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Abstract: - The aim of this paper is to identify the main impact that credit management and macroeconomic 

variables have on bank performance in Nigeria. The reason for this is the numerous high level of deposit money 

banks’ bad debt based on available data. The bad debt tended to have a negative effect on performance. To this  end, the researchers conducted a study using macroeconomic data, and other indicators of credit management 

and bank performance from 2009-2017 using 12 deposit money banks in Nigeria. The ordinary least square 

(OLS) method was utilized to determine the factors that explains the subject matter. The result showed the 

presence of a positive connection between the capital adequacy proportion and the sum national income on the 

Return on Asset. Therefore, Depositing Money Banks with a greater proportion of capital sufficiency can all the 

more likely develop more advances and retain credit misfortunes whenever it occurs and thus document better 

financial productivity as for the assets. 
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1 Introduction 
The delight of every bank in the world is to run a 

successful banking business that would eventually 

result to profit. Banks therefore in order to maintain 

profitability must be able to provide adequate 

possibility to provide the needs of every customer, 

through loans and advances, deposits, savings and 

lots more. The banking sector is said to have an 

adequate contribution to the development of an 

economy in any nation and this is where the failure 

and success of every bank lies between economic 

sector and the economy at large is been affected, 

Having seen all the vital or significant 

contribution that the banking industry has to the 

market as well as the growth of the country's 

economy, the federal government decides to create 

regulatory authorities to better regulate the 

industry's activities. So its donations to the Nigerian 

industry can be favorably thought. Regulatory 

bodies, however, compelled Nigeria's financial 

industry several years ago to perform reforms 

arising either from the Central Bank of Nigeria's 

need for organizations to raise their cash reserves 

(share) to at least ten billion naira (N10b) for 

domestic banking, twenty-five billion naira (N25b) 

for regional banking and fifty billion naira (N50b) 

for global finance. Nigerian banks have still seen 

many instances of collapse given the initiatives and 

plan. This could be due to poor credit management. 

Banks are one of a country's major economy drivers, 

particularly in Nigeria, and any small-performing 

bank impacts the country in general [25]. Several 

works like [3] and [26] has been undertaken on how 

bankers’ intermediate position affects bank lending, 

and also Some relevant studies can be found in [33] 

and [34] and that is why credit risk is viewed as one 

of the major obstacles affecting bank efficiency. 

Furthermore, Profitable financial intermediation 

has the ability to transfer their investments to 

products that increase in the amount of funds 

handled in the national economy [22]. According to 

[18], the primary drivers of financial variations are: 

increase in manufacturing, growth in demand, 

development in asset, employment and labor wages, 

inflation prices, shifts in relative equity prices, tax 

policy, loan rates, rise in loans and development in 

total wealth [14]. However, it included that, when 
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financial institutions grant accessible loans, future 

projections of macro situations should be regarded 

and obtained when granting loans to clients, in 

relation to the loan status of credit. Various studies 

have been researched on how credit management is 

affected in banks which hereby result to either 

positive or negative impact on banks performance or 

profitability. [9] researched on the impact of credit 

management on bank performance in Nigeria, also, 

[32] imputed on the credit management and bank 

performance of listed banks in Nigeria, [8] also 

looked at the credit risk management and 

profitability of Nigerian deposit-money banks. It is 

seen that credit is one of the major risks that affects 

banks and its environment. However various other 

studies were analysed and research by both foreign 

and local researchers [17] researched on the impact 

of social and economic factors in the credit risk 

management of SMEs, also [12] focused on macro-

economy and bank profitability in Nigeria. Where 

[13] looked into the credit risk and economic growth 

in Nigeria saying that lending and borrowing are the 

life wire of economic growth. However, adequate 

researched has not been channelled into the 

interaction between credit management and 

macroeconomic factors on bank performance as its 

related to credit management where financial 

institutions are regarded as a contribution to the 

growth of an economy, it is essential that 

macroeconomic factors are regarded when 

measuring the profitability of banks and how credit 

management is affected by it. However, this 

research aims to assess the interactive impact of 

credit management and macroeconomic factors on 

bank performance by comparing independent and 

dependent variables of the macroeconomic, credit 

management and bank performance variable using 

the ordinary least squares regression technique. 

 

2 Empirical Review 
     In recent times, credit management and bank 

performance  has appealed to a number of 

researchers in advanced and developing economies, 

of which [19] examined the empirical effect of 

credit risk on the performance of commercial banks 

in Nigeria over an 11-year span (2000 – 2010). Five 

Banks were selected for 11 years on a cross-

sectional level. The result shows that the effect of 

credit risk on Bank Performance measured by the 

Bank's Return on Asset is longitudinal symmetric. 

[16] investigated the effect of banks ' credit risk and 

efficiency over a 15-year period (1997-2011) with 

five banks selected from the existing twenty 

Nigerian banks implementing sampling technique. 

In the survey, information was acquired from the 

company’s financial statements and reports 

statements the result suggests that the number of 

non-performing loan to loan and advances (and 

performance of the banks are positively related. 

also, there is a strong relationship between loan 

percentage and total deposit advances and bank 

performance advances. [10] examined the effect of 

how credit risk management affect the profitability 

and survival of bank profitability in Iran, for this 

aim, the model used is the panel data method of the 

financial statement of these banks from 2005-2016. 

The result showed that there was a significant 

relationship between credit risk management and 

profitability of bank survival. [12] also identified the 

macroeconomic factors that explain credit risk 

management In the Algerian banking system. The 

study used macroeconomic data from 1980 to 2014 

and also used the Ordinary Least Squares (OLS) 

method to determine the factors that explain the 

credit risk in the Algerian banking system. The 

results showed that credit risk in Algerian banks can 

be relatable at macroeconomic level mainly by the 

financial development, GDP, money supply and 

political stability of the country. 

 

2.1 Information Asymmetry Theory  
This study focuses on the concept of information 

asymmetry, since the theory is very applicable to 

this research. The theory of asymmetric information 

clarifies the general information that creditors and 

business owners need to know about risks and goes 

back connected with capital projects in which the 

resources are allocated. Recall that assumed 

information asymmetry presents the banking 

institutions with two issues: moral hazard (testing 

philanthropic conduct) and adverse selection 

(making mistakes in borrowing decisions). This 

ensures that the "5cs" (character, capacity capital 

collateral and conditions) A full assessment must be 

carried out before loans can be afforded. Because 

banks do not openly have the necessary data for 

testing loan modifications and monitoring lenders. 

Big banks face a condition of information 

asymmetry when testing lending requests.  

 

2.2 Commercial Loan Theory 

       The theory explains that banks should only 

lend at short term so as to reduce risk increase 

profitability. It explains that short-term 

borrowing is less risky for banks and also for 

small-scale businesses to thrive on. Traders can 

easily use such loan for working capital and 
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other business needs and pay back with ease, 

thus reducing credit risk. 
 

 

3 Data Collection Method/Techniques 

of Data Analysis 
To perform empirical analysis, the secondary 

data for this analysis was harvested through the 

World Bank index (WDI), and the annual reports of 

12 (out of 15) sampled listed banks in the Stock 

Exchange of Nigeria within 2009 to 2017, extracting 

a total of 108 observations. The 12 deposit money 

banks are sampled for the research with the use of 

purposive sampling technique based on Quality 

requirements for reliable data set over time and also 

incorporating the systematically important banks of 

Nigeria. 

 

3.1 Measures of Variables 

3.1.1 Bank Performance 

This study measured bank performance using 

both enterprise value, accounting based 

measures and net interest margin which 

accounts for banks profitability. Enterprise 

value reflects the satisfaction of returns 

received by stakeholders such as employees, 

management, shareholders, creditors, public and 

government under value focused management 

[21]. The Return on Equity (ROE) is the 

proportion of net income to total equity which 

quantifies the return on capital of shareholders. 

It metrics how well the management uses the 

money invested by the shareholder to produce 

wealth [10]. Accounting-based performance 

will be measured using the Return on Asset, 

which are the periodic earnings relative to the 

total asset used to generate operating cash flow. 

The net interest margin alternatively called 

Interest rate spreads are defined as a proportion 

of the differential between interest revenue and 

interest cost for individual banks to total assets 

[31]. 

 
3.1.2 Credit Risk Management 

This literature will evaluate administration of 

credit risk using indicators relevant to 

management in credit risk, significant to 

previous academic works and based on their 

theoretical relevance. The capital adequacy 

ratio as a metric is measured as the proportion 

of the capital quantity to the hazard-weighted 

sum of the bank's reserves, is a calculation of 

the assets quantity of the bank Based on a 

proportion of its default exposure biased against 

risk [27]. This paper noticed a strong positive 

relationship of literature amongst the capital 

adequacy ratio and the banking 

institution output [6]; [1]; [24]; [19]; and [11].  

Between numerous indices of default risk and 

monetary strength, the Proportion for un-

performing loans (NPL) is important as an 

improvement in NPLR is seen as a weakness of 

bank default regulation, a decline in bank 

revenues and a foremost cause for the credit 

emergency [29]. [6], [18], [21], [11], and [23] 

noticed an opposite effect of un-performing 

advances on bank productivity. [6] and [7] 

examined a correlative effect. The percentage of 

un-performing advances is represented as 

impaired loans divided by total loans.  

Liquidity ratio that is also represented as the 

loan/deposit ratio was empirically tested with 

conflicting outcomes. [1] noticed Liquidity 

Ratio had a strong positive effect on bank 

output although [4] and [24] observed that the 

liquidity level have a detrimental effect on the 

bank financial performance. 

 
3.1.3 Macroeconomic Variables 

The analysis would aim for a set of 

macroeconomic variables to reflect the overall 

economic circumstances. Thus we include 

Gross Domestic Product (GDP gr), Gross 

National Income (GNI) and Inflation (INFL) in 

our regressions as agents of macroeconomic 

stability and growth. 

A strand of literature suggests that gross 

domestic product tends to reflect a major 

inverse effect on the un-performing advances as 

they support macroeconomic stability that 

enables economic agents to recover their 

liabilities [28]; [30]. The study includes the 

cyclical portion of gross domestic product to 

discern between the expansionary effect and the 

effects of recessions on non-performing loans. 

The inflationary rate represents a persistent rise 

in commodity prices due to the large 

concentration of currency in the economy, 
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which was proxy for the growing proportion of 

price index (CPI). [3] found that while inflation 

rate positively influences un-performing 

advances, the influence tends to be 

insubstantially. The Gross National Income will 

also be employed in this research which is 

composed of gross domestic product plus 

international resident income component, minus 

domestic income earned by non-residents. 

 
3.1.4 Control Variables 

The research set controls for firm features such 

as bank magnitude, determined using the logged 

total asset book value computed in its domestic 

value, [20] was incorporated as a control 

variable in this analysis for evaluation of the 

economic performance of the bank. Bank scope 

allows for cost reduction in financial product 

delivery in the banking sector [10]. [11] 

observed a progressive connection between 

bank scale and bank accomplishment. On the 

other side, [1] noticed a significantly inverse 

influence of bank scale on the management of 

default risk efficacy of Saudi bank.  

Second, cash reserve ratio is characterized as a 

proportion of consumer lodgment sum kept 

with the apex financial authority. This is the 

central bank's financial policy instrument for 

controlling the economy’s monetary circulation 

[2], and it also influences bank profitability 

[11]. [11] observed that the cash reserve level 

has a counter effect on productivity of the 

banks. It can be represented as need of reserves 

with the apex authority divided by sum of 

customer lodgment. 

 
3.1.5 Statistical Analysis and Model Specification 

To test formulated hypotheses, the research 

diagnosed the interactive association between 

default risk administration and macroeconomic 

variable on bank financial accomplishment, 

employing an adopted and modified model of 

[32] to analyze the time series data. It also used 

Ordinary Least Square (OLS) regressions to 

evaluate the influence of the explanatory 

variables on endogenous variable. The 

statistical analysis of the calculations of the 

parameters is carried out using their Adjusted 

R2, Fcal, Standard Error, T-cal and at 5% 

significance level. The regression models which 

were adopted and modified from the studies of 

[32] are stated as follows: 

 

Perfit = β0 + β1 CRMit + β2 Macroit + β3 CRRit + 

4 Lnassetit + µt 

 

Where: 

t = the annual year time period for firm i 

 

 Perf = Financial performance proxied by 

Return on Asset, Net Interest Margin and 

Return on Equity. 

 

CRM = credit risk management proxied by 

Non-Performing Loan, Capital Adequacy Ratio 

and Liquidity ratio  

 

Macro = macro-economic variables proxied by 

Gross Domestic Product Growth Rate, 

Inflationary Rate and Gross National Income. 

 

Lnasset = the natural logarithm total assets of 

the firm 

 

CRR = cash reserve requirement 

 

µt = white error noise 
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4 Result  
 

Table 1: Descriptive Statistics of Variables 
variables Obs Mean S.D. Min Max 

Non-Performing 

Loan (NPL) 

   

108     

.0827964     .10440

54    

.008

723

8         

.69 

Capital 

Adequacy Ratio 

(CAR) 

    

107      

.191915     .11723

72      

-

.636

2         

.44 

Loan to Deposit 

Ratio 

    

108     

.6323901     .18367

86    

.014

664

4    

1.003

539 

Macroeconomic 

variables 

     

Gross Domestic 

Product growth 

rate (GDP gr) 

     

108     

 

.0416667     .02881

59       

-

.016        

.078 

Inflationary 

Rate (IR) 

     

108     

.3732222     .33994

57        

.108          .9 

Gross National 

Income (GNI) 

     

108     

4.737222     3.1623

39      

-

1.11

9         

8.1 

Dependent 

variables 

     

Return On 

Equity (ROE) 

 104     .4319369 1.9157

36        

-5.7        13.9 

Return On Asset  

(ROA) 

     

108     

.0125439     .03974

32   

-

.241

048

.0605

655 

1    

Net Interest 

Margin (NIM) 

108     7.928176     .19080

57    

7.64

509

2    

8.213

389 

Source: Researcher’s Computation using eviews 9 

(2019) 

 

This section details the findings from Table 1-5 and 

discussions. Table 1 contains the explanation of 

variables and the expressive statistics of variables. 

From the Table, The accounting-based performance 

has a extreme value of 0.061 and least value of -

0.241. The Return on Equity is 1.9157 on the 

average. Also the net interest spread has an extreme 

estimation of 8.213 and 7.645 as its minimum value. 

For the independent variable, non-performing loan 

has a maximum of 0.69 and minimum of 0.009. The 

capital adequacy ratio has a mean of 19.19% with 

standard deviation of 11.7%. The proportion of 

credit to deposit has a base value of 0.015 and 

extreme value 1.00. as for the macroeconomic 

variables; gross domestic product (GDP) has a 

lowest value of -0.016 and a maximum value of 

0.078. Inflationary rate has a minimum value of 

0.108 and a extreme value of 0.9 and the gross 

national income (GNI) has a least value of -1.119 

and 8.1 as an extreme estimate.  

 Table 2 presents the correlation coefficients 

between variables. The table presents a low 

correlation within the variables. Hence, there exists 

no multicollinearity statistical problem in the 

models. 
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Table 2: Correlation Coefficients of Variables 

 

Source: Researcher’s Computation using eviews 9 

(2019) 

 

Table 3- 5 reports the emphasis of this study which 

is based on the Ordinary Least Square (OLS) 

regression to capture the linear interactive effect in 

this financial performance study. 

 

Table 3 shows the influence of the interaction 

between progression rate of GDP and non-

performing loan on Return on Equity by presenting 

the OLS outcome at a P-value of 0.0179 with R2 

equaling 0.1283. This means that including control 

variables, macroeconomic variables and credit risk 

management explain 12.83% of the Return on 

Equity. From the table, the interaction between GDP 

progression rate and non-performing advance is 

positively significant on Return on Equity. The 

positive coefficient could signal a favorable effect 

on Return on Asset. However, un-performing 

advance has an insignificant inverse influence on 

Return on Equity and this is the same for GDP 

growth on Return on Equity with a P-value greater 

than 5%.In economic magnitude, this result suggests 

that the interactive effect of default risk 

administration and macroeconomic variables have 

an incremental influence on Return on Equity of 

banks. 

 

 

 

 

 

Table 3: OLS Result One 

 
Source: Researchers’ Computation using eviews 9 

(2019) 

 

 

 

 

            

     ROA                                         ROE NIM NPL LDR CAR GNI IR GDP LOG 

ASS

ET 

CR

R 

ROA 1           

ROE 0.0188 1          

NIM 0.253 -0.1295 1         

NPL -0.6770 -0.2803 0.3215 1        

LDR 0.2566 -0.245 0.2672 -

0.2755 

1       

CAR 0.6588 -0.0986 -

0.0617 

-

0.5422 

0.1650 1      

GNI -0.1147 0.0885 -

0.7804 

0.1066 -0.3076 0.0265 1     

IR 0.1633 -0.0443 0.1955 -

0.2915 

0.0658 -0.0562 0.2631 1    

GDP -0.1358 0.113 -

0.8376 

0.1851 -0.3143 0.0421 0.9758 0.102

5 

1   

LOG 

ASSE

T 

0.333 -0.0976 0.4315 -

0.3562 

0.1984 0.2038 -

0.3068 

0.175

3 

-

0.346 

1  

CRR 0.2621 -0.1187 0.9369 -

0.3720 

0.2971 -0.0617 -

0.6470 

0.484

7 

-

0.756

1 

0.440

1 

1 
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Table 4 shows the influence of the interactive effect 

between capital adequacy ratio and gross national 

income (GNI) on Return on Asset by presenting the 

OLS result at a P-value of 0.0 with R2 equaling 

0.5584. This means that including control variables, 

macroeconomic variables and credit risk 

management proxies explain 55.84% of the Return 

on Asset. From the table, the interaction between 

capital adequacy ratio and gross national income 

(GNI) is positively significant on Yield on Asset. 

The positive coefficient could signal a favorable 

effect on Return on Asset. However, capital 

adequacy ratio has an insignificant positive 

influence on Yield on asset and this is the same for 

gross national income (GNI) on Yield on Asset with 

a P-value greater than 5%.In economic magnitude, 

this result suggests that the interactive outcome of 

default risk supervision and macroeconomic 

variables has an incremental impact on Return on 

Asset of deposit money banks. 

 

Table 4: OLS Result Two 

 

 
Source: Researchers’ Computation using eviews 9 

(2019) 

 

Table 5 shows the influence of the interactive effect 

between advance to lodgment Ratio and Inflationary 

rate on net interest spread by presenting the OLS 

outcome at a P-value of 0.0 with R2 equaling 

0.9670. This means that including control variables, 

macroeconomic variables and credit risk 

management proxies explain 96.70% of Net Interest 

Margin. From the table, the interactive effect 

between Loan to Deposit Ratio and degree of 

Inflation is inversely insignificant on Net Interest 

spread. The negative coefficient could signal a 

detrimental effect on bank profitability as inflation 

negatively affects the economy which in turn would 

affect the project for which the credit was taken. 

Furthermore, deposit proportion had an insignificant 

effect on bank profitability (Net Income Margin) 

with a P-value above 5%. However, inflationary rate 

has a negatively significant outcome with respect to 

Net Interest spread with a P-value lower than 

5%.Regarding economic magnitude, this result 

suggests that the interactive effect of default risk 

supervision and macroeconomic variables has the 

ability to decrease the Net Interest Margin of 

Deposit Money Banks. 

 

Table 5: OLS Result Three 

 
Source: Researchers’ Computation using eviews 9 

(2019) 

 

 

5. Conclusion 
The overriding reason for this analysis was to 

evaluate the dynamic influence of default risk 

administration and macro-economic factors on the 

financial accomplishment of deposit money banks. 

The findings of the investigation indicate that the 

ascent in GDP progression rate and the un-

                                                                              

       _cons    -.1642626   .0762358    -2.15   0.034    -.3154939   -.0130312

         crr     .1514513   .0444066     3.41   0.001     .0633604    .2395421

   log_asset     .0158438   .0090724     1.75   0.084    -.0021533     .033841

              

 c.car#c.gni      .030438   .0146777     2.07   0.041     .0013213    .0595546

              

         gni    -.0040916   .0028762    -1.42   0.158    -.0097972     .001614

         car     .0162886   .1030596     0.16   0.875    -.1881539    .2207312

                                                                              

         roa        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    .168982631       106  .001594176   Root MSE        =    .02718

                                                   Adj R-squared   =    0.5365

    Residual     .07462681       101  .000738879   R-squared       =    0.5584

       Model    .094355822         5  .018871164   Prob > F        =    0.0000

                                                   F(5, 101)       =     25.54

      Source         SS           df       MS      Number of obs   =       107

                                                                              

       _cons     7.614904   .0968614    78.62   0.000      7.42278    7.807029

         crr     2.518096   .0528847    47.61   0.000       2.4132    2.622993

   log_asset     .0061109   .0108811     0.56   0.576    -.0154716    .0276935

              

  c.ldr#c.ir    -.0624291   .0759837    -0.82   0.413    -.2131424    .0882842

              

          ir    -.1520183   .0497969    -3.05   0.003    -.2507901   -.0532464

         ldr    -.0298516   .0262401    -1.14   0.258    -.0818988    .0221955

                                                                              

      nimind        Coef.   Std. Err.      t    P>|t|     [95% Conf. Interval]

                                                                              

       Total    3.89552863       107   .03640681   Root MSE        =    .03549

                                                   Adj R-squared   =    0.9654

    Residual    .128471471       102  .001259524   R-squared       =    0.9670

       Model    3.76705715         5  .753411431   Prob > F        =    0.0000

                                                   F(5, 102)       =    598.17

      Source         SS           df       MS      Number of obs   =       108
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Performing advance would lead to an increment in 

bank output as far as performance that may be due 

to economic development and also [26]; [15]; and 

[16] to a transition in loan losses in the system of a 

large interest spread to other customers. The study 

showed the presence of a positive connection 

between the capital adequacy proportion and the 

sum national income on the Return on Asset. 

Therefore, Depositing Money Banks with a greater 

proportion of capital sufficiency can all the more 

likely develop more advances and retain credit 

misfortunes whenever it occurs and thus document 

better financial productivity as for the assets. In the 

case that an increasing inflation rate is caused by the 

economy, loan-to-deposit ratio will adversely 

influence the net income spread of the DMBs as the 

spread of interest rates rises and savers are unwilling 

to store funds in the financial institutions, and this 

scenario induces the banks ' strain in sourcing 

trustworthy lenders at the point when the loaning 

rate is excessively high. This paper concludes that 

the interaction between GDP progression rate and 

Gross National Income (GNI) with un-performing 

advance and the capital adequacy proportion 

respectively have the greatest impact on the 

efficiency output of store cash banks. The effect of 

the loan-to-deposit ratio and inflation on the net 

income spread is statistically insignificant. 

 

5.1 RECOMMENDATIONS 
The following suggestions are derived from the 

research findings:- 

a. In Nigeria, the report advises that DMBs 

strengthen and maintain strict commitment to their 

credit risk plans, evaluations, and review. Banks are 

responsible for ensuring cash are allotted to debtors 

with a reasonable to impressive credit scores. 

 

b. Banks shall conform to the applicable 

requirements of the Banks and Other Financial 

Institutions Act (1999) as amended and the Guiding 

principle for Prudentials’. 

 

c. Banks should gather all necessary and unbiased 

information from both internal and external sources, 

as well as on the impression of the macroeconomic 

situation on default risk administration, with an 

objective to access the vast array of default risk in 

the loan propositions. 

 

d. Banks must be well capitalized to cushion the 

loan loss from un-performing advances relative to 

the size of lending portfolio and regulatory 

requirements. 
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