in the
dependent variable (ROA) of listed deposit money banks in Nigeria is jointly
explained by the explanatory variables (financing gap risk, current risk, cash
reserve risk and firm size) which is big enough for the research. Also, Wald Chi2
of 54.80 and the prob.>0.000 signifies the fitness of the model for the relationship
between the explanatory and explained variables.

Financing Gap Risk and Financial Performance

The result of Table 4 reports shows a negative relationship between financing gap
risk and financial performance of listed deposit money banks in Nigeria
insignificant (coefficient = -0.031, 10%) based on this result therefore, the result
produced evidence of failing to reject the hypothesis one of the studies, and
concluded that FGR has no significant impact on FP of listed deposit money banks
in Nigeria. The present finding is consistence with the work of Sokol et al, (2017)
and Tijani &Tharwa, (2022).

Current Risk and Financial Performance

The result of table reports shows a positive relationship between current risk and
financial performance of listed deposit money banks in Nigeria significant
(coefficient = 0.777, 5%) based on this result therefore, the result produced
evidence of rejecting the hypothesis two of the studies, and concluded that CR has
significant impact on FP of listed deposit money banks in Nigeria. The present
finding is consistence with findings of risk management theory and the work of
Muhammad & Mazhar, (2015), Omar & Kiran, (2017), Akenga, (2015), Ali et al,
(2019) and Sinkus, (2015).
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Cash Reserve Risk and Financial Performance

The Table 4 results shows a negative relationship between cash reserve risk and
financial performance of listed deposit money banks in Nigeria significant
(coefficient -0.120, 1%) based on this result therefore, the result produced of
rejecting the hypothesis three of the studies and conclude that, CRR has significant
impact of FP of listed DMBs in Nigeria. The present finding is consistence with
risk management theory and the work Perera & Perera, (2020), Teminosiku et al,
(2017) and Samreen & Samreen, (2015).

5. Conclusion and Recommendations

As per the result of this study, current risk has a significant positive effect on the
financial performance of listed DMBs in Nigeria, the increase in the current risk
will increase the financial performance, while increase in cash reserve risk will lead
to decrease in financial performance of listed deposit money Banks in Nigeria. The
findings are in line the work of Sokol et al, (2017), Tijani &Tharwa, (2022),
Amaliah & Hassan, (2019), Khalid et al, (2019), Omar & Kiran, (2017), Mishra &
Pradhan, (2019), Hongli et al, (2019) and Nabeel & Hussain, (2017).

In line with the findings, the study recommends among others; the management of
the banks should recheck the need for recapitalization as doing this will enhance
the capability of the banks in financing large transactions and resolving
mismatching challenges as owners fund will be available for long term financing.
The study also recommended that, the management of the banks should ensure
compliance by keeping required amount in liquid as directed by central bank of
Nigeria, as doing this will enable the banks to meet possible unexpected cash
withdrawal, immature term deposit liquidation and other payable on demand which
will enhance their performance. The banks’ management should always ensure
compliance on regulatory directives particularly on cash reserve as doing this will
reduce the possible loss and improve on their performance.
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