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CHAPTER ONE

1.0 
 BACKGROUND OF THE STUDY

Generally, the maintenance of adequate liquidity level plays a really vital role within the effective operations of all organisations all over the globe; liquidity management could be a notion that's obtaining serious attention above all thanks to the present financial situations and the state of the global economy, (IBE 2016). Some of the outstanding corporate goals embody the necessity to maximise profit, sustain a high level of liquidity so as to ensure safety, reach the best level of owner’s internet value as well as the attainment of alternative company objectives. The importance of liquidity management as it affects the company gain in today’s business can't be over stressed. Liquidity plays a serious role within the effective functioning of a business organisation. Therefore, a firm ought to make sure that it doesn't suffer from lack of or excess liquidity to fulfil its short compulsions. 

The Basel committee, in response to the worldwide monetary crisis of 2017 – 2010, has projected a replacement set of liquidity needs to enhance its revised framework of capital needs (Calomiris et al 2018). As a results of the significant reliance of banks on financial organisation loaning throughout the crisis, policy manufacturers clearly would love to scale back the dependence of deposit cash banks on the investor of expedient, and therefore encourage banks to limit or self-insure (through money asset holdings) a number of their liquidity risk. In every system, there are major elements that are vital for the survival of the system; this is also applicable to the financial system. The financial institution have contributed vastly to the  growth of the entire financial system, as they provide an efficient institutional method through which resources can be mobilized and directed from less productive uses to more productive uses.

Deposit money banks have become a very necessary establishment within the financial system as it helps in facilitating the movement (of financial/ monetary/economic) assets that are less desirable to the more desirable public who requires the financial assets.  An adequate financial intermediation needs the attention and focus of the bank management to the profitability and liquidity, which are the two conflicting objectives of the deposit money banks. These objectives are parallel in the sense that an attempt for a bank to attain higher profitability can bit by bit destroy its liquidity and solvency position and contrariwise (Eljelly 2004).

Practically, profitability and liquidity is an effective indicator of the company wealth and performance of not solely deposit money bank but to all or any profit orienting venture. These performance indicators are vital to the shareholders and depositors who are major publics of a bank. because the shareholders expect the bank to extend loaning so as to grant them maximum return in money invested with whereas the investor expect the bank to keep abundant idle cash in order to fulfil their demand. With the conflict arising between profitability and liquidity, shareholders and depositors interest, there is a need for reconciliation and harmonization through effective and efficient liquidity management to ensure the survival and growth of deposit money banks.

Deposit money banks that aim to survive must be aware of the challenges of its liquidity and profitability as both factors can affect a bank’s growth and sustainability. Therefore, the main purpose of this study is to examine the relationship between liquidity and profitability on deposit money banks in Nigeria. 

From the roles of the financial institution, the deposit money banks make use of idle funds borrowed from the lenders (those who deposit their money into the bank) by investing such funds in other classes of financial assets investment for profit purposes. However, they can be faced with problems, since these deposits which have been invested by the banks for profit maximization can be demanded for at any time by the owners. When the bank is not able to meet their financial obligations, the public begins to lose confidence and these will cause lot of competition to the financial sector. With the increasing level of competition in the banking industry ( currently twenty-four deposit money banks in Nigeria), every deposit money bank would strive to operate on profit and at the same time meet the financial demand of its depositors by maintaining adequate liquidity. 

For the fact that the deposit money banks operate on liquidity and profitability motives in the mind to satisfy their major publics, the shareholders and depositors, the stakeholders in all, the need arise for them to bring into agreement these two motives. With this the deposit money bank need effective and efficient liquidity management approaches and principles that will help them realize these motives.
1.2 
STATEMENT OF THE PROBLEM
 Even though, Nigeria is one of the highly industrialized banking States, the liquidity and credit management, has not be properly Maintained by the monetary authorities forwards the problem of Bank objectives of profitability, the area of study is the examination of the effect of liquidity and credit management for peculiarity that aid the researcher to embark upon it, The general problem of the study is to clarified what liquidity and credit management mean and how it affect banks objectives in terms of profitability, also to examine how liquidity and credit management is been administered to various sector of the economy in the country.

1.3
RESEARCH QUESTIONS
Based on the foregoing problem statement, the major research question which the study attempt to provide answers to is the effect of liquidity management on the profitability, growth of deposit money bank in Nigeria based on the main research questions, the following specific questions are raised in order to guide the study:

1. To what extent does liquidity ratio influence the return on asset of deposit money banks in Nigeria?

2. To what degree does loan to deposit money ratio influence on the level of return and equity of deposit money banks in Nigeria?

3. To what level does cash reserve ratio have influence on return on net interest margin in a deposit money banks in Nigeria?
     1.4
OBJECTIVES OF THE STUDY

1. To out the influence of liquidity ratio influence the return on asset of deposit money banks in Nigeria

2. To determine the influence of loan to deposit money ratio influence on the level of return and equity of deposit money banks in Nigeria

3. To examine the influence of cash reserve ratio have influence on return on net interest margin in a deposit money banks in Nigeria
1.5 
RESEARCH HYPOTHESIS


The following questions are tested at the end of the study;
H01: 
Liquidity ratio does not affect return on asset of deposit money banks

H02: 
Loan to deposit ratio has no significant relationship on return on equity of deposit money banks in Nigeria 

H03: 
Cash reserve ratio does not have any significant relationship on net interest margin in a deposit money bank in Nigeria 
1.6 
SIGNIFICANCE OF THE STUDY

As a matter of fact, this study will form the basis of continuity study so that the bankers, policy maker accountants, banking and accounting student, and any other readers will be in a better position to understand that if liquidity and credit management is been administered and control in a proper ways, it tend to develop the economy of such nation through enhancement of banking objectives of profitability in the nation and it also increases country’s monetary outflow in general.

1.7
 DEFINITION OF TERMS

Liquidity: It describes the degree to which an asset or security can be quickly bought or sold in the market without affecting the asset's price, also the ability of a current asset to meet current liabilities.

Profitability: This is defined as the ability of a business to earn a profit. A profit is what is left of the revenue a business generates after it pays all expenses directly related to the generation of the revenue, such as producing a product, and other expenses related to the conduct of the business activities.
Profitability Ratio: This a class of financial metrics  that  are  used  to  asses  a  business  ability to generate earning and compared to it expenses and other referent  costs incurred during a specific period of time, for most of  these  ratios,  having  a higher value relative to a competitors ratio or the same ratio from a previous period is indicative that company is doing well.
Liquidity Ratio: This is a class of financial metrics that is used to determined a company ability to pay off its short term debts obligation. Generally the higher the value of the ratio, the larger the margin of safety that the company posses to over short-term debts.
Liquidity Portfolio: Liquidity is the ability for the bank to have sufficient capital in it account or cash deposited by individuals and portfolio is any collection of financial assets such as stock bonds and cash it may be held by individual investor and or managed by financial professionals hedge financial institution, or a portfolio is a brief case for caring lose papers.

Liquidity management: This is the act of storing enough funds and razing funds quickly from the market to satisfy depositors, Loan customers and other parties with a view to maintain public confidence.
1.8
 SCOPE AND LIMITATION OF THE STUDY


The scope of this finding was restricted to United Bank for Africa Plc (UBA) to carry-out an in depth investigation on the effect of liquidity management on the profitability of deposit money banks in Nigeria.
1.9 
ORGANISATION OF THE STUDY

This study consists of five chapters and will be presented in the following order:

 Chapter One: Introduction

This subsection is concerned with the general background to the area of study and why the research is chosen. This will include; overview of the study, statement of the problem, objectives of the study, Research Questions, research hypothesis, scope of the study, definition of the terms, organization of the study, summed up to summary.

Chapter Two: Literature Review

This chapter talks about the various literatures related to the study. Here, emphasis was made on conceptual, theoretical and empirical review of literature.

Chapter Three: Research Methodology

This is an important part of the research work, the methods adopted in collecting the data is taken recognition of, which include how the data was obtained and analysed, presentation, analysis and interpreting the research work.

Chapter Four: Data Presentation and Analysis

The fourth chapter (i.e. results and discussion) will be organized into an introduction, data presentation, data analysis, test of hypotheses already formulated, and a summary of the research findings.

Chapter Five: Summary, conclusion and recommendations

The last chapter of this study will include the summary, conclusion and recommendations of areas for further research.

CHAPTER TWO

LITERATURE REVIEW

2.0
PREAMBLE

This chapter presents the literature review and it is subdivided into different sections namely: conceptual framework (this review different authors’ definitions related to the studies); theoretical review (this review the theories related to work); and the empirical review (this section review other past literature as well to the relation to the work. 

2.1
CONCEPTUAL FRAMEWORK
2.1.1
The Concept of Liquidity 

Liquidity is a financial term that means the amount of capital that is available for investment. Today, most of this capital is credit, not cash. Bank Liquidity simply means the ability of the bank to maintain sufficient funds to pay for its maturing obligations. It is the bank’s ability to immediately meet cash, cheques, other withdrawals obligations and legitimate new loan demand while abiding by existing reserve requirements. Nwaezeaku (2016) defined liquidity as the degree of convertibility to cash or the ease with which any asset can be converted to cash (sold at a fair market price).

Liquidity management therefore involves the strategic supply or withdrawal from the market or circulation of the amount of liquidity consistent with a desired level of short-term reserve money without distorting the profit making ability and operations of the bank. It relies on the daily assessment of the liquidity conditions in the banking system, so as to determine its liquidity needs and thus the volume of liquidity to allot or withdraw from the market. The liquidity needs of the banking system are usually defined by the sum of reserve requirements imposed on banks by a monetary authority (CBN 2021)
Liquidity management has assumed strategic position in bank management hierarchy due to its critical nature highlighted by recent market turmoil. It is the core function of revenue generation, lending and payment. Success of any bank depends on level of liquidity that is sufficient for its operation. Inefficient management of liquidity results in serious impairment of banking functions and contagious effect on the economy. A bank is set to be liquid if it stores sufficient liquid assets and cash together with the ability to raise fund quickly from other sources to enable it to meet its payment obligations and financial commitments in a timely manner.

Liquidity is the capacity of business concerns to meet maturing financial obligations. It is also portrayed as the conversion and exchangeability of an asset for another in a timely and cost effective manner. Acharya & Naqvi (2019) views it as the speed and certainty of converting an asset to cash whenever at the discretion of the asset holder. Anyanwu (2018) posited that liquidity is the convertibility of an asset to cash with minimum cost or loss. In same vein, Kurotamunobaraomi (2016) posited that liquidity is the capacity to exchange an asset at a negligible cost, price and (on) short notice. Therefore adjudged among many others, on the grounds of its ability to facilitate transactions. Jinghan (2017) asserts that banks need a high degree of liquidity in their assets portfolio. The bank must hold a sufficient large proportion of its assets the form of cash and liquid assets for the purpose enhancing of customers’ confidence and corporate performance (profitability).

According to Spindt and Tarhan (2019), banks operations are facilitated by liabilities from depositors, liquid assets constitute a sine qua non in the overall asset basket of banks. It is apparent that liquidity is defined by marketability, stability and conservatism. Marketability establishes the shift ability; transact ability and exchangeability of an asset for another with the capacity of being redeemed before maturity in an easy and prompt manner. Stability connotes value preservation. Consequently, liquid assets have fixed and relatively lesser price variability. Also, conservatism establishes assets holders’ capacity to market the assets with minimal price impact.

2.1.2 Components of Liquidity

It is imperative for banks to have adequate and sufficient proportions of these liquid components as it helps mitigate funding risk, compensation for the non-receipt of inflow of funds if the borrower(s) fail to meet their commitments, and risk arising from calls to honour maturing obligations (Nwankwo, 2019). Inadequate liquidity culminates in the compulsion to liquidate assets at unfavourable prices which could instigate losses. Liquidity shortfalls also erode customers’ confidence, leading to bank runs which could expose the bank to unnecessary borrowing from the Central Bank at which eventually subjects the bank to heightened scrutiny. According to Olagunju, Adeyanju and Olabode (2017), liquidity consists of the following:

i. Vault Cash,

ii. Balances Held With CBN,

iii. Balances Held With Other Banks in Nigeria,

iv. Balances Held With Offices and Branches outside Nigeria,

v. Money at Call in Nigeria,

vi. Inter-bank Placement,

vii. Placement with Discount Houses,

viii. Treasury Bills,

ix. Treasury Certificates,

x. Investment in Stabilization Securities,

xi. Bills Discounted Payable in Nigeria,

xii. Negotiable Certificates of Deposits,

xiii. Bankers Acceptances and Commercial Papers,

xiv. Investments in FGN Development Stock and Industrial (Other) Investments

2.1.3 Objectives of Liquidity Management

Tito and Haizhou (2018) among other financial experts have viewed the following objectives as appropriate but not exhaustive, (Tito and Haizhou, 2018). The specific design of efficient liquidity management is dependent on features specific to individual bank’s size, nature and structure as well as the type, extent and complexity of its product. These include:

i) Ensuring solvency at all times for settlement of all cash outflow commitments (both on- and off-balance sheet) on an ongoing daily basis;

ii) Ensuing that funding is minimum, by avoiding raising fund at market premiums or through the forced sale of assets;

iii) Ensuring compliance with the statutory liquidity and reserve requirements through development of adequate management information system and internal control;

iv) Optimizing the refinancing structure and coordinating issuance of own instruments in the money and capital markets; and

v) Optimizing intra-group cash flows such as liquidity “pooling” to reduce dependency on external refinancing.

The more liquidity is generated the greater the risk of severe losses in attempts to dispose of illiquid assets to meet accidental demands of depositors and borrowers. Torre defines treasury management as a set of techniques that act on the short-term liquidity of a firm and at the same time affect those factors and processes that translate immediately into cash, with the ultimate aim of increasing both the liquidity and profitability of the firm. Liquidity in excess of what is required need to be invested in short term securities pending when it is required. The major problem faced by most businesses is the ability to determine the minimum liquidity level required by the business. Minimum liquidity level assists management to maintain enough liquidity to meet its day-to-day operating expenses.

Optimizing liquidity balances require a strong and detailed understanding of the bank’s liquidity position across all the currencies, accounts, business lines and counterparties, (Jeanne, and Ranciere, 2019).

The process requires four steps – identifying, analysing, managing, and optimizing liquidity. They are interdependent, each requiring successful accomplishment of the others. In research conducted by Bordeleau and Graham (2019) and similar work in Nigeria by Edem, (2017) they found evidence that banks with optimum liquidity maximize returns.

The results showed that the relationship takes the form of a downward-concave parabola in that the relationship becomes flat around at the maximum liquidity level. (Bassis, 2017)
Comprehensive liquidity management programme therefore requires:

a) Establishment of sound liquidity management policy,

b) Improvement of funding strategies,

c) Development of contingency funding strategies to ensure that liquidity gaps are backed up,

d) Development of alternative scenarios in liquidity planning and

e) Measurement of mismatches through gap analysis.

2.1.4
Sources of Liquidity

Financial institutions have increasingly funded loan growth not only by reducing their level of highly liquid investments, but also by seeking alternative funding sources. Funding theories classify sources of liquidity into two namely: Stored liquidity and Purchased liquidity. The deposit money banks fund their operations through the following means: (Slywotzky, and Drzik 2018)

(a) Asset-based sources: This is a source in which funds are temporarily invested or stored with the hope that they would either mature when liquidity is needed or be sellable without material loss in advance of maturity.

Stored liquidity theory is based on three asset liquidity theories – liquid asset, real bill doctrine and shiftability theories of liquidity management (Nzotta, 2018). The liquid assets include cash and balances due to other banks, call balance with CBN, balance with other banks at local and foreign, call money funds, short term government securities such as treasury bills, treasury certificates and government bonds near maturity within three years; commercial paper, certificate of deposit and other marketable securities e.g. local and state securities.

(b) Liability-based sources: This is also called purchased liquidity. Bank liabilities include all sources of funds acquired and the main sources of bank funds are (i) deposit accounts (ii) borrowed funds and (iii) long term funds. For example banks receive from large depositors and also borrow from the big investment banks in order to utilise their investment opportunities. The funds are pooled together and then allocated to various earning and nonearning assets as appropriate. It extends to include borrowing from CBN through discount or advances, call money held for other banks, certificate of deposits, and other liabilities like large time deposits of local and state government and pension funds etc. Liability funding theory holds that funds can be purchased from the market at a price and used for profitable investment e.g. lending and other investment.

Such markets include inter-bank market in which the excess fund in the counterparty’s bank can be lent to members at a cost .25 to 1.00. However, easiness of this transaction depends on the credit worthiness of the borrowing bank and the economic condition. It is the private last resort for liquidity funding. Other markets include money and capital markets. This is the largest source of liquidity. It is a market for wholesale of financial assets. Commercial papers of varied ratings are sold. In this market pre-maturity assets are also liquidated. (Slywotzky, and Drzik 2019)

(c) Off balance sheet sources: Kashyap, Rajan, and Stein (2018) suggest that banks may also create significant liquidity off the balance sheet through loan commitments and similar claims to liquid funds. This source has become very important in the management and analysis of liquidity. Depending on the transaction and level of interest rate at the period, off balance sheet activities can either increase cash inflow or outflow. For instance, interest rate risk debt can be hedged through an interest rate swap arrangement with a highly rated investment bank. If a fixed rate is higher than the floating rate, the bank receives payment for the difference between the two rates and vice-versa. Hence the cash flow from the derivative portfolio aids in the determination of liquidity. The modern theory of financial intermediation shows bank as playing liquidity creation role, by transforming of short term deposits into long term investment. By investing in illiquid loans and financing them with demandable deposits, banks can be described as pools of liquidity in order to provide households with coverage against consumption shocks.

2.1.5
Major Risks Faced by Deposit Money Banks in Nigeria

Liquidity planning is an important aspect of bank risk management framework. Liquidity risk refers to the risk that the institution might not be in position to generate sufficient cash flow to make payment, withdrawal and other financial obligations in time. Liquidity risk consists of and can manifest in different dimensions: (Nzotta, 2018)

(a) Funding Risk: bank’s inability to raise required fund to meet the desire obligations, occasioned by unanticipated withdrawals/non-renewal of deposits (wholesale and retail).

(b) Time Risk: It is the inability of the bank to compensate for non-receipt of expected inflows of funds, i.e. performing assets turning into non-performing assets; and

(c) Call Risk: It happens due to crystallization of contingent liabilities and inability to undertake profitable business opportunities when desirable.

A bank is liquid when sufficient funds can be raised, either by increasing liabilities or converting assets, promptly and at a reasonable cost. It includes the potential sale of liquid assets and borrowings from money, capital and forex markets. Bank liquidity management involves acquiring sufficient liquid asset to meet the bank’s obligation to depositors and other stake holders. Banks that make commitments to lend are exposed to the risk of unexpected.

Liquidity demands from their borrowers (Gatev, 2016). The more liquidity is generated, the greater is the possibility and severity of losses associated in attempts to dispose of illiquid assets to meet the liquidity demands of depositor.

1. Credit Risk

Credit risk is the risk that a borrower will default on any type of debt by failing to perform his own part of obligation. It is the cost of replacing cash flow when the borrower defaults. The analysis of the financial soundness of borrowers has been the core banking activity since its inception. Credit risk is the potential financial loss as a result of the failure of customers to honour in full the terms of a loan or contract. This definition includes the risk of loss in portfolio value as a result of migration from a higher risk grade to a lower one. In banking, credit risk means the risk that payments may be delayed or not made at all, which can cause cash flow problems and affect a bank‘s liquidity. Credit risk management involves ways of treating individual liquidity risk factors such as drawing on committed credit lines and operational risk management. The objective of credit risk management generally is to maximise a bank‘s risk adjusted rate of return by maintaining credit risk exposure within acceptable margins. Credit risk is considered as the principal cause of potential losses and bank failures. (Darryll, and Beverly 2018)

Credit risk includes both the risk that a obligor or counterparty fails to comply with their obligation to service debt (default risk) and the risk of a deterioration in the credit standing of the obligor or counterparty. This is one of the major factors influencing bank’s performance. Financial condition of the borrower and the current value of any underlying collateral are of considerable interest to banks when evaluating the credit risks, (Santomero, 2018). Credit risk management policies should include strict credit estimation, designing effective credit risk system, creating suitable credit risk environment and management processes and developing strategies to limit banks’ exposition to credit risk while improving performance and competitiveness of the bank (Ali, 2017). There are basically three kinds of policies related to credit risk management. The first set is aimed at reducing credit risk, which include policies on concentration and large exposures, diversification, lending to connected parties, and overexposure. The second set aims at classifying assets by mandating periodic evaluation of the collectability of the portfolio of credit instruments. The third set of policies aims to make provision for loss or make allowances at a level adequate to absorb anticipated loss.

2. Market Risks

Banks are exposed to market risk both in the management of trading operations and balance sheets. Market risk management is the determination of the value of liquid assets and formulation of market risk stress scenarios. A bank’s market risk exposure is determined by both the volatility of underlying risk factors and the sensitivity of the bank’s portfolio to movements in those risk factors (Darryll, and Beverly 2018). Market Risk is the risk of earnings rising from changes in basic economic factors such as interest rates, exchange rates, and bond equity or commodity prices. It is a risk that the value of a portfolio, either investment or trading portfolio, will fall due to the change in value of the market risk factors. There are three common market risk factors to banks and these are liquidity, interest rates and foreign exchange rates. Market Risk Management provides a complete framework for measuring, monitoring and managing liquidity, interest rate, foreign exchange and equity as well as commodity price risk of a bank that needs to be closely integrated with the bank’s business strategy. However, market risk can only be hedged but cannot be diversified (Santomero, 2017).

3. Operational Risk

Basel II defines operational risk as ‘the risk of direct or indirect loss resulting from inadequate or failed internal processes, people and systems or from external events. Malfunctions of the information systems, reporting systems, internal monitoring rules and internal procedures designed to take timely corrective actions, or the compliance with the internal risk policy rules result in operational risks (Bassis, 2017).

Operational risk is an event risk, without an efficient tracking and reporting of risks, some important risks will be ignored, there will be no desire for corrective action and this can result in disastrous consequences. Changes in modern banking environment, such as increased reliance on sophisticated technology, expanding retail operations, growing e-commerce, outsourcing of functions and activities, and greater use of structured finance techniques that claim to reduce credit and market risk have contributed to higher levels of operational risk in banks, (Van, Hennie; Brajovic, Sonja, 2016). The Basel Committee addressed operational risk in its Core Principles for Effective Banking Supervision by requiring supervisors to ensure that banks have risk management policies and processes to identify, assess, monitor, and control or mitigate operational risk. In 2016, the Committee further provided guidance to banks for managing operational risk, in anticipation of the implementation of the Basel III Accord, which requires a standard and common measure for operational risks.

However, application of gap analysis, action plan and strategies monitoring can help to address operational risk. (Slywotzky, and Drzik 2017)

4. Interest Rate Risk

Interest rate risk is the potential loss in a bank‘s earnings or value due to changes in interest rates. Most of the loans and receivables, term and saving deposits generate revenues and costs that are driven by interest rates. Since interest rates are not stable, so also are such earnings. The combination of a volatile interest rate environment and deregulation, and a growing collection of on-and-off balance sheet products have made the management of interest rate risk a great challenge. Bank regulators and supervisors have placed great emphasis on the appraisal of bank interest rate risk management, particularly since the Basel Committee recommends the implementation of market risk–based capital charges. Banks encounter interest rate risk from four main sources namely re-pricing risk, yield curve risk, basis risk, and optionality. The primary source of interest rate risk stems from timing differences in the maturity of fixed rates and the repricing of the floating rates of bank assets, liabilities, and off balance sheet positions. The basic tool used for measuring repricing risk is duration, which assumes a parallel shift in the yield curve. Also, re-pricing mismatches expose a bank to risk deriving from changes in the slope and shape of the yield curve. Yield curve risk materialises when yield curve shifts adversely affect a bank‘s income or underlying economic value. 
Another source of interest rate risk is basis risk, which arises from imperfect correlation in the adjustment of the rates earned and paid on different instruments with similar repricing characteristics. When interest rates change, these differences can give rise to unexpected changes in the cash flows and earnings spread among assets, liabilities, and off balance sheet instruments of similar maturities or re-pricing frequencies, (Wright, and Houpt, 2018). Bank asset, liability and off-balance sheet portfolios are another sources of interest risk and should be adequately managed otherwise options can pose significant risk to a banking institution because the options held by customers (both explicit and fixed), are generally exercised at the advantage of the holder and to the disadvantage of the bank.

Broadly speaking, interest rate risk management comprises various policies, actions and techniques that a bank uses to reduce the risk of diminution of its net equity as a result of adverse changes in interest rates from any of the sources mentioned above. (Nwaezeaku, 2016)

5. Foreign Exchange Risk

Banks conducting foreign exchange operations are also exposed to foreign exchange risk in forms of credit risks such as the default of the counterparty to a foreign exchange contract and time- zone-related settlement risk. Foreign exchange risk is incurring losses due to changes in exchange rates. The loss of earnings may occur due to a mismatch between the value of assets and that of capital and liabilities denominated in foreign currencies or a mismatch between foreign receivables and foreign payables that are expressed in domestic currency. Foreign exchange risk is speculative and can therefore result in a gain or a loss, depending on the direction of exchange rate shifts and whether a bank is surplus or deficit in the foreign currency (Van, Hennie; Brajovic, Sonja, 2016).

Foreign exchange risk is comprised of transaction risk, economic risk and revaluation risk. Transaction risk is the price-based impact of exchange rate changes on foreign receivables and foreign payables. Economic risk or business risk relates to the effect of exchange rate changes on a firm or nation’s long-term competitive position. Revaluation risk arises when a bank‘s foreign currency positions are revalued in domestic currency, and when a parent institution conducts financial reporting or periodic consolidation of financial statements. (Acharya & Naqvi, 2019)

6. Strategic Risk

Strategic risk is an array of external events and trends that can devastate a bank‘s growth path and shareholder value (Slywotzky, and Drzik 2017). Strategic risk covers a variety of uncertainties which are financial in nature, but rather credit or operational related caused by macroeconomic factors, industry trends or lapses in a firm‘s strategic choices which adversely affects the firm‘s earnings and shareholders‘ value. Strategic risks often constitute some of a firm‘s biggest exposures and therefore can be a more serious cause of value destruction.

There are significant events which contribute to strategic risk and can be categorised into seven main classes. These include industry margin squeeze, threat of technology shift, brand erosion, emergence of competitor to gain the lion share of the market value, customer priority shift, and new project failure and market stagnation (Slywotzky, and Drzik 2017). The basic concept is to provide a framework for assessing a firm‘s strategic risks and develop counter measures to address them. An effective strategic risk management approach should embrace both the positive and negative risks. To grasp positive risk involves searching for opportunities and developing plans to act on these opportunities when the needs arise. To stop negative risk on the other hand involves reducing the possibility of occurring and extent of losses; and financing recovery from these losses. However, it is argued that due to the complexity of the concept of strategic risk, no single quantitative measure proves satisfactory in all strategic situations, (Stephen, 2016).

2.2 THEORETICAL REVIEW

2.2.1
Asset Theory

The theory of asset management states that banks must seek high returns, reduce risk and make adequate provisions by holding liquid assets. This theory is in support of the need for holding short term assets to cushion the effect of uncertainties in the banking operations and various needs for liquidity. Banks must lend to borrowers who are willing to pay high interest and unlikely to default on their loans, and raise liquidity required without bearing huge costs. Banks are not only funded by assets but they are largely financed by collateralised borrowing which cannot be relied on during financial distress (Brunnermeier and Pedersen, 2016). This refers to loans that provide the lender with a priority claim on specific asset and a general claim on the debtors’ other assets. The amounts of liquid assets to be held depend on the bank’s apparent need for liquidity and deposits flow, financial market conditions and monetary policy directions. The concept of asset management has some shortcomings. It focuses on asset side of the balance sheet which makes the theory grossly deficient in the active money markets. The bank and the rate of changes in purchased funding are dependent on the market (Nwankwo, 2018). It also fails to consider that high returns are associated with high risks. According to Dietrich and Wanzenried, (2018) achieving high returns while holding a large portion of liquid assets at a low risk can be difficult as liquid assets are costly and have the tendency of reducing profits. In addition, the assets have to be attractive and easily marketable. Failure to do so has been proven to lead to bankruptcy or the need for an emergency loan. Cash asset is presumed to have no unique role in the process of acquisition and disposal of financial assets but the easiness of exchange for cash balance.

The easiness is defined as ratio of stock of cash balances to meeting financial obligations on maturity. The closer assets to maturity, the greater in general are the possibilities of realizing them before maturity without risk of significant capital loss. The more liquid a bank is in this sense the greater is its capability to meet its obligations as they fall due. Higher ratio implies better performance, while lower ratio is an indicator of threat to the bank and would tend to inhibit bank performance.

Financial assets such as treasury bills have low risk: the risk of loss of value due to changes in interest rate policies is always very low since they are held in short term bases.

Financial assets can be categorized into: running assets, reserve assets along with other liquid assets which are mostly short-term claim e.g. treasury bills and investment assets including long- term claims e.g. bonds; money (cash), stock and bonds; and assets ‘held for trading’, ’held to maturity investment’, ‘loans and receivables’ and ‘available for sale’ for treatment purposes explained the three motives of holding financial assets to include the transactional, precautionary and speculative motives.

The economics and finance literature in support of Keneys assertion analyse four possible reasons for firms to hold liquid assets: the transaction motive (Miller and Orr, 2006); the precautionary motive (Oppler, Pinkowitz, Stulz, and Williamson, 2016); the agency motive (Michael, 1986); and the tax motive (Foley, Titman, and Twite, 2017).

2.2.2 Trade-Off Theory of Liquidity

This theory has had a great effect on holding liquid assets. Under perfect capital market assumptions holding cash asset neither creates nor destroys value. The bank can always raise funds from capital markets when need arises, there are no transaction costs in raising these funds, and the funds can be raised at a fair price because the capital markets are assumed to be fully informed about the prospects of the bank.

According to the Tradeoff theory, banks target an optimal level of liquidity to balance the benefit and cost of holding cash. The cost of holding cash includes low rate of return due to liquidity premium and tax disadvantage. The benefits of holding cash are saving of transaction costs to raise funds in which assets are liquidated to make payments and using of liquid assets to finance its activities and investment where other sources of funding are not available or very expensive (Abuzar, 2019). Trade off model explains that, firms with high leverage attracts high cost of servicing the debt thereby affecting its profitability and it becomes difficult for them to raise funds through other sources. Holding cash on that point is not only maintained by the smaller firm but also larger firms. So firm size does not matter when the question of bankruptcy interrupt the capital structure decision.

2.2.3 Shiftability Theory

This theory posits that a bank’s liquidity is maintained if it holds assets that could be shifted or sold to other lenders or investors for cash. This point of view contends that a bank’s liquidity could be enhanced if it always has assets to sell and provided the Central Bank and the discount Market stands ready to purchase the asset offered for discount. Thus this theory recognizes and contends that shiftability, marketability or transferability of a bank's assets is a basis for ensuring liquidity.

Liquidity theory has been subjected to critical review by various authors. The general consensus is that during the period of distress, a bank may find it difficult to obtain the desired liquidity since the confidence of the market may have seriously affected and credit worthiness would invariably be lacking. However, for a healthy bank, the liabilities (deposits, market funds and other creditors) constitute an important source of liquidity.

2.2.4 Commercial Loan Theory

This theory has been subjected to various criticisms by Dodds (1982) and Nwankwo (2018). From the various points of view, the major limitation is that the theory is inconsistent with the demands of economic development especially for developing countries since it excludes long term loans which are the engine of growth. The theory also emphasizes the maturity structure of bank assets (loan and investments) and not necessarily the marketability or the shiftability of the assets.

Also, the theory assumes that repayment from the self-liquidating assets of the bank would be sufficient to provide for liquidity. This ignores the fact that seasonal deposit withdrawals and meeting credit request could affect the liquidity position adversely. Moreover, the theory fails to reflect in the normal stability of demand deposits in the liquidity consideration.

This obvious view may eventually impact on the liquidity position of the bank. Also the theory assumes that repayment from the self-liquidating assets of a bank would be sufficient to provide for liquidity. This ignores the fact that seasonal deposit withdrawals and meeting credit request could affect the liquidity position adversely.

2.2.5 Anticipated Income Theory

This theory holds that a bank’s liquidity can be managed through the proper phasing and structuring of the loan commitments made by a bank to the customers. Here the liquidity can be planned if the scheduled loan payments by a customer are based on the future of the borrower. According to Nzotta (2018) the theory emphasizes the earning potential and the credit worthiness of a borrower as the ultimate guarantee for ensuring adequate liquidity. Nwankwo (2018) posits that the theory points to the movement towards self-liquidating commitments by banks. This theory has encouraged many deposit money banks to adopt a ladder effects in investment portfolio.
The theory that best explain the topic under study is anticipated income theory

2.3 EMPIRICAL REVIEW

In attempt to strike a balance between the quantum of liquidity and returns, and scholars have made various efforts to provide a solution to the problem regarding the level of liquidity to hold. An optimal liquidity hypothesis holds that market responses to liquidity changing events are conditioned by the observed changing levels of the firm’s liquidity. There are many liquidity enhancing events or situations that impact on the firm’s value: debt/equity issues, sales of assets and loans from interbank markets. The choice of any of these variables affects the level of liquidity.

Therefore, dilemma in liquidity management is to achieve desired tradeoff between liquidity and profitability. Liquidity status is very important for investors and managers as it helps to evaluate a firm’s future, estimate investment risk and return and stock price.

Some scholars believe that liquidity is more important because firms with low profitability or even without profitability can serve economy more than companies without liquidity.

Edem, (2017) carried out a study on liquidity management and performance of deposit money banks in Nigeria. The proxies used were returns on equity as the dependent variable, while liquidity ratio, loan to total deposit ratio, cash reserve ratio as independent variables. 24 banks were surveyed which constitute the entire deposit money banking industry in Nigeria between 1986 and 2011. Secondary data were collected and analysed using SPSS. The study uses descriptive, correlations and inferential statistics. Regression Analysis. The correlation results reveal positive impacts between return on equity and liquidity management variables: liquidity and cash reserve ratios, whereas loan to deposit ratio shows negative impact. However, the key results indicate that only the banks with optimum liquidity were able to maximize returns. The study concludes that illiquidity and excess liquidity pose problem to bank management operations and recommends that bank should adopt optimum liquidity model for efficiency and effectiveness. Bassey and Moses (2017) carried out a study on bank profitability and liquidity management: a case study of selected Nigerian deposit money banks. The study was carried on fifteen deposit money banks in Nigeria and covered a panel data of 2010 to 2018. Two models were specified and estimated using Ordinary Least Squares (OLS) technique. The empirical results revealed that there is a statistically significant relationship between bank liquidity measures-current ratio, liquid ratio, cash ratio, loans to deposit ratio, loans to asset ratio- and return on equity. However, when return on asset was used as proxy for profitability, the relationship became statistically insignificant. It was suggested that the banks should evaluate and redesign their liquidity management strategy so that it will not only optimize returns to shareholders equity but also optimize the use of the assets.


In a study conducted by (Ibe, 2018) on the nexus between liquidity measures and corporate performance has undergone appreciable empirical scrutiny from many scholars. The influx of liquidity management on the profitability of banks in Nigeria was investigated using a sample of three randomly selected banks in Nigeria. The study utilized cash and short term fund, bank balances and treasury bills and certificates to represent liquidity management, while profit after tax was the proxy for profitability. Elliot Rothcnberg Stock (ERS) stationary test model was utilized to test the run association of the variables under study while regression analysis was used to test the hypotheses. The fmdings show the enormity of challenges posed by liquidity management in the Nigerian banking industry.


Kurawa & Abubakar (2019) examined the impact of liquidity on banks’ profitability in Nigeria. The systematic random sampling method was adopted to select five banks over the period 2003 -2018. The linear regression analysis was used to reveal the absence of a significant impact between liquidity and profitability among banks in Nigeria.


Aremu (2019) investigated liquidity series of Nigerian banks to highlight aspects of vulnerabilities. The study focused on the Central Bank’s Lender of Last Result (LOLR) policy may affect banking in the period of liquidity crises. Time series data were extracted from the three biggest banks (in terms of assets, capital base, turn over and branch networks) for the study. The Ordinary Least Square (OLS), Johansen co-integration, Error Correction Mechanisms (ECM), and Granger Causality tests were employed to show prima facie evidence that bank A and 13 are more liquid than bank C because proxies of liquidity series and Tobin’s Q of the banks are significant.


Raheman & Nasr (2017) revealed a negative relationship between liquidity and profitability as well as a significant negative relationship between debts used by the firms and its profitability in a study which had average collection period, inventory turnover in days, average payment period, cash conversion cycle, current ratio, size of firm, and financial assets to total assets ratio as independent variables and net operating profit as the dependent.


Benjamin & Kamalavali (2016) had current ratio, quick ratio, inventory turnover ratio, working capital turnover ratio, debtor’s turnover ratio, ratio of current asset to total asset, ratio of current asset to operating income, comprehensive liquidity index, net liquid balance sd independent variables while the dependent variable was return on investment (ROl) in an investigation that revealed a negative association between ROl and current ratio, cash turnover ratio, current asset to operating income and leverage. There was a positive association between ROT and quick ratio, debtor’s turnover ratio, current asset to total asset and growth rate.


 Saleem & Rehman (2019) examined the influence of liquidity ratios on profitability, with Return of Equity (ROE), Return on Assets (ROA), and Return on Investment (ROT) as exogenous variables, while the endogenous variables are current ratio, acid test ratio or quick ratio and liquid ratio. By adopting the linear regression model, the study provided evidence that ROA is significantly influenced by liquidity ratio but ROE is unaffected by other liquidity ratios. Agbada & Osuji (2017) studied the efficacy of liquidity management and banking performance to show evidence of a significant positive relationship between efficient liquidity management and banking performance. 

Zygmunt (2017) recognized the liquidity impact on profitability in a study that consisted of all quoted Polish companies for 9 years (2016-2022) using Pearson’s Product Moment Correlation and OLS regression model, to find that there is statistically significant relationship between liquidity and profitability.


Niresh (2018) studied the trade-off between liquidity and profitability using correlation analysis and descriptive statistics. The study of over 31 manufacturing firms quoted in the Colombo Stock Exchange (CSE) revealed that there is no significant relationship between liquidity. 

CHAPTER THREE
3.0
RESEARCH METHODOLOGY 
3.1
INTRODUCTION 
In this chapter, issues that would be discussed are as follows; research design, area of the study, population of the study, sample size and sampling technique, instrument of data collection, validity and reliability of the instrument and method of data analysis. 

3.2
RESEARCH DESIGN 

For the purpose of carrying out a good analysis and reaching a reasonable conclusion, data are been collected from various sources either through the primary source and secondary source. 

3.3
SOURCES OF DATA 
Data used for this research work were collected mainly from both primary and secondary sources. 

· Primary source: The primary data used for this work were gotten through questionnaire and oral interview which was administered to the respondent. 

· Secondary Source: The secondary data was gotten from textbooks, journals, newspapers, magazines and bulletin. 

3.4
POPULATION OF THE STUDY 
This research was only limited to the staffs of United Bank for Africa Plc (UBA), Ilorin. The population of this study which consist of over 100 staffs but the target population of this work consists of 44 staffs which is made up of Accountants, Directors, External Auditors and Managers and other stakeholders put together, this is according to the human resource department (HR) as at April, 2022. 
3.5
SAMPLE SIZE AND SAMPLING TECHNIQUE 
Sample is a small or selected group used to represent the whole. The sample size that will be used to represent the whole population will be determined using the Yaro Yamane as it would not be easy to use the entire population. 

The “Yaro Yamane” Formula is as stated below 

n =
      N 

1 + N(e)2 
Where, 

n = Sample size 

N = Finite population 

1 = Constant 

E = Level of significance taken to be 0.05 

n = 44 

44

    1+44(0.05)2 
= 40 
Therefore the sample size for this study is 40

3.6
RESEARCH INSTRUMENT

The instruments used for the purpose of the study are oral interview and questionnaire. Oral interview has to do with asking of question so as to gather as many information as possible. The questionnaire issued contains certain questions which are in accordance with the research work and the research hypothesis and are framed in a way that it would not be misunderstood by the respondent. 

3.7
VALIDATION AND RELIABILITY OF THE INSTRUMENT 
The question issued to the respondents for this research work was designed in a way that it arouses interest in the mind of the respondent. The Questionnaire was issued out to prominent lecturers in Kwara State Polytechnic who went through them and made necessary suggestions. In the cause of the oral interview, certain checks and balances were also adopted to secure perfect validation of the information given. 

3.8
METHOD OF DATA ANALYSIS 
Research data was analyzed using descriptive and inferential statistics. Descriptive statistics include frequency tables and percentages. The T test served as the inferential statistic. The choice of T-test was informed by the desire or need to test for the quality of two population means since the responses of the respondents was categorized into five using likert scale. 

CHAPTER FOUR
4.0
DATA PRESENTATION AND ANALYSIS 
4.1
INTRODUCTION 
This chapter is concerned with presentation, analysis and interpretation of data tested with regard to the hypothesis stated in chapter one to determine either the rejection or acceptance of Ho hypothesis 

4.2
DATA PRESENTATION 
In this section, the responses to questionnaire are presented and analyzed using the simple percentage for comparison. The presentations and analysis are as stated below. 

Table 4.2.1: Questionnaire Distribution and Collection

	Number of questionnaire distributed
	45

	Number of questionnaire returned
	40

	Number of questionnaire not returned
	5


Source: field survey, 2022

For the analysis, the researcher will be making use of the number of returned questionnaire which is 40.

4.3
DEMOGRAPHIC REPRESENTATION OF RESPONDENTS

Table 4.3.1 Gender

	Option
	Respondents
	Percentage (%)

	Male
	30
	75

	Female
	10
	25

	Total
	40
	100


Source: field survey, 2022

From the above analysis, it can be seen that 75% representing 30 respondents were male, while the remaining 25% representing 10 respondents were female. This shows that male staffs, perhaps due to the nature of the company, dominate the organization.

Table 4.3.2 Marital Status

	Option
	Number 
	Percentage (%)

	Single
	15
	37.5

	Married
	25
	62.5

	Total
	40
	100


Source: field survey, 2022

The above analysis shows that greater percentage of the respondents were married at 62.5% representing 25 respondents while 37.5% representing 15 respondents were single.

Table 4.3.3: Age

	Option
	Number
	Percentage (%)

	Below 15
	_
	_

	15-25
	5
	12.5

	26-35
	20
	50

	36-45
	8
	20

	Above 45
	7
	17.5

	Total
	40
	100


Source: field survey, 2022

The above analysis portrayed that 12.5% representing 5 respondents were between 15-25 years bracket, 50% representing 20 respondents were within 26-35 years bracket, 20% representing 8 respondents were within 36-45 years bracket, the remaining 17.5% representing 7 respondents were above 45 years of age who are likely to retire very soon and no respondents were below 15 years.

Table 4.3.4 :Educational Qualification

	Option
	Number


	Percentage (%)



	OND/NCE
	5
	12.5

	HND
	11
	27.5

	BSC or its equivalents
	14
	35

	Others
	10
	25

	Total
	40
	100


Source: field survey, 2022

From the above analysis, 12.5% representing 5 respondents have OND/NCE certificate, 27.5% representing 11 respondents have HND, 35% representing 14 respondents have B.Sc or its equivalent and finally the remaining 25% representing 10 respondents were made up of employees with other certificates above the B.Sc degree.

4.4
STATISTICAL RESULTS

Table 4.4.1

Question 1: Liquidity has any influence on the performance of commercial banks.


	Options
	Frequency
	Percentage (%)

	Agree
	12
	30

	Strongly agree
	25
	62.5

	Disagree
	0
	0

	Strongly disagree
	0
	0

	Undecided 
	3
	7.5

	Total 
	40
	100


Source: Field Survey, 2022

Analysis: out of 40 respondents, 3 (7.5%) respondent was of no view, 12 (30 %) respondents agree and 25 (62.5%) respondents strongly agree that Liquidity has any influence on the performance of commercial banks. 

Table 4.4.2

Question 2: New policy posture of monetary authorities help to ameliorate the liquidity
	Options
	Frequency
	Percentage (%)

	Agree
	18
	45

	Strongly agree
	15
	37.5

	Disagree
	2
	5

	Strongly disagree
	1
	2.5

	Undecided 
	4
	10

	Total 
	40
	100


Source: Field Survey, 2022

Analysis: out of 40 respondents, 5 (10%) respondent was of no view, 18 (45%) respondents agree and 15 (37.5%) respondents strongly agree that new policy posture of monetary authorities help to ameliorate the liquidity. 
Table 4.4.3

Question: Do you think that liquidity can actually affect the profitability of a bank?
	Options
	Frequency
	Percentage (%)

	Agree
	22
	55

	Strongly agree
	11
	27.5

	Disagree
	1
	2.5

	Strongly disagree
	2
	5

	Undecided 
	4
	10

	Total 
	40
	100


Source: Field Survey, 2022

Analysis: out of 40 respondents, 4 (10%) respondent was of no view, 22 (55%) respondents agree and 11 (27.5%) respondents strongly agree that liquidity can actually affect the profitability of a bank. 

Table 4.4.4

Question: Does liquidity necessarily affect the investment portfolio performance?
	Options
	Frequency
	Percentage (%)

	Agree
	16
	40

	Strongly agree
	10
	25

	Disagree
	4
	10

	Strongly disagree
	3
	7.5

	Undecided 
	7
	17.5

	Total 
	40
	100


Source: Field Survey, 2022

Analysis: out of 40 respondents, 7 (17.5%) respondent was of no view, 16 (40%) respondents agree and 10 (25%) respondents strongly agree that liquidity necessarily affect the investment portfolio performance.

Table 4.4.5

Question: Adequate liquidity help commercial bank meet up with customer withdrawal or demand for loan
	Options
	Frequency
	Percentage (%)

	Agree
	23
	57.5

	Strongly agree
	14
	35

	Disagree
	2
	5

	Strongly disagree
	0
	0

	Undecided 
	1
	2.5

	Total 
	40
	100


Source: Field Survey, 2022

Analysis: out of 40 respondents, 1 (2.5%) respondent was of no view, 23 (57.5%) respondents agree and 14 (35%) respondents strongly agree that adequate liquidity help commercial bank meet up with customer withdrawal or demand for loan.

Table 4.4.6

Question 6: Level of loan advances granted to customers which depends on liquidity significantly affects profitability level.


	Options
	Frequency
	Percentage (%)

	Agree
	12
	30

	Strongly agree
	25
	62.5

	Disagree
	0
	0

	Strongly disagree
	0
	0

	Undecided 
	3
	7.5

	Total 
	40
	100


Source: Field Survey, 2022

Analysis: out of 40 respondents, 3 (7.5%) respondent was of no view, 12 (30 %) respondents agree and 25 (62.5%) respondents strongly agree that level of loan advances granted to customers which depends on liquidity significantly affect profitability level. 

Table 4.4.7

Question 7: Commercial bank (FBN) in Nigeria keep a minimum liquidity ratio as required by C.B.N at all times
	Options
	Frequency
	Percentage (%)

	Agree
	18
	45

	Strongly agree
	15
	37.5

	Disagree
	2
	5

	Strongly disagree
	1
	2.5

	Undecided 
	4
	10

	Total 
	40
	100


Source: Field Survey, 2022

Analysis: out of 40 respondents, 5 (10%) respondent was of no view, 18 (45%) respondents agree and 15 (37.5%) respondents strongly agree that commercial bank (FBN) in Nigeria keep a minimum liquidity ratio as required by C.B.N at all times. 
Table 4.4.8

Question 8: The current banking reforms of (CBN) will improve the liquidity positions of banks?
	Options
	Frequency
	Percentage (%)

	Agree
	22
	55

	Strongly agree
	11
	27.5

	Disagree
	1
	2.5

	Strongly disagree
	2
	5

	Undecided 
	4
	10

	Total 
	40
	100


Source: Field Survey, 2022

Analysis: out of 40 respondents, 4 (10%) respondent was of no view, 22 (55%) respondents agree and 11 (27.5%) respondents strongly agree that The current banking reforms of (CBN) will improve the liquidity positions of banks.

Table 4.4.9
Question 9: Liquidity problem is a phase that would soon be over when banks recapitalizes?
	Options
	Frequency
	Percentage (%)

	Agree
	16
	40

	Strongly agree
	10
	25

	Disagree
	4
	10

	Strongly disagree
	3
	7.5

	Undecided 
	7
	17.5

	Total 
	40
	100


Source: Field Survey, 2022

Analysis: out of 40 respondents, 7 (17.5%) respondent was of no view, 16 (40%) respondents agree and 10 (25%) respondents strongly agree that liquidity problem is a phase that would soon be over when banks recapitalizes.

Table 4.4.10

Question 10: The relevance of liquidity management relevant to the survival and growth of commercial banks
	Options
	Frequency
	Percentage (%)

	Agree
	23
	57.5

	Strongly agree
	14
	35

	Disagree
	2
	5

	Strongly disagree
	0
	0

	Undecided 
	1
	2.5

	Total 
	40
	100


Source: Field Survey, 2022

Analysis: out of 40 respondents, 1 (2.5%) respondent was of no view, 23 (57.5%) respondents agree and 14 (35%) respondents strongly agree that the relevance of liquidity management relevant to the survival and growth of commercial banks.

4.5
TEST OF HYPOTHESIS 

To understand approximately the connection between dependent proxies of profitability and independent proxies of liquidity variables of banks, a pooled analysis will be used. This will help us find the correlation and regression between profitability (dependent variable) and liquidity (independent variable).

ROAit=β0+β1QR. +β2CRi+β3LCRi+ɛi………………...1

TABLE 4.5.1

	Descriptive Statistics

	
	N
	Minimum
	Maximum
	Mean
	Std. Deviation

	ROA
	50
	.009
	.250
	.06116
	.076999

	ROE
	50
	.060
	1.290
	.16812
	.165386

	QR
	50
	.130
	1.500
	1.25620
	.194158

	CR
	50
	.220
	.660
	.49620
	.086753

	LCR
	50
	.390
	1.050
	.57330
	.222028

	Valid N (list wise)
	50
	
	
	
	


ROEit=β0+β1QR. +β2CRi+β3LCRi+ɛi…………....……2

This table shows the mean, standard deviation, count, minimum and maximum qualities of data.

TABLE 4.5.2
	Correlation
	ROA
	ROE
	QR
	CR
	LCR

	ROA
	1
	-.021
	.073
	-.312*
	-.358*

	ROE
	-.021
	1
	.178
	-.083
	-.280*

	QR
	.073
	.178
	1
	-.099
	-.187

	CR
	.312*
	-.083
	-.099
	1
	.308*

	LCR
	-.358*
	-.280*
	-.187
	.308*
	1


 Correlation1 is significant at the 0.05 level (2-tailed)


a. Dependent Variable: ROA

b. Predictors: (Constant), LCR, QR, CR

TABLE 4.5.3
	Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.416a
	.173
	.119
	.072255




The R square from the table is at 17.3%. This shows the level of dependence on the independent variable.  The dependent variables have a strong relationship with the independent variables. The dispersion of data is at 11.9%.

TABLE 4.5.4
	ANOVAa

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	.050
	3
	.017
	3.215
	.031b

	
	Residual
	.240
	46
	.005
	
	

	
	Total
	.291
	49
	
	
	


The significant level is 0.031; we accept H1 and reject H0. There is a significant level of relationship between Return on asset and liquidity.

	TABLE 4.5.5

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	.219
	.097
	
	2.259
	.029

	
	QR
	-.001
	.054
	-.003
	-.022
	.983

	
	CR
	-.198
	.125
	-.223
	-1.584
	.120

	
	LCR
	-.101
	.050
	-.290
	-2.029
	.048


Likewise the ROE,


	TABLE 4.5.6
Model Summary

	Model
	R
	R Square
	Adjusted R Square
	Std. Error of the Estimate

	1
	.308a
	.095
	.036
	.162388


Dependent Variable: ROE 

Predictors: (Constant), LCR, QR, CR 

TABLE 4.5.7

	ANOVAa

	Model
	Sum of Squares
	df
	Mean Square
	F
	Sig.

	1
	Regression
	.127
	3
	.042
	1.609
	.200b

	
	Residual
	1.213
	46
	.026
	
	

	
	Total
	1.340
	49
	
	
	


TABLE 4.5.8

	Model
	Unstandardized Coefficients
	Standardized Coefficients
	t
	Sig.

	
	B
	Std. Error
	Beta
	
	

	1
	(Constant)
	.130
	.218
	
	.595
	.554

	
	QR
	.111
	.122
	.131
	.914
	.366

	
	CR
	.019
	.281
	.010
	.067
	.947

	
	LCR
	-.193
	.111
	-.259
	-1.731
	.090


4.6
DISCUSSION OF RESULTS

From the table, the relationship between the variables are been shown, the cash ratio has a negative relationship with the ROE and quick ratio but has a positive relationship with ROA, cash ratio and the liquidity coverage ratio. Also the Return on asset has a positive relationship with ROA and quick ratio but has a negative relationship with ROE, cash ratio and LCR.  The R square also shows a high level of dependence on the independent variable.  Based on the research findings, it can be concluded that there is an effect of the liquidity management on profitability as measured by return on asset or equity (ROE or ROA), where the effect of the quick ratios on the profitability is positive when measured by ROA and ROE, and the effect of cash ratio on profitability is positive as measured by ROA

From the table, the relationship between the variables are been shown, loan to deposit ratio has a positive relationship with the ROE and quick ratio but has a positive relationship with ROA, cash ratio and the liquidity coverage ratio. Also the Return on asset has a positive relationship with ROA and quick ratio but has a negative relationship with ROE, cash ratio and LCR.  The R square also shows a high level of dependence on the independent variable.  Based on the research findings, it can be concluded that loan to deposit ratio has significant relationship on return on equity of deposit ratio in Nigeria as measured by return on asset or equity (ROE or ROA), where the effect of the loan to deposit ration on the return on equity is positive when measured by ROA and ROE, and the effect of deposit ratio on profitability is positive as measured by ROA

From the table, the relationship between the variables are been shown, cash reserve ratio has a positive relationship with the Net Interest Margin and quick ratio as well as ROA. Also the Return on asset has a positive relationship with ROA and quick ratio but has a negative relationship with ROE, cash ratio and LCR.  The R square also shows a high level of dependence on the independent variable.  Based on the research findings, it can be concluded that there is significant relationship with Cash Reserve Ratio on Net Interest Margin as measured by return on asset or equity (ROE or ROA).
CHAPTER FIVE

5.0
SUMMARY, CONCLUSION AND RECOMMENDATION

5.1
SUMMARY 


In the course of this research, we have analyzed and examine the profitability of the United Bank for Africa Plc, with a view to ascertain the extent to which liquidity and credit management promote banks objectives of profitability. Effort were made at reviewing the bank’s lending procedure and how it been effective in attaining the banks objectives. 

Series of interview were carried out in order to achieve relevant and adequate information in order to solve the problems facing the banks in achieving its objectives. The study revealed:

· The banks depend a lot on collateral, resulting in its lending activities being guided by the shift ability theory, and not the anticipated income theory.

·  Loans and advances are considered one of the most important current assets of many banks.

·  First bank has very good control measures in its lending journals i.e. sectoral allocation.

·   The debt recovery or loan repayment at times, it not lack of the facilities of the customer but willingness not to pay its debts.

·  Lastly, lending officers must have good knowledge of the business affairs of their customer and be up to date with the economic and political development of the environment.

5.2
CONCLUSION

The study is in conformity with the works of Edem, (2017), Ibe (2018), Agbada and Osuji (2016) and Kehinde (2016). The study concluded on the following:

i. The Ordinary least square test conclude that holistically all the independent variables (current ratio, quick ratio, net-working capital, cash ratio and debt ratio) have significant effect on the assets of deposit money banks in Nigeria, we reject the null hypothesis H0.
ii. The test suggests we accept Hi that the series distribution is normal, which is desirable. For serial correlation test, we accept Hi that loan to deposit ratio has significant relationship on return on equity of deposit money bank in Nigeria. In the test on the second hypothesis carried out, the relationship between the variables are been shown, loan to deposit ratio has a positive relationship with the ROE and quick ratio but has a positive relationship with ROA, cash ratio and the liquidity coverage ratio. Also the Return on asset has a positive relationship with ROA and quick ratio but has a negative relationship with ROE, cash ratio and LCR.  The R square also shows a high level of dependence on the independent variable.  Based on the research findings, it can be concluded that loan to deposit ratio has significant relationship on return on equity of deposit ratio in Nigeria as measured by return on asset or equity (ROE or ROA), where the effect of the loan to deposit ration on the return on equity is positive when measured by ROA and ROE, and the effect of deposit ratio on profitability is positive as measured by ROA
iii. The diagnostic test suggests we accept Hi that the cash reserve ratio has significant relationship with net interest margin in deposit money bank in Nigeria. For serial correlation test, we accept Hi that cash reserve ratio has significant relationship with net interest margin in deposit money bank in Nigeria. In the test on the third hypothesis carried out, the relationship between the variables are been shown, cash reserve ratio has a positive relationship with the Net Interest Margin and quick ratio as well as ROA. Also the Return on asset has a positive relationship with ROA and quick ratio but has a negative relationship with ROE, cash ratio and LCR.  The R square also shows a high level of dependence on the independent variable.  Based on the research findings, it can be concluded that there is significant relationship with Cash Reserve Ratio on Net Interest Margin as measured by return on asset or equity (ROE or ROA).
5.3
RECOMMENDATIONS 

Based on the critical evaluation of the above findings, I hereby make the following recommendations with the sincere conviction that they will help to reduce if not totally eradicate the problems associated with liquidity management and profitability in deposit money banks in Nigeria:

1. There is need for banks to engage competent and qualified personnel. The right personnel will ensure that the right decisions are made especially with the optimal level of cash and to keep.

2. Deposit money banks need to be more aggressive in the area of profit enhancement. Aggressive approach to investing idle cash, should be paid attention to because of the need for proper investment analysis, which has the benefit of sieving out unprofitable investments and even avoiding unnecessary taking of risk.

3. Instead of keeping excessive liquidity as a provision for unexpected withdrawal demands of the customers, the commercial banks should find it reasonable to adopt other measures of meeting such requirements, which can include borrowing and discounting bills. In addition, the surplus funds of the commercial banks should be seasonally invested in short-term instruments of the money market.

4. Bank officials should be trained in the areas of liquidity management and liquidity changing conditions should not be handled with levity.

5. High quality liquidity assets buffer sufficient to hedge sudden liquidity outflows should be maintained and there should be regular review of prudential guidelines for efficiency.

6. Banks should adopt optimum liquidity model for maximum return on equity, survival, stability, growth and development of banking system in Nigeria
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APPENDIX 1

Dear Sir/ Ma








Department of Accountancy







Kwara State Polytechnic,








Ilorin Kwara State

REQUEST FOR ASSISTANCE

I am a final year student of the above mentioned institution and department. I am conducting a research on “Effect of Liquidity Management on the Performance of Deposit Money Bank in Nigeria” a case study of Union Bank Plc. This research work is needed for the award of HND in Accountancy.
Please do me the favour of completing the questionnaire attached to this letter by filling the necessary space with the correct answer and be rest assured that the information supplied by you will be treated with utmost confidentiality and solely for academic purpose. Thanks for your cooperation.









 Yours faithfully,
                                                       OLAGUNJU OLAJUMOKE UNICE
                                                                   HND/23/ACC/FT/072

APPENDIX II

QUESTIONAIRE

Section A (Bio-data of respondents)
Instruction: Please tick (√) in the box provided as the appropriate answer.
i. Name of respondent___________________________________
ii. Department_________________________________________
iii. Sex________________________________________________
iv. Years   in   the   office_________________________________
SECTION B (Research Questions)

1. Liquidity has any influence on the performance of commercial banks? Strongly disagree [
]   Disagree [
]   Undecided [
] Strongly Agree [   ] Agree [  ]

2. New policy posture of monetary authorities help to ameliorate the liquidity? Strongly disagree [
]   Disagree [
]   Undecided [  ] Strongly Agree [   ] Agree [  ]

3. Do you think that liquidity can actually affect the profitability of a bank? Strongly disagree [   ]   Disagree [
]  Undecided [
] Strongly Agree [   ] Agree [  ]

4. Do you think liquidity affect investors confidence? Strongly disagree [
]   Disagree [
]   Undecided [
] Strongly Agree [   ] Agree [  ]

5. Does liquidity necessarily affect the investment portfolio performance? Strongly disagree [
]  Disagree [
]   Undecided [  ] Strongly Agree [   ] Agree [  ]

6. Do you think bank liquidity affect/lead to bank crisis? 
Yes ( )
no ( )
7. Do you think bank liquidity affect sectional lending? (Agriculture, manufacturing  etc) Yes ( )
no ( )
8. Bank’s liquidity affect inflation rate in the economy through commercial bank lending process? 
Strongly disagree [
]   Disagree [
]   Undecided [
] Strongly Agree [   ] Agree [  ]

9. Do you think bank liquidity would affect money supply? Yes ( ) no ( )
10. Is liquidity of bank affected by the global financial crisis? Yes ( ) no ( )
11. Is the relevance of liquidity management relevant to the survival and growth of commercial banks? Yes ( )
no ( )
12. Liquidity problem is a phase that would soon be over when banks recapitalizes? 
Strongly disagree [
]   Disagree [
]   Undecided [
] Strongly Agree [   ] Agree [  ]

13. Bank liquidity a function of expansion any or right monetary policy of central bank of Nigeria? 
Strongly disagree [
]   Disagree [
]   Undecided [
] Strongly Agree [   ] Agree [  ]

14. Do you agree that liquidity problem should have hoisted approach in solving the problem?   Yes ( )
no ( )
15. Adequate liquidity help commercial bank meet up with customer withdrawal or demand for loan? 
Strongly disagree [
]   Disagree [
]   Undecided [
] Strongly Agree [   ] Agree [  ]

16. Does adequate liquidity assists commercial bank maintain stability in it operation? Yes ( )
no ( )

17. Is the any significant relationship between the bank level of deposit and liquidity? Yes ( ) no ( )
18. Level of loan advances granted to customers which depends on liquidity  significantly  affect  profitability  level?  
Strongly disagree [
]   Disagree [
]   Undecided [
] Strongly Agree [   ] Agree [  ]

19. Commercial bank (FBN) in Nigeria keep a minimum liquidity ratio as required by C.B.N at all times? Strongly disagree [
]   Disagree [
]   Undecided[  ] Strongly Agree [   ] Agree [  ]

20. The current banking  reforms of  (CBN) will  improve the liquidity positions of banks? 
Strongly disagree [
]   Disagree [
]   Undecided [
] Strongly Agree [   ] Agree [  ]
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