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ABSTRACT
This study examined the effect of Risk Management on Deposit Money Bank in Lagos State. By evaluating the different types of Risks and how it affect banks performance and the relationship that exist between risk and financial performance in the Deposit Money Banks (DMBs) in Nigeria.
The study employed both primary and secondary source of data collection. The primary data was obtained through the use of pre-tested structured questionnaire distributed to 300 respondents while the secondary data was extracted from the audited financial statement of the 10 sampled Deposit Money Banks in Lagos State over a period of 6 years (2012-2017). The data collected were analysed using Descriptive Statistic such as Pearson product-moment coefficient correlation, Hausman test, and linear regression analysis technique.
The result revealed that credit risk is statistically significant at (r=0.038)(p<0.01%) on Deposit Money Banks (DMB’s) it also shows that liquidity and Market risk are not statistically significant at (r=0.11)(p>0.01%). It also showed the distinctive core and non-core risk that affect the performance of DMB’s in Lagos State. Furthermore the analysis of these responses from the questionnaire observed that all the risk specified in the questionnaire were identified as core risk and they affect the performance of DMB’s in Lagos State. The regression analysis carried out showed that risk management has a significant effect on financial performance proxied by Return on Assets (ROA) and a non-significant effect on Return on Equity (ROE).
The study concluded that all risk are core and important to the performance of DMB’s in Lagos State. Recommendations where further made that risk management in DMB’s should be merged with the enterprise Risk Management (ERM), so there can be a joint coordination of all the risk affecting Deposit Money Bank in Lagos State. It was therefore concluded that financial risk management should be one of the vital concerns in the banking industry in order to achieve effective productivity and also improve financial performance.
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INTRODUCTION 
[bookmark: _Toc520724634]1.1	Background of the study
The effective management of a business enterprise and the occasional disasters associated with life itself, together with political and social disruptions, are examples of the risks which a society is exposed to. It is not often possible to totally eliminate these risks, but the probability of a loss can be reduced by changing some of the circumstances. In view of this, Irukwu (2000) submitted that these risks, frauds and losses could be greatly reduced if the financial institutions adopt more efficient risk management processes and procedures. Deregulation and globalization of financial services, together with the growing sophistication of financial technology, are making banking activities more diverse and complex.
Banking operations and profits are indeed part of the reward for a successful risk’s taking in business. The major services provided by banks are responsible for this. Essentially, banks perform three main functions which are; financial intermediation, asset transformation, and money creation and each of these roles are fraught with obvious risks Redja (2013). 
Financial intermediation: The process in which money deposited in banks for safe keeping by individuals or organisations is loaned out to borrowers may be affected by the risk that depositors demand their money at a rate faster and larger than the reserves the bank has kept from deposited funds. 
Asset transformation: This is the process where new asset created from liabilities are subject to the risk that a change in market interest rates may dilute the profit a bank makes in its loan since a bank must charge interest on its loans that is higher than the interest it pays on its deposits. 
Money creation: This is the process in which additional money is generated in the financial system by the repeated lending of an initial deposit in a bank through the principle of the fractional reserve. It can create inflationary or other macroeconomic risks, as the amount of money created in a fractional reserve banking system depends on the level of reserves banks are required to maintain from deposits. Thus, risk taking is an integral part of and constitutes a major characteristic of banking business. As opined by Kannan and Thangavel (2008), risk implies exposure to uncertainty or threat. One consensus from the different definitions is that risks can have an adverse impact on profitability, though this may be in variance with the classical risk theory that argues that the higher the risk the higher the profit. While the types and degree of risks that an organization may be exposed to depends on a number of factors such as its size, complexity, nature of business and activity volume, it is believed that generally banks face credit, market, liquidity, operational, compliance / legal /regulatory and reputation risks. Looking at risk deposited on banks through their complex transaction, proper management of these risk could mean survival of these banks. Risk management in banks is fast becoming a discipline that participants and players in the industry need to align with Umoh (2002). 
Risk management is a process which involves risk identification, risk measurement, risk monitoring and risk control. In order to properly manage risks, an institution must recognize and understand risks that may arise from both existing and new business initiatives, this is risk identification Egungwu (2014). Risk identification should be a continuing process and should be understood at both the transaction and portfolio levels. Once risks have been identified, they should be measured in order to determine their impact on the banking institution’s profitability and capital. This can be done using techniques which range from simple to sophisticated models. Accurate and timely measurement of risk is essential to effective risk management systems. An institution that does not have a risk measurement system has limited ability to control or monitor risk levels. Banking institutions should periodically test their risk measurement tools to make sure they are accurate. Good risk measurement systems assesses the risks of both individual transactions and portfolios.
There have been several presentations on the risk management practices in banks but they are largely theoretical and not empirical. This paper therefore sought to fill this gap by examining risk management practices among commercial banks in Nigeria with a view to relating these practices to their financial performance. In addition to contributing to the limited literature on risk management practices of banks in emerging economies, this paper is also peculiar as it examines the risk management practices of banks in the year 2012-2017, which is a significant year because it is the year in which banks in Nigeria for the first time adopted the International Financial Reporting Standards (IFRS) in annual reports presentation. 
The key to an effective risk management as observed by Nwankwo (2004), however, is not necessarily to minimize all these various types of risk. For example, lending operations have the inherent risks of possible loan losses (credit risks) but by taking risk, banks are able to charge a premium for their risk-taking activities and earn profits. Risks are therefore, a source of profits. In managing various types of risks, it is essential to divide them into two basic types based on their inherent characteristics, namely, risks that should be taken and risks that should be minimized. In implementing risk management activities, the Banks departments in charge of various types of risks must respond appropriately and work to constantly upgrade their capabilities, as a matter of course.
In addition, it is essential for the bank as a whole to measure and manage risk volumes accurately from a centralized perspective and restrains the total risk volume within the limits of its capital. Also, through appropriate risk control, the bank should strive to maximize profits through the development of an integrated risk management system. Based on the foregoing, this study focuses on risk management in the Nigerian banking industry. This study will amongst other things suggest measures for reducing the occurrences of risks in our banks.

[bookmark: _Toc520724635]1.2	Statement of the Problem
One of the challenges faced in the management of risks in our banks is that of insider loans and advances. It has become a common practice in the Nigerian banks for loans and advances to be extended to family relations and friends without due process. In this regard, bad debts caused by inadequate loan recovery procedures are observed in these banks. The inability of banks to collect loans and advances extended to customers and directors or companies related to directors/managers has been shown to be responsible for the distress of liquidated banks Nwankwo (1999).
Dionne (2013) stated that financial institutions particularly face problems in their risk positions. Their risk positions, which are intended to increase their returns, expose their customers (holders of deposits and insurance contracts) to major losses. Nwankwo (2000) observes that the subject of risks today occupies a central position in the business decisions of bank management and it is not surprising that every institution is assessed an approached by customers, investors and the general public to a large extent by the way or manner it presents itself with respect to volume and allocation of risks, as well as decision against them. Other risks include; insider abuse, poor corporate governance, liquidity risk, inadequate strategic direction, among others. These risks have increased especially in recent times as banks diversify their assets in the changing market. In particular, with the globalization of financial markets over the years, the activities and operations of banks have expanded rapidly including their exposure to risks. Therefore, this study attempts to assess the effectiveness of an efficient risk management on the performance of deposit money banks in Lagos State.
[bookmark: _Toc520724636]1.3	Research Questions
To address the research problem, the study seeks answers to the following questions: 
i. What is the relationship between liquidity risk and the performance of deposit money banks (DMBs) in Lagos State? 
ii. What is the effect of the union between credit risk and financial performance of Deposit Money Banks (DMBs) in Lagos State? 
iii.  What is the effect of the correlation between market risk and financial performance of Deposit Money Banks (DMBs) in Lagos State?
1.4	Research Objectives 
This study mainly aims to examine the impact of risk management on the performance of deposit money banks in Nigeria and the specific objectives are to;
i. Examine the relationship that exist between liquidity risk and the performance of deposit money banks (DMBs)in Lagos State
ii.  Assert if union exist between credit risk and financial performance of Deposit Money Banks(DMBs)in Lagos State
iii. Determine if correlation exist between market risk and financial performance of Deposit Money Banks(DMBs)in Lagos State 
	
1.5	Hypotheses of the Study 
The hypotheses to be tested in this research are stated in their null form as follows: 
i. Risk management has no significant impact on return on equity (ROE) of deposit money banks.
ii. Risk management has no significant impact on return on assets (ROA) of deposit money banks.
iii.  Risk management has no significant impact on non-financial performance of Deposit Money Banks (DMBs) in Lagos State.
1.6	Significance of the Study
This study is carried out at a time when a large percentage of the population of Nigeria have access to technology and can no longer be spoon-fed or tossed around on their privileges. This study is to show the control of the risks affecting deposit money banks and sufficient plan for the challenges and development to come. 
There have been a number of studies on this subject matter, especially on credit risk management such as Rufai (2013), Abiola and Olausi (2014), Alshatti (2015). Nevertheless, this study is considering the risks inherent in deposit money banks currently and how they are managed. 
The findings and recommendations in this research work will be of importance to the financial institutions in Nigeria and globally, to increase their knowledge on risk management and better ways of improving their performance to enable them gain more understanding on the subject matter and further carry out research on its related themes, and also to help financial analysts know the implication of an effective or otherwise risk management on stability and performance of banks in an economy and enable policy makers to make policy recommendations that will move Nigeria forward as risk management is concerned and the public in general to broaden their knowledge on idea of risks and its management and employ the innovative suggestions given by the researcher. The knowledge to be contributed to the academic world will be immensely useful in future evaluation of risks and its management in banks.

1.7	Scope of the Study 
This research work will comprise of 10 Deposit Money Banks (DMBs) out of the 21 listed banks in Nigeria, using Ordinary Least Square technique, that is, regression analysis which was  adopted in the study to determine the relationship between the two variables Indicators. Relationship between Risk Management indicators; ratio of non-performing loan asset/total loan and lease (NPL/TLL), a bank loan is considered non-performing when the agreed date passes without the borrower paying the agreed instalments or interest. Non-performing loans are also called bad debt, Liquidity Ratio; cash and dues held from other banks/total asset and Market Risk Ratio; book value of bank asset/market value of bank asset Profitability indicator; Return on Asset (ROA) and Return of Equity (ROE)is the ratio of net income and total assets. This ratio indicates how a bank manages to turnaround its assets to generate revenue. When it comes to assessing a bank, whose assets are mostly liquid cash, the ratio measures their level efficiency in maximizing the returns on their assets. A higher return on assets is a healthy indicator of financial performance.
The indicators will be examined using the simple Regression analysis. The regression outputs will be obtained using Statistical Package for Social Sciences (SPSS) between the periods of 2012-2017 (6 years). The sample of quoted deposit money banks will be drawn.

1.8	Plan of the Study
This study will consist of five chapters. Chapter one, which is the introductory part contains the background of the study, the statement of the research problem, research questions, objectives of the study, research hypotheses, scope of the study, significance of the study and plan of the study. Chapter two will be dedicated to the literature review; Conceptual Framework, Theoretical Framework and Empirical Framework. Chapter three examines the Methodology; Sources of Data, Nature of Data, Data Collection techniques, Method of Data Analysis, Model specification and Estimation. Chapter Four will consist of Data presentation, Analysis and Interpretation. Thus, Summary, Conclusion and the recommendations. Limitations faced during the study will be discussed in Chapter five.

1.9	Operational Definitions of Terms 
Portfolio Management: The process of making and carrying out a decision to invest in securities Anyafo, (2001). 
Hedging: According to Ebhalaghe (1995) defined hedging as a system employed to smoothen out unpredictable fluctuations in financial variables so as to aid planning and avoid embarrassment induced by cash shortfalls. 
Forward Contracts: This is a contract usually between a bank and the customer to buy or sell a specified quantity of foreign currency at an agreed future data Akinsulire (2005). 
Deregulation:	The removal or easing of government laws or restrictions on business operations.
Enterprise: A business organization 
Premium: A consideration paid for the purchase of insurance over. A sales-promotion method in which some item is offered free or at a bargain price to customers in return for buying a specified product.
Loss: What the policyholder may suffer and what insurance is designed to cover. 
Premium: A consideration paid for the purchase of insurance cover.
Probability: The chance or likelihood of an event occurrence.


CHAPTER TWO
LITERATURE REVIEW

This chapter presents a review of literatures related to the purpose of the study which is organized according to the specific objectives in order to ensure relevance to the research study; the chapter includes a conceptual review, theoretical framework, empirical review, gap in literature and conceptual framework.

2.1	Conceptual Review
2.1.1	Risk Concept 
“Risk is good for any organization because without it there is no reward or progress. Properly implemented risk management is as much about identifying opportunities as well as potential losses (NSAI, 2016)”
Risk has been defined in several ways by different authors but the meaning remains the same. Oluoma (1999) defined risk as a chance of loss; chance of mishap; an unwanted and uncertain event; uncertainty of financial loss; objective doubt concerning the outcome in a given situation, a combination of hazards. According to Osoka (1992) the word risk is used in many different ways. Sometimes, it is referred to as general uncertainty, doubt, and change of loss or, in insurance, the insured object. However, he gave a generally accepted meaning of risk as an uncertainty that exists as to the occurrence of some events.
Irukwu (2000) defined it as a hazard, change of loss or chance of bad consequences or exposure to mischance. The definition held that one important feature of risk is its close association with uncertainty. French and Saward (2000) described it as the probability of failure or loss associated with a particular course of action. A hazard covered by a contract of insurance. In Nwankwo (2004), it is said to be the possibility of loss, injury, damage or peril is inevitable in life. It is inevitable in life. No aspect of human endeavour is devoid of or can escape it. Furthermore, Egungwu (2004) sates that risk is explained by various authors in different ways with the same meaning. He defined risk as “a relative measure of the degree of variability of possible outcomes over time”. Also, as the variability that is likely to occur in the future returns from a project.
Also, Nzotta (2002) defined it as the exposure to loss arising from the variation between the expected and actual outcomes of investment activities. More so, Ndugbu (2003) saw it as meaning exposure to danger or adversity. It is a surrogate for the likelihood of loss or the national size of such a loss. Risk does not mean that you will suffer a loss, only that you may suffer a loss. Certain types of losses will almost surely occur during the lifetime of a human being or business entity.
2.1.2	Classification of Risks
According to Oluoma (1999), risks are classified into to the following: Fundamental risks and particular risks; Pure risk and speculative risk; Dynamic risks and Static risks.
Fundamental risks are things that have their origin and associated losses are impersonal and socially extensive or universal in their impact. The term impersonal is used here to indicate that the origin of such risks is not traceable to one particular person. Examples are wars, earthquake, flood and general unemployment. Some of them are by act of God (earthquake and drought for example) and some are act of man (wars and inflation for example).
On the other hand, where risks are traceable to a specific individual or object in their origin and/or the damages thereof are restricted to a specific individual or object, they are said to be particular risks. For instance, the possibility of a police firing a gun at a demonstrating crowd killing one person or more is a particular risk. The origin is the policeman. If the origin is impersonal but the losses are limited to an individual or object, it is a particular risk French and Saward (2000).   
Risks is said to be pure, first if it relates to an item already in existence (person, property or transaction) and, secondly, if with regard to that item, the focus of attention is either the event loss or no loss (defined in this respect as breaking even or maintaining the status quo). That is, a pure risk offers no prospect of gain. Pure risk can arise from natural forces (i.e. act of God) or from act of man. They include fire, flood, accidental death and so on. These are the kinds of risks which might normally be the subject of insurance. Risks is said to be speculative, if the risk causing transaction was lither to not in existence but rather created by the very act of speculation and secondly, if the transaction can yield any of the following three possible outcomes, “loss or no-loss-no-gain” (i.e. Zero position) or ‘gain’.
Betting is a fitting example of speculative risk. Betting is speculation for gain, but the gambler may loss his stake (i.e. loss) or just recovers his stake (i.e. zero position) or wins more than his stake (i.e. gain).
The term dynamic implies that the very situation under consideration calls for self-propelling activities like a business undertaking, with prospects of changing its socio-economic status overtime. For instance, one engages in business in order to improve on one’s economic status. Such changes can be self-induced i.e. (business organize from external forces). External forces can be in the nature of socio-political development (war, change in technology, fashion, taste, value of money, price structure, taxation, population development etc.). The term “static” implies that there are no self-generating activities induced with a view to influencing the socio-economic prospective of the situation over time. Thus, in ‘static’ there is no prospect of gain in future. It is a case of either the status quo being maintained or evens the deterioration in value. This pair of risk is sometimes used as synonyms for the pair, speculative risk and pure risk.
2.1.3	Risk Management
Commercial banks are in the risk business. In the process of providing financial services, they assume various kinds of financial risks. Over the decade, our understanding of the place of Commercial banks within the financial sector has improved substantially. Over this time, much has been written on the role of commercial banks in the financial sector both in the academic literature. 
Santomero (1997) Suffice it to say that market participants seek the services of these financial Institutions because of the ability to provide market knowledge, transaction efficiency and funding capacity. In performing these roles, they generally act as a principal in the transaction. As such they use their own balance sheet to facilitate the transaction and to absorb the risks associated with it. To be sure, there are activities performed by banking firms which do not have Trust and investment management, “efforts” or facilitating contracts, standard underwriting through sector 20 subsidiaries of the holding company or the packaging, securitizing, distributing and servicing of loans in the areas of consumer and real estate debt primarily. According to the Longman Dictionary of the English Language (1984), risk is the possibility of loss, injury, damage or peril. Defined in this way, risk is an inevitability of life. No aspect of human endeavor is devoid of or can escape it. It is inherent in every day life and more so in the life of a banker because his business has been and continues to be taking risks (Nwankwo, 2000). Managing risks like managing capital and liquidity has therefore been the center peace of banking (Nwankwo, 2000). Risk management practices among financial institutions became a major area of focus for stakeholders in the financial sector. Risk Management is the identification, assessment and prioritization of risks followed by coordinated and economical application of resources to minimize, monitor, and control the probability and/or impact of unfortunate events (Moshinsky, 2012). The essential function of risk management is to identify measure and more importantly monitor the profile of an organization. While new avenues for Deposit Money Banks otherwise called commercial banks have opened up, especially in product development and market penetration strategy. They have brought with them new risks as well and banks are expected to handle and overcome these risks. Adeusi (2013) risk management issues in the banking sector does not just have significant impact only in the performance of the bank, but also in national economic growth and in the development of the business climate. Credit risk is considered as greater risk from all other risks affecting the financial performance of a bank.
According to Charles (2013), risk management is essential for the survival of a bank and this enables the management to allocate resources for the risk units based on a compromise between risk and potential return. Banks that are primarily exposed to credit risk result in the reduction of their profitability. Umoh (2002) defined financial risk as the chance or probability that some unfavourable event will occur such that the financial position or cash flow stream of an organization is adversely affected. One way of identifying the financial risks of an organization is to recognize the sources of such risks. 
Once a risk has been identified, the next stage is to estimate these frequency and sovereignty of potential losses. In this way, risk managers obtain information for determining the risks and selecting particular methods for managing them. In some cases, no particular problems would arise if losses were incurred regularly (example, delay repayment on small loans) because the potential size of each loss is small. But loses that occur imprudently, yet are relatively large when they occur, need to be treated differently. It might be a prudent policy to refuse loan application of the borrower’s collateral of sufficient high value that can be disposed without any legal entanglement. A good risk evaluation system should produce data on the following estimate: Frequency of loss, maximum problem loss and maximum possible loss expected loss, probability distribution of loss and standard deviation of loss. What is not known is which of the alternative outcomes will actually materialize (Brown, 1988). The banking industries recognizes that an institution need not engage business in a manner that unnecessarily imposes risk upon nor should it absorb risk that can be efficiently transferred to other participants (Santomero et al., 1990).
2.1.4	Procedures for Adequate Bank Risk Management
It seems appropriate for a discussion that risk management procedures are the reason why these firms manage risk. According to standard economic theory, managers of value maximizing firm sought to maximize expected profit without regard to the variability around its expected value. However, there is growing literature on the reasons for active risk management including in the work of Stulz (1990), Smith, Smithson and Wolford (1990). In fact, the recent review of risk management reposted in Santomero (1997) list dozen of contributions to the area and at least four distinct rationales offered for active risk management. These include managerial self-interest, the non-linearity of the tax structure, the costs of financial distress and the existence of capital market imperfections. In the light of the above, what are the necessary procedures that must be in place to carry out adequate risk management? And how they are implemented in each area of risk control? The management of the banking firm relies on a sequence of steps to implement a risk management system. These can be seen as containing the following four parts: standards and reports; position limit or rules; investment guidelines or strategies; incentives contracts and composition. In general, these tools are established to measure exposure, define procedures to manage these exposures, limit individual positions to acceptable levels, and encourage decision makers to manage risk in a manner that is consistent with the firm’s goals and objectives. To see how each of these four firm’s acts of basic risk management techniques achieves these ends, we elaborate on each part of the process below:
i. Standard setting and reports
This involves two different conceptual activities, that is, standard setting and financial reporting. They are list together because they are the sine qua non of my risk system. Underwriting standards, risk categorizations, and standards of review are all traditional tools of risk management, an example is the great depression of the 1930s, which originated in USA and affected many countries across the world. The origin of the great depression is said to be traceable to the initial crisis that began in the U.S. financial industry. Empirical studies have shown that bank distress could affect the economic growth of a country through the savings investment channel. 
ii. Position limits and rules 
A second technique for internal control of active management is the use of position limits, and minimum standards for participation. In term of the latter, the domain of risk taking is restricted to only those assets or counterparties that pass some pre-specified quality standard. Then for those investments that are eligible limits they are imposed to cover exposures to counterparties, credits and overall position concentration relative to various types of risks. 
iii. Investment guidelines and strategies 
Investment guidelines and recommended positions for the immediate future are the third technique commonly in use. Here the strategies are outlined in term of concentration and commitments to particular areas of the market. The extent of desired asset/liability mismatching or exposure and the need to hedge against systematic risk of a particular type. The limit described above lead to passive risk avoidance and/or diversification, because managers generally operate within position limits and prescribe rules. 
iv. Incentive schemes 
To The extent that management can enter incentive compatible contracts with the line managers make companion related to the risk born by these individuals, then the need for elaborate and costly control is lessened. However, such incentive contracts require accurate position valuation and proper internal control system Santomero, (1997). Such tools which include posting, risk analysis, the allocation of costs and setting of the required, returns to various parts of the organization are not trivial. Notwithstanding the difficulty, well designed system aligns the goals for managers with other stakeholders in a most desirable way (Babble, et al, 1996). In fact, most financial decades can be traced to the absence of incentive compatibility as the cases of deposit insurance and maverick traders. The Basel Committee on Banking Supervision is developing new international regulations designed to minimize the possibility of the next large-scale financial crisis. The latest Committee “frame” (Basel III) includes strict capital rules which will force all banks to increase more than three times the capital amount in order to avoid the future rescue by taxpayers. It does not require significant capital growth: according to the Basel Committee studies, 100 largest banks worldwide need only about € 370 billion of additional reserves to meet the new rules in 2019
According to Moshinsky (2012), the main purpose of the Basel III is to improve the quality of risk management in the banking business, which in turn should enhance financial system stability as a whole. In Nigeria, as well as around the world, the task of risk management is no longer considered separately from the problems of capital management and profitability. The rapid business development on the background of growing competition requires a more careful operation profitability assessment and customer service quality improvement. 
Global financial institutions and international organizations, including the World Bank, the Bank for International Settlements, the Basel Committee on Banking Supervision, are paying more attention to resolving the issues of financial risk management and control. For example, the Core Principles for Effective Banking Supervision, developed by the Basel Committee, emphasize the need for the banks information systems that allow to accurately measure, monitor and adequately control the financial risks (Basel, 2011).
For years, the IT departments of Ukrainian banks had been solving the task of getting basic management reporting and data consolidation from various weakly interconnected operational automated banking systems (ABS). Increasing needs of business units led to the use of banking information systems for solving analytical problems, which require new methodological approaches. These tasks involve customer analytics implementation (client database segmentation, probability of loan repayment calculation, customer life cycle definition and profitability, etc.), transfer prices calculation, risk indicators calculation: expected and unexpected loss, instrument sensitivity to a change in the risk factors, and others. It is important that these problems are correlated with regulatory requirements of capital adequacy calculation (according to the recommendations of the Basel Committee on Banking Supervision – Basel II and Basel III) and financial instruments’ measurement according to the IFRS standards (based on market or model data). 
 The main objective of banking risk management is maintaining the acceptable profitability ratios of the safety and liquidity parameters in the management of assets and liabilities (minimize losses). The process of banking risk management includes the risk forecast, determination of the probability, values and effects, the development and implementation of measures to prevent or minimize related losses. This includes the development of the banking risk management strategy, the decision-making policy allowing a timely and consistent use of all bank possibilities and keeping risk at the acceptable and controlled level.
2.1.5	Objectives of Risk Management
i. Pre-loss objectives 
Important objectives before a loss occurs include; economy, reduction of anxiety and meeting legal obligation. The first objective means that the firm should prepare for potential losses in the most economical way. The preparation involves an analysis of the cost of safety programs, insurance premiums paid and the costs associated with the different techniques for handling losses. They are sometimes known as expected losses. The second objective is the reduction of anxiety, certain loss exposures can cause greater worry and fear for the risk manager and key executives. The final objective is to meet any legal obligation regulations. The risk manager must endeavour to meet up with these legal requirements.

ii. Post-loss objectives
Risk management also has certain objectives after a loss occurs. These objectives include survival, continued operation, stability of earnings, continued growth, and social responsibility. The most important post-loss objective is survival of the firm. Survival means that after a loss occurs, the firm can resume at least partial operation within some reasonable period of time, this is also known as unexpected losses. The second post-loss objective is to continue operating for some firms, the ability to operate after a   loss is extremely important. For example, a public utility is extremely important and competitive firms must continue to operate and provide services after a loss. Otherwise, business will be lost to competitors. The third post-loss objective is stability of earnings. Earnings per share can be maintained if the firm continues to operate. However, a firm may incur substantial additional expenses to achieve this goal, such as operating at another location and perfect stability of earnings may not be attained.
The fourth post-loss objective is continued growth of the firm. A company can grow by developing new products and markets or by acquiring or merging with other companies. The risk manager must therefore consider the effect that a loss will have on the firm’s ability to grow. Finally, the objective of social responsibility is to minimize the effects that a loss will have in other persons and on society. A severe loss can adversely affect employees, suppliers, creditors and the community in general.
2.1.6	Steps in the Risks Management Process
There are four steps in the risk management process. They include the following:
A. Identify loss exposures; 
B.  Analyse the loss exposures;
C. Select appropriate techniques for treating the loss exposures;
D. Implement and monitor the risk management program.
These steps will be discussed in details in the section that follows: 
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Figure 2.1:  Steps in the Risk Management Process
Source: Principles of risks management and insurance by Redja (2013).



A. Identifying loss exposures
The first step in the risk management process is to identify all major and minor loss exposures. This step involves a painstaking analysis of all potential losses. Important loss exposures relate to the following: Property loss exposures; Building, plants, other structures; Furniture, equipment, supplier; Computers, computer software, and data; Inventory; Accounts receivable, valuable papers and records; Company vehicles, planes, boats, and mobile equipment.

Liability loss exposures 
Defective products; Environmental pollution (land, water, air, noise); Sexual harassment of employees, discrimination against employees, wrongful termination; Premises and general liability loss exposures; Liability arising from company vehicles; Misuse of the internet and e-mail transmissions; Directors and officer liability units.
Business income loss exposures
Use of income from a covered loss, continuing expenses after a loss; Extra expenses; Contingent business income losses
Human resources loss exposures
Death or disability of key employees, Retirement or unemployment, Job related injuries or disease experienced by workers.
Crime loss exposure
Things like Holdups, robberies, burglaries, Employee theft and dishonesty, Fraud and embezzlement, Internet and computer crime exposures, Theft of intellectual properly are of the category Stated above.
Employee benefit loss exposures
Failure to comply with government regulations, Violation of fiduciary responsibilities, Group life and health and retirement plan exposures, Failure to pay promised benefits
Foreign loss exposures
Acts of terrorism, Plants, business property, inventory, foreign currency risks, kidnapping of key personnel, Political risks, Market reputation and public image of the company, Failure to comply with government law and regulations are also part of foreign loss exposures.
A risk manager has several sources of information that he or she can use to identify the preceding loss exposures. 
In addition, risk managers must keep abreast of industry trends and market changes that can create new loss exposures and cause concern. Major risk management issues include rising workers compensation costs, effects of mergers and consolidations by insurers and brokers, increasing litigation costs, financing risk through the capital markets, and expensive motion injury claims. Protection of company assets and personnel against acts of terrorism is another important issue.

B. Analyse the loss exposures
According to Redja (2013), this is a step involving an estimation of the frequency and severity of loss. Loss frequency refers to the probable number of losses that may occur during some given time period. Loss severity refers to the probable size of the losses that may occur. Once the risk manager estimates the frequency and severity of loss for each type of loss exposure, the various loss exposures can be ranked according to their relative importance. The relative frequency and severity of each loss exposure must be estimated so that the risk manager can select the most appropriate technique or combination of techniques for handling each exposure. 

C. The appropriate techniques for treating the loss exposures 
The techniques here are broadly classified as either risk control or risk financing.
Risk Control: This is a general team used to illustrate techniques for reducing the frequency or severity of losses. Major risk control techniques are; Avoidance; Loss prevention; Loss reduction.
Avoidance: Avoidance means a certain loss exposure is never acquired or an existing loss
Exposure: Exposure means unprotected. For example, Plane crashes could be avoided by not traveling by air.
Advantages: Chance of loss is reduced to zero if the loss exposure is never acquired. In addition, if an existing loss exposure is abandoned, the chance of loss is reduced or eliminated because the activity or product that could produce a loss has been abandoned.
Disadvantages: The firm may not be able to avoid all losses, For example, premature death of a key staff. It may not be practical to avoid the exposure.
Loss Prevention: Loss prevention refers to measures that reduce the frequency of a particular loss. For example, measures that reduce truck accidents include driver examination, zero tolerance for alcohols and drug, abuse, and strict enforcement of safety measures.
Loss Reduction: This refers to measures that reduce the severity of loss after it occurs. Example includes installation of an automatic sprinkler system that promptly extinguishes a fire. In conclusion, effective risk control techniques can significantly reduce the frequency and severity of claims, especially in work place safety.


Risk Financing
These include techniques to provide for the funding of losses after they occur. Major risk financing techniques include the following: Retention; Non- insurance transfers; and Commercial insurance.
Retention: This implies that a firm (bank) may retain part or all the losses that can result from a given loss. Retention can be either active or passive. Active retention means that the firm is aware the loss exposure and plans to retain part or all of it, such as losses to fleet of a banks car. Passive retention, however, is the failure to identify a loss exposure, failure to act or forgetting to act. For example, a risk manager may fail to identify all bank assets that could be damaged in an earthquake. Retention can be effectively used in a risk management program under the following conditions:
· No other method of treatment is available; 
· The worst possible loss is not serous; 
· Losses are highly predictable.
D. Implementation and monitoring of the risk management program
This is a fourth step in risk management process it begins with policy statement.

2.1.7	Risks Management Policy Statement
A risks management policy statement, according to Redja (2013), is necessary to have an effective risk management program. It outlines the risk management objectives of the bank as well as banks policy with respect to treatment of loss exposures. It also educates top level executives in regard to the risk management process, gives the risk manager greater authority in the firm and provides standards for judging the risk manager’s performance.
In addition, a risk management manual may be developed and used in the program. The manual may be describing in some details the risk management program of the firm and can be a very useful tool for training new employees who will be participating in the program. Writing the manual also forces the risk manager to state precisely his or her responsibilities, objectives and available techniques.	


2.1.8	Benefits of Risk Management
The discussions above indicate that the risk management process involves a complex and detailed analysis. Despite their complexities, however, an effective risk management programme yields substantial benefits to the firm or organization. The benefits include;
1. The pre-loss and post-loss risks management objectives are more easily attainable.
2. The cost of risk is reduced, which may increase the bank’s profits.
3. Because the adverse financial impact of pure loss exposures is reduced, a bank may be able to enact an enterprise risk management program that threats both pure and speculative loss exposures. 
4. Society also benefits since both direct and indirect (consequential) losses are reduced.
In conclusion, it is clear that risk management are extremely important to the financial success of banks and other business firms in today’s economy. In view of this, every bank needs the services of a qualified risk manager who must be paid well.
2.1.9	Banking Risk Characteristics
Risk is one of the important challenges bank management faces. Nwankwo (2000), explained that bank management is conterminous with risk management. This is to say bank management is nothing other than managing risk. Bank management is always trying to reduce the level of risks associated with: credit (default), Interest rate and Liquidity.


Credit Risk
This is also known as default risk. It is associated with the repayment of a credit advance made by a bank.  For direct loans it is the risk that borrower will not repay, will repay late or otherwise will not make payment in accordance with the terms set forth in a credit agreement (sanction ticket).
Interest Rate or Floating Risk
This refers to the change in value of a financial assets or liability occasioned by a change in the general level of interest rates. Interest rate risk also entails reinvestment risk, which is the risk that the bank will not be able to reinvest its interim cash flows at interest rates that are required to meet its liabilities.

Liquidity Risk
Santomero and Babled (2000), wrote that liquidity risk is a coat of a different colour. This is the risk that there will be a sudden call upon the resources of the bank that will strain its financial capacity. Liquidity risk is most often thought of as a sudden liability shortfall that is associated with a deposit withdrawal or with a decline in borrowing capacity.
Foreign Exchange Risk
This is analogous to interest rate risk described above, that it measures the change in equity value due to variations in the level of the exchange rate.
Operative Risk
The concern here is that system failure or human error will result in losses to the bank that could substantially affect its viability. These failures could be sudden, such as a computer breakdown, or it could be cumulative, such as the inability to bring on line a new computer application. The diagram below is used to illustrate banking risks exposure.
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Figure 2.2:Banking Risk Resource
Source: CBN Bullion, vol. 27 No. 3 July/Sept 2017.


The role of commercial banking is to fill the diverse desires of the groups affected by their actions. These four groups are surplus units, deficit units, bank owners and bank regulators. George et al (1994) described these groups as “economic group”, whereas Nwankwo (2000) described them as constituencies adding larger community as one of these constituencies bringing the number to five groups. Management of the above specified five risks, entail balancing the adverse desires of these economic groups or constituencies and this is a difficult task for bank management because these diverse desires are conflictive.
2.1.10	The Management of Inherent Risks in Banking Operations
Risks, defined in Nwankwo (2004), as the possibility of loss, injury, damage or peril is inevitable in life. It is inherent in every day’s life especially in the life of a banker. An effective management of banking risks requires a well-articulated risk management policy and strategy. This assists the bank manager to think through the totality of its operations and the risks inherent in the operations, see the risks in totality as affecting the bank as a corporate entity rather than as individual risks affecting separate departments and units of the bank, assign responsibility and establish the machinery for implementation, appraisal and review. 
1. Credit Risk Management
Credit risk is inherent in many banking activities and may lead to losses when the bank’s customers experience deterioration in financial condition, making it impossible to recover principal and interest on loans, securities and other monetary claims outstanding. Management of this type of risk is the most fundamental task in banking operations.    Under a business ideal of maintaining reliable and sound banking operations, banks must place the highest priority on ensuring the soundness of its assets and works to continually enhance its credit management capabilities.

Credit Analysis System
The fundamental pillars of banks credit risk management systems are its credit rating systems for ranking its customer and the self-assessment system. These systems when employed will qualify credit risk and in setting various lending policies. To conduct rapid yet sufficient analysis of individual loan applications, the banks must upgrade its credit analysis and approval systems in two ways. The first has been to further train credit officers working in the banks and to institute inspections and guidance for credit applications approved by the general managers. The second has been to form a team of credit specialists in the headquarters of banks, independent of business promotion divisions to conduct thorough analysis of credit applications that exceed the approval limits of banks regulations.
Self-assessment system 
A self-assessment of the assets of the banks must be conducted at regularly determined intervals. The credit review office, which is independent of the credit supervision department, should conduct a detailed check of the content of self-assessments. Based on these checks, write offs and additions to reserves are made when appropriate.

2. Market Risk Management
Basic Policy: Market risks refer to the possibility that banks may incur losses due to movements in interest rates, foreign currency exchange rate, stock prices and market-related indicators. Market risk is defined to include credit risk inherent in market transactions that may lead to losses when counter parties fail to meet their obligations. The bank conducts strict management and control of market risk based on the awareness that the possibility of substantial losses is inherent in the nature of market transactions.
Risks Management System
The risks volumes in the Banks operation (limits on the maximum volume of risk and loss limits that units engaged in market transactions may assume) should be the sole responsibilities of the Board of Directors and the Executive Committee. Units engaging in market transactions must conduct their operations within the various limits that have been assigned to them, based on the decision of the Executive Committee. Result of operations should be sent to the appropriate officers in change, and reports presented to the bank Executives. A monitoring unit should be set to oversee and monitor the activities of both the front-line officers and bank officers
.
3. Liquidity Risk Management
Liquidity risk is the risk that a financial institution may run short of funds, owing to a decline in its creditworthiness or an extreme gap between its maturities for fund use and funding, and may therefore have to pay prohibitively high interest rates to borrow funds for its operations. Banks recognizes the management of liquidity risk to be a vital aspect of its operations and should develop effective systems to ensure sufficient liquidity to meet its needs. To manage liquidity risk, the banks must periodically examine the structure of fund sources and uses implement measures needed to improve this structure. 
Risk Management Systems
Information on the funds gap, the market environment, and other matters related to liquidity risk must be reported by all units in charge of managing banks cash flow to the risk management department which is in overall cash flow. This should be made periodically to the executive officers in the bank. In the event that a sudden change in the market funding environment leads to the emergence of a possible liquidity shortage, the banks will be prepared with contingency plans to respond flexibly and quickly according to the seriousness of the emergency.

4. Operations Risk Management
Operations risks inherent in the handling of customer transactions and errors; unethical conduct and certain other circumstances may lead to losses. Typical examples are disparities between actual cash, cash balances and customer complaints concerning transactions. Accurate and rapid fulfilment of transactions requested by customers is the foundation of trust in the services of banks and as banking activities become more diverse, proper management of these activities to lessen and minimize operations risk is essential.
Risks Management Systems
 Banks must establish the operations department to be in overall charge of operations risks management. The department’s activities include improving operating procedures and implementing systems upgrade, as well as, supervising branch operations and providing specific guidance. In addition, banks must set up inspection departments to perform internal checking functions and this department will conduct examinations and provide guidance to prevent operations problems before they occur at all their offices.
Specific Activities
 In recent years, many new banks have emerged from the recent reforms, based on a sophisticated financial technology. This will lead to a trend towards greater complexity and potential magnitude of operations risk. Operations risk must be qualified to be able to introduce a sophisticated risk management system. This will be very effective for measuring and managing operations risk.
Management of Systems Risk
System risk is inherent in computer systems and losses as well as damages may be incurred owning to malfunctions and unethical conduct.  For financial institutions, which are highly dependent on these systems, there is a possibility that systems risk may have an impact on management. The management of systems risk should not be regarded as simply a systemic or technological issue but, as one form of management risk, which works to supervise and control it as part of a unified bank wide management system.

2.1.11	A Review of Risk Management Practices in Nigeria Banking Industry
In the following, the risk management practices in the Nigeria banking industry are reviewed. The past and current trends are carefully examined.
Past trend
According to Okeke (2007), before the unveiling of the 13-point agenda to reform the Nigerian banking industry in July 2004 by the central bank of Nigeria, there were no documented practices in the Nigerian baking industry. From the regulatory point of view, there were no frameworks or guidelines issued to banks to guide risk management practices within the industry. It also follows that supervisory roles of both the central bank of Nigerian and the Nigeria deposit insurance corporation had no focus on risk management practices. Though some were implemented in 1990 and later the enactment of banks and other financial institutions Act (BOFIA of 1991), but these were largely rules/compliance based and has been proven to be largely reactionary and unable to cope with emerging challenges associated with diversified and complex operations in a mega bank. An overview of risk management practices in the Nigerian banking industry was carried out in (Umoh, 2002). It is evident from the study that Nigerian banks are much more concerned with return profitability without much concern for risk even though the later necessarily accompanies the former. It reviewed the management of four types of risk that are prevalent in the Nigerian banking industry, namely; credit default risk, operational risk, reputation risk and human resources risks. The study revealed from available statistics of liquidated banks as indicating that inability to collect loans and advances extended to customers and directors or companies related to directors/managers was a major contributor to distress of the liquidated banks. At the height of distress in 1995 when 60 of the 15-operating banking were distressed, the ratio of the distressed banks non-performing loans and leases to their total loans and leases was 67%. The ratio deteriorated to 79% in 1996, 82% in 1997 and by the end of January 1998, the licenses of 31 of the distressed banks had been revoked. In a collaborative study conducted by the Central Bank of Nigeria and the Nigeria Deposit Insurance Corporation in 1995, operators of financial institutions confirmed that bad loans and advances contributed more to the distress in Nigerian banking industry. In their assessment of factors responsible for distress, the operators ranked bad loans and advances first with a contribution of 19.5%. The study defined operational risks as the risk of direct and indirect loss resulting from inadequate or failed internal processes, people and systems or external threats. One of the manifestations of high operational risks in Nigerian banks is the value of fraud and forgeries. These losses arise principally from weak internal controls and the retention of staff with fraudulent propensity. In Nigeria, it is common for banks to overlook some risks and even ignore regulatory guidelines meant to mitigate such risk.
The CBN detailed several factors that are responsible for this state of affairs. They are absence of formal training institutions offering risk management curricula, absence of an industry-recognized risk management qualification and certification program or system to foster the development of professional talent in the different areas of risk management such as credit, operational, liquidity and market risks. Also noted was the absence of a holistic, well-structured and well-coordinated approach to talent development tailored to meet the contemporary challenges in the industry, including the area of risk management and corporate governance. Others are lack of strategic partnerships and alliances with tertiary institutions local and Global and with associations of professionals on risk management, training and education, absence of a competent framework to support the development of skilled and capable workers in the industry including in the area of risk management and low priority accorded to the development of capacity by some banks particularly in the area of risk management and corporate governance for members of the board and management.
However, with the implementation of the Basel II/III capital accords which is anchored on risk-based supervision as against compliance-based supervision of banks; the professionalism approach to risk management education, through the development of qualification and certification programs by registered professional bodies and training providers such as the Credit Risk Management Association of Nigeria (CRIMAN); and the adoption of the IFRS effective from the year 2012 among other regulatory initiatives, it is envisaged that risk management practices of Nigerian banks will greatly improve.
Current trend
As part of the 13-point agents issued in July 2004 by the central Bank of Nigeria for the reform of the Nigeria banking industry, the governor stated that the bank would work towards the adoption of risks-based supervision in line with global trends and standards. To this end, (Alashi, 2016), wrote that the management of Central Bank of Nigeria and the Nigerian Deposit Insurance Corporation approved in November 2005, the framework for risk-based supervision of banks in Nigeria and directed that its implementation should commence in September, 2006.Within this directive, the CBN acknowledged that a sound risk management structure was important in ensuring that bank’s risk exposures are within the parameters set by its Board, adding that such structure should be commensurate with the size, complexity and diversity of the bank’s activities. “The risk management structure should facilitate effective Board and senior management oversight and proper execution of risk management and control processes”.
The new guidelines stressed the need for Boards of banks to establish the bank’s overall strategy and significant policies relating to the management of individual risk elements to which it is exposed. The board’s responsibilities should among others include establishing the bank’s overall strategic direction and tolerance level for each risk element, ensuring that the bank maintains the various banks facing it at prudent levels, ensuring that senior management as well as individuals responsible for managing individual risks facing the bank possess sound expertise and knowledge to accomplish the risk management function: It should be ensured that the bank implements sound fundamental principles that facilitate the identification, measurement, monitoring and control of all risks facing it. This guidelines created the Board Risk Management Committee (BRMC) saddled with the responsibility to ensure adherence to the bank’s risk management policy and procedures as set out by the board as well as reviewing the bank’s risk strategy. It also identified the role of senior management in the implementation of risks policies and procedures in line with the strategy direction and risk appetite specified by the board. Specifically, senior management should at the minimum be responsible for;
The development and implementation of procedures and practices that translate the board’s goals, objectives and risk tolerances into operating standard that are well understood by the bank’s personnel; Establishing lines of authority and responsibility for managing individual risk elements in line with the Board’s overall direction; Risk identification, measurement and monitoring and control procedures; Establishing effective internal controls on management process; Ensuring that the bank’s risk policies, appetite and tolerance are well documented and clearly communicated throughout the bank such that staff at all levels will be responsible for identifying with the bank’s declared priority of risk management by recognizing real and anticipated risks in their normal course of duty and taking appropriate action. This will ensure that the banks risk management culture is sustained throughout its operations. At the operational levels, the guidelines stipulated the establishment of a Risk Management Committee with the responsibility to drive the risk management function of a bank. The committee shares have a reporting relationship to the Board Risk Management Committee in accordance with the code of corporate governors for Banks in Nigeria’s post consolidation. Specifically, the Risk management function of the bank should ensure effective management of the significant risks inherent in the operations of the bank for each of the risk elements; the risk management function should cover the following areas, among others: Establishment of systems and procedures relating to risk identification, measurement, control and monitoring of loan and investment portfolio quality and early warning signals; Ensuring that risks remain within the boundaries established by the board; Ensuring that business lines comply with risk parameters and prudential limits established by board; Remedial measures to address identified deficiencies and the problems; Stress testing of the credit portfolio, and; Risk reporting.
With regard to credit risk which has been identified as one of the major contributors to bank failures in Nigeria. The guidelines stipulated the need for banks to have holistic credit risk management procedures. At the minimum, they should cover formulation of overall credit strategy, credit origination, administration, analysis, measurement and control. They should also include the risk review process and procedures for managing problem credit for credit origination banks must operate within sound and well-defined criteria for new credits as well as the expansion of existing credits. Credits should be extended within the target markets and lending strategy of the institution. The key feature of credit origination should be the assessment of the risk profile of the customer/transaction. Supporting the risk management function is the credit administration function which is basically a back-office activity that supports and controls. The extension and maintenance unit should perform the functions of credit documentation, monitoring and security documents as well as ensuring that loan disbursement and repayment conform to applicable procedure policies. The measurement of credit risk is of vital importance in credit risk management. The guidelines require banks to adopt qualitative and quantitative techniques to measures the risk inherent in their credit portfolio. To measure the credit risk, banks should establish a credit risk-rating framework across all types of credit activities. Among other things, the rating framework should incorporate the measurement of business risks (i.e. industry characteristics, competitive position, management, etc.) and financial risk (i.e. financial condition) profitability, capital structure, present and future cash flows, etc.). The credit rating framework should be designed to also serve as a tool for monitoring and controlling risks inherent in individual credits as well as in credit portfolios of a bank or a business line. The risk rating should categorize all credits into various classes on the basis of underlying credit quality. Risks ratings should be assigned at the inception of lending and reviewed at least annually.

2.2	Theoretical Review
This study is focused on risk management and performance of banks in Nigeria. The following are theories related to the study and are discussed in this section of the study;
2.2.1 Agency theory
One of the theoretical principles underlying the issue of risk management is the agency theory which was developed by Jensen and Mackling in 1976 resulting out of the separation of ownership and control. This theory explains the relationship between the principal, which in this case are shareholders or owners of the DMBs and the agents, which comprises the management of a DMB. The owners expect that the agents act in their best interest. Ideally, the contract‟ between the owners and the managers should ensure that the managers always act in the best interests of the owners. In this relationship, the principal delegates an agent to perform work. Investors have surplus funds to invest but due to technical constraints such as inadequate capital and managerial expertise to manage the funds, managers are employed to invest their funds in profitable ventures to generate good returns and the managers rewarded for their service. This theory attempts to deal with two specific problems. The first explains that the goals of the principal and agent are not in conflict; the second explains that the principal and agent reconcile different tolerance for risk. It is now a well-known fact that risk management issues can give rise to conflicts of interest between corporate executives and shareholders, notably when executives are remunerated with their firm’s stock options (Smith and Stulz, 1990). Another important subject of concern is when the risk appetite of the management or the board of directors is different from that of the shareholders. The former may decide to take risks that are in consonance with the achievement of their set objectives, while the latter may desire to take risks that will be advantageous to their wealth maximization alone.
2.2.2 Innovation Diffusion Theory
This theory was developed by Rogers in 1962. It is one of the oldest social science theories. It originated in communication to explain how, over time, an idea or product gains momentum and diffuses (or spreads) through a specific population or social system. The end result of this diffusion is that people, as part of a social system, adopt a new idea, behaviour, or product. Adoption means that a person does something differently than what they had previously (i.e. purchase or use a new product, acquire and perform a new behaviour, etc.). The key to adoption is that the person must perceive the idea, behaviour or product as new or innovative. It is through this that diffusion is possible. Risk perception, culture and awareness throughout an organization has a lot to do with the implementation of any risk management measure put in place. The acceptability and diffusion of this information has a lot to add or subtract from the intended performance of DMBs and what is actually achieved.
2.2.3 Stakeholder Theory
Stakeholder theory suggests that the purpose of a business is to create as much value as possible for stakeholders. Stakeholders, as defined by Freeman (1984), are any group or individuals that can affect or is affected by the achievement of a corporation’s purpose. Donaldson and Preston (1995) defined stakeholders as identifiable groups or persons who have legitimate interest in an organization and these interests have intrinsic value. The theory is based on how managerial decision making affects all the stakeholders and no one’s interest should be able to dominate the others. In order to succeed and be sustainable over time, executives must keep the interests of customers, suppliers, employees, communities and shareholders aligned and going in the same direction. Innovation to keep these interests aligned is more important than the easy strategy of trading off the interests of stakeholders against each other. Hence, by managing for stakeholders, executives will also create as much value as possible for shareholders and other financiers. 
Stakeholder theory, developed originally by Freeman in 1984 as a managerial instrument, has since evolved into a theory of the firm with high explanatory potential. Stakeholder theory focuses explicitly on equilibrium of stakeholder interests as the main determinant of corporate policy. The most promising contribution to risk management is the extension of implicit contracts theory from employment to other contracts, including sales and financing. In certain industries, particularly high-tech and services, consumer trust in the company being able to continue offering its services in the future can substantially contribute to the company value. However, the value of this implicit claims is highly sensitive to expected costs of financial distress and bankruptcy. Since corporate risk management practices leads to a decrease in these expected costs, company value rises. Therefore, stakeholder theory provides a new insight into possible rationale for risk management.
2.2.4 Stewardship Theory
The stewardship theory emerged as a result of the seminar work by Donaldson and Davis (2002). The theory is based on the assumption that the interest of shareholders and the interest of management are aligned; therefore, management is motivated to take decisions that would maximize performance and the total value of the organization. The theory believes that there is greater utility in cooperative than individualistic behaviour and hence whilst the actions of management would be maximizing shareholder’s wealth, it would at the same time be meeting their personal needs. The managers protect and maximize shareholders wealth through organization performance, because by so doing, their utility functions are maximized (Davis, Schoorman and Donaldson, 1999).To achieve this goal congruent, the shareholders must put in place appropriate empowering governance structures and mechanisms, information and authority to facilitate the autonomy of management to take decisions that would maximize their utility as they achieve organizational rather than self-serving objectives. For Chief Executive Officers (CEOs) who are stewards, their pro-organizational actions are best facilitated when the corporate governance structures give them high authority and discretion (Donaldson and Davis, 2002). Davis et al. (1999) identified five components of the management philosophy of stewardship as trust, open communication, empowerment, long-term orientation and performance enhancement.
2.2.5 Loan able Funds Theory
Loan able funds theory was propounded in 1934 by British economist, Dennis Robertson and Swedish economist, Bertil Ohlin. This is a theory of interest rates and interest rates movement. This theory of interest rate determination views the level of interest rates in financial markets as resulting from factors that affect the supply and demand for loanable funds. This is analogous to the way that the prices for goods and services in general are viewed as being the result of the forces of supply and demand for those goods and services. It is expressed that the aggregate quantity of funds supplied is positively related to interest rates, while the aggregate quantity of funds demanded is inversely related to interest rates. This theory relates to DMBs risk management in that interest rate affects the operations and income of these financial institutions. In the long run, performance, both financial and non-financial of the banks are highly affected by movement in interest rates.

2.3	Empirical review
In time past, researchers have delved into the areas of risk management, its different types and its effect on various sectors of the economy. It is vital in this study to look into the extant literature available by various researchers as regards the subject matter, ‘risk management’, in relation to banks and other financial institutions performance. 
Different concerns were raised, major discoveries made and various inferences were reached.
Blanchard and Dionne (2006) examined the relationship between risk management and corporate governance. From the study, it was ascertained that the composition of the board of directors does have an influence on the risk management policies of firms. Therefore, it was concluded that the greater the number of external directors on the board, the greater is the number of risk hedging activities undertaken by the firm. 
The structures and approaches to embedding risk management in companies in the United Kingdom was looked into by Fraser and Henry (2007). The paper researched into ways by which companies identify risks and embed risk management and control procedures and also on interactions between internal audit and audit committees and their contributions to risk management. It was discovered that while the boards have ultimate responsibility to risk management, the ownership of risks must reside with management at lower levels. It was also found out that audit committees were increasingly involved in risk management but there are doubts as to whether they have the time and expertise to undertake more than high level risk reviews. It was therefore, recommended that there should be a separation of the internal audit and risk management functions to preserve internal audit independence and clarify internal audit roles. Also, separate risk committees should be established to direct risk management, with audit committees adopting a watching brief over the process. 
In India, Arunkumar and Kotreshwar (2008) carried out a study on risk management in commercial banks. These banks were divided into private and public-sector banks. The researchers identified three primary risks of banks in order of importance, as credit risk, market risk and operational risk. The study utilised structured questionnaires and interviews to acquire data. It was found that credit risk management performance of commercial banks in India is not satisfactory. Also, there exists no marked difference between public sector banks and private sector banks as regards their credit risk management performance. It was suggested that better portfolio equilibrium should be achieved; Risk Management Information System (RMIS) should be created; the Internal Rating System should be redesigned and that banks should adopt early warning signals. 
Ariffin and Kassim (2009) also examined credit risk and bank’s performance in Egypt and Lebanon banks in the 1990s by using data for banks from the two countries over the period 1993-1999. Their study estimates a fixed effects model of bank return with varying intercepts and coefficients with findings that show that the credit variable is positively related to profitability while the relationship of the liquidity variable is insignificant across all banks and has no impact on profitability. The study also finds a strong link between capital adequacy and commercial banks return, with a high capitalization ratio noted as being a hindrance to returns.
Also, Pagach and Warr (2010) researched on the effects of enterprise risk management on firm performance. They generally considered risk to be the possibility of outcomes that deviate from what was expected, though the expectation of most firms were primarily negative outcomes. The study was mainly on firm’s appointment of Chief Risk Officers (CROs), which resulted into the adoption of Enterprise Risk Management (ERM) in their operations. 106 firms were sampled in the study. Various ratios were used to analyse the four characteristics in which the study was classified. They include risk characteristics, asset characteristics, financial characteristics and bank characteristics. Little evidence was noticed in the sample of ERM adopters for any significant changes in various key firm variables. There was also limited evidence of risk reduction in the firm's earnings. 
In Nigeria, Owojori, Akintoye and Adidu (2012) worked on the challenges of risk management in the post consolidation era of banks. It was discovered that it is common for bankers to overlook some risks and even ignore regulatory guidelines meant to mitigate such risks. A good number of banks have failed and some are distressed because of management’s poor attitude towards risk, particularly credit default risk. Bankers have a responsibility to identify their key risks, their source and then map out strategies towards their mitigation. It was however suggested that the risk management structure and culture should be well understood and imbibed by all, starting from the board of directors. 
Fadun (2013) researched on lessons for business enterprises on risk management and risk management failures. The research was mainly a desk research. The researcher opined that risk management failures could be categorised into two – operational failure and operators failure. Operational failure arises from development and execution of risk management framework or system. And to minimise this failure, the adopted risk management framework must be realistic, workable and clearly describe what is and what is not a part of the framework, what to be done, those responsible for actions, and the manner it should be done. However, operators ‘failure arises from a firm’s manager’s errors or misconducts. Consequently, appropriate risk management framework and adequate modus operandi are necessary to facilitate effective and efficient risk management in business enterprises in Nigeria. Additionally, not every loss reflects a risk management failure. Nevertheless, risk management must be continuously implemented and improved in business; and be treated as a separate aspect of corporate management in Nigeria. It was recommended that future studies can examine and evaluate relationship between corporate governance, corporate social responsibility and risk management in Nigeria.
Uwuigbe and Oyewo (2014) carried out a research on credit management and bank performance of listed banks in Nigeria. They used purposive sampling for the sampling of their population. They also used descriptive statistics and econometric analysis, applying the panel linear regression methodology consisting of periodic and cross-sectional data in the estimation of the regression equation for 2009 – 2013 of the banks sampled. Their study discovered that both non-performing loans and bad debt had a negative association with the profit after tax of the sampled banks. There was a negative association between secured and unsecured loan and performance of banks in Nigeria. There was a significant negative relationship between bad debt and the performance of the sampled banks in Nigeria. They recommended that banks management should establish sound lending policies, adequate credit administration procedure and an effective and efficient machinery to monitor lending function with established guidelines.
Jordanian commercial banks were also investigated into by Alshatti (2015). The researcher inquired on the effect of credit risk management on financial performance of these banks. He found out that there was an effect of credit risk management on banks financial performance as measured by Return on Assets (ROA) and Return on Equity (ROE). He further recommended that Jordanian commercial banks should take into consideration the indicators of Non-performing loans/Gross loans, Provision for facilities loss/Net facilities and the leverage ratio that were found significant in determining credit risk management. 
In light of the foregoing, Olusanmi, et al. (2016) carried out a research on the effect of risk management on bank’s financial performance in Nigeria. Their findings showed that there is no significant relationship between risk management and financial performance of banks in Nigeria. They opined that the increased drive for the management of risk poses a limit on the earning capacity of Nigerian banks. 
2.3.1 Gap in Literature Review
The gap identified in the various extant literatures reviewed is that, there was a major concentration of these studies on credit risk management. Consequently, other risks affecting the banks like liquidity risks, market risks, operational risks, reputational risks, regulatory risks, etc. were isolated from the research work. Studies like Iwedi and Onuegbu (2014), Alshatti (2015) were of this nature. This research intends to fill this gap by covering the overall management of various risks in Nigerian deposit money banks and not focusing on credit risk alone. Also, majority of the researchers ended their study of banks performance in the year 2012. Some of these works include: Abiola and Olausi (2014), Uwuigbe et al. (2014), Olusanmiet,al. (2016). Subsequent years from then have not been looked into to examine the progress of banks in relation to their risk management. Banks have developed tremendously ever since and this work was also expected to fill this gap. Therefore, this study is cantered on the performance of deposit money banks up till year 2017.Furthermore, in preceding studies, like Arunkumar and Kotreshwar (2008), Nimalathasan and Pratheepkanth (2015), Olusanmi et al. (2016), the performance of the banks was looked at from the view of its profitability, which is only the financial performance alone. This research work looks at the general performance, both related to financial and non-financial performance of deposit money banks.
Table 2.3: Table showing authors and initial method used with findings and remark.  
	S/N
	AUTHOR
	YEAR
	INITIAL TOPIC
	METHOD USED
	FINDINGS
	REMARK

	1
	Blanchard and Dionne
	2006
	Relationship between risk management and corporate governance
	ADF Unit Root test, descriptive statistics, and multiple regression techniques
	It was ascertained that the composition of the board of directors does have an influence on the risk management policies of firms

	The greater the number of external directors on the board, the greater is the number of risk hedging activities undertaken by the firm.

	2
	Arunkumar and Kotreshwar
	2008
	Risk management in commercial banks.
	The study utilised structured questionnaires and interviews to acquire data
	There exists no marked difference between public sector banks and private sector banks as regards their credit risk management performance.
	Risk Management Information System (RMIS) should be created

	3
	Owojori, Akintoye and Adidu
	2012
	Challenges of risk management in the post consolidation era of banks
	The study utilised structured questionnaires and interviews to acquire data
	It was discovered that it is common for bankers to overlook some risks and even ignore regulatory guidelines meant to mitigate such risks.

	Banks have failed and some are distressed because of managements poor attitude towards risk





	4
	Nimalathasan and Pratheepkanth
	2015
	Systematic risk management and profitability of selected financial institutions
	Correlation and Regression Analysis were used to test the hypothesis.
	Profitability standards should be established and communicated to the investors to help investors to achieve the standard and take better investment decisions.
	Identifying weaknesses of risk management and motivating the risk managers may be the best way to achieve the high level of firm’s financial performance.



Conceptual framework
The relationship among the deposit money banks, types of risk, risk management procedures and the resultant effect on performance of deposit money banks is dynamic. (See Fig .2.3). 
The operations of the deposit money banks bring about various types of uncertain likelihood of some phenomena occurring. The occurrence or not of these events give rise to the various classification of risks. These classifications are, but not limited to, credit risk, liquidity risk, market risk, reputation risk, interest rate risk, customer satisfaction risk, and other various types of risks. 
The proper management or otherwise of these risks in turn affects the financial and non-financial performance of deposit money banks. This is to mean that if the risks are properly managed, the performance of deposit money banks reflect the result of the managed risks on the deposit money banks.
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Fig 2.3Schematic diagram of conceptual framework on Risk Management and Performance of Deposit Money Banks
Source: CBN Bullion, vol.27 No. 4 July/September, 2017.


CHAPTER THREE
METHODOLOGY
In this chapter, the methods, ways and means by which all the relevant information relating to this research work was collected and considered. The methodology in any research work gives clear and detailed source of data collection employed to provide necessary data that is needed for the research work. It is equally the plan and structure of investigation considered so as to obtain answers to research questions and also to achieve the objectives of the study. Consequently, the research design, population of the study, sampling techniques and sample size, methods of collecting data and method of analysis is considered in this section. 

3.1	Research Design 
The research design used in carrying out this research was the survey design. This type of research design focuses on generalizing the inferences drawn from the sample that is sufficient to represent the whole population of the study, which in this case were deposit money banks (DMBs) in Lagos State. The researcher administered questionnaires to elicit responses from members of staff in the risk management department of banks on the influence of risk management on their performance. Also, the annual reports of these banks were used in determining their financial performance and the risk ratios over the years 2012 – 2017. The choice of the year 2012 was because of their capital base ranking in February 2018 and that was the year the banks in Lagos State were restructured into various categories of international, national and regional banks (Mbaeri, 2015). Also, the data and information in this period reflect the recent and true picture and position of the banks in the Nigerian economy.  

3.2	Area of Study
The area of study used in this research is the selected number of banks in Lagos State out of the 21 below listed banks in Nigeria.

3.3	Population of the Study 
The populations for this study were the members of staff of the risk management department of the twenty-one (21) deposit money banks (DMBs) extant in Nigeria. The lists of banks are: 

i. Access Bank plc.
ii. Citi Bank Nigeria limited
iii. Diamond Bank plc.
iv. EcoBank Nigeria Plc.
v. Fidelity Bank plc.
vi. First Bank of Nigeria limited
vii. First City Monument Bank plc.
viii. Guaranty Trust Bank plc.
ix. Heritage Banking company limited
x. Keystone Bank limited
xi. Providus Bank limited
xii. Skye Bank plc. (now polarize bank)
xiii. Standard Chartered 
xiv. Stanbic IBTC Bank plc.
xv. Sterling Bank plc.
xvi. SunTrust Bank Nigeria Limited 
xvii.  Union Bank of Nigeria plc.
xviii.  United Bank for Africa (UBA) 
xix. Unity Bank Plc.
xx.  Wema Bank Plc.
xxi.  Zenith Bank plc.
Source: Central Bank of Nigeria Bullion, 2018 
3.4	Sampling Technique and Sample size 
The sampling technique adopted in this study was the stratified sampling which is a random probability sampling technique, which is a sampling method that involves a process of stratification, followed by random selection of subject from each stratum.  
The sample size was determined using the Slovin method as stated in Adetayo (2011). 
Sample size = 
Where N = population size; e = desired margin of error. Therefore, the sample size for this study is  
 = 9.98 ≈ 10
The sample size for the study was the members of staff in the risk management department of the ten (10) deposit money banks (DMBs) in Nigeria. 
A total of three hundred (300) questionnaires were administered to the sample size. The members of staff in the risk management department of the ten sample banks were administered thirty (30) questionnaires each. This thirty (30) was a representative sample of the members of staff in the risk management department in each deposit money bank in the sample. 
The sample banks were picked from the division of banks into three strata based on their asset size, capital base and commercial authorization, i.e., International and national authorization. This is according to CBN Financial Stability Report 2018 where banks size classification using their total assets was illustrated. The table below shows the banks selected alphabetically in their 2017 annual reports. These banks were chosen according to the ratio of the total sample in relation to the population. 

Table 3.1 Summary of Sample 
	Serial no:
	Commercial banks or deposit money banks with international authorization (arranged alphabetically)

	i. 
	Access Bank plc.

	ii. 
	Diamond Bank plc.

	iii. 
	Fidelity Bank plc.

	iv. 
	First Bank of Nigeria limited

	v. 
	First city monument Bank plc.

	vi. 
	Guaranty trust Bank plc.

	vii. 
	Skye Bank plc. (Now polarize bank)

	viii. 
	Union Bank of Nigeria plc.

	ix. 
	United Bank for Africa plc.

	x. 
	Zenith Bank plc.


Researcher’s Compilation, 2018. 
3.5	Sources and Collection of Data 
Data for this study was sourced through the primary and secondary means. The primary source of data for this work was the structured questionnaire. Data was collected through this source by administering of a structured questionnaire to staff in the risk management department of sample deposit money banks in Lagos State. The secondary source of data was the annual reports of the deposit money banks in the sample selected from the year 2012 – 2017. The data collected from these annual reports were those that relate to the financial performance and the risk ratios of the deposit money banks for the years stipulated. 

3.6	Construction of Research Instruments 
The research instruments used in this study was through a structured questionnaire and a regression model. The regression model was constructed with the independent and dependent variables, risk management and financial performance respectively. 
The questionnaire was administered to the staff in the risk management department of the sample banks selected. It had five sections. Section A concerned the demographic characteristics of the respondents. Section B, C, D and E, respectively, was about eliciting responses on the stated objectives of the study. Section B, contained identification of the distinctive core and non-core risks that affect the performance of deposit money banks in Nigeria, contained both closed-ended and open-ended questions. Sections C, D and E contained mainly closed-ended questions. These successive sections utilized the Likert scale method, which is a five-level scale of responses that include Strongly Agree (SA), Agree (A), Undecided about the statement (U), Disagree (D) and Strongly Disagree (SD).

3.7	Validation of Research Instruments 
The questionnaire was pre-tested before it was administered to the study sample. This method of pretesting of the questionnaire was to administer it to a pilot sample that will help validate its ability to measure the right concept that it intended to measure. Thus, the questionnaire was administered first to a pilot sample of thirty (30) bank employees in the risk management department of sterling Bank Plc. The respondents helped to establish the unambiguous nature the questionnaire was expected to possess and also helped the researcher modify some questions they felt were not clear enough to elicit the right responses required for the study.    
3.8	Measurement of Variables 
[image: ]The independent variable is risk management, while the dependent variable in this study is the performance of deposit money banks in Lagos State. The independent variable, risk management, is measured by the ratios that are used to measure the various types of risks. They are as follows: 
Credit Risk =  
[image: ]
Liquidity Risk =  
[image: ]
Market Risk =  

The market risk encompasses the interest rate risk and the foreign exchange risk, since market risk involves the possibility of movement in the interest rate and foreign exchange rate. Other types of risks identified in this study, such as operational risk, political risk, reputation risk, etc. cannot be easily measured. However, it was assumed in this study that the risks with measurement ratios above were illustrated to capture and influence all the risks that affect the deposit money banks in Lagos State. 
The financial performance of banks was measured using the return on equity (ROE) and return on assets (ROA), which are major financial performance indicators as opined by (Rose ,2002) and (Malichova and Ďurišová, 2015). 
[image: ]
ROE is measured as    , while 
[image: ]
ROA is measured as  


3.9	Model Specification 
The following mathematical model were developed to analyze the relationship between risk management and financial performance of deposit money banks.  
This study employed the model specified below. 
· = [image: ] + [image: ] +[image: ][image: ] +[image: ][image: ] +  [image: ] ……………….……………......…….3.1 
Where [image: ] represents the financial performance of deposit money banks in Nigeria, measured by Return on Equity (ROE) and Return on Assets (ROA). 
CR represents Credit Risk. 
LR represents Liquidity Risk. 
MR represents Market Risk. 
[image: ] represents the intercept of the slope, which is always constant. 
[image: ], [image: ][image: ][image: ] represent the regression coefficients of financial performance ([image: ]) by each Variable of Risk Management. The apriori expectation of these coefficients are that they are all positive. 
[image: ] Represents the error term that explains any imperfection in the mathematical model specified. 
It represents the panel nature of the model, which is the number of sample deposit money banks for ,i’, while the number of years to be considered for ,t’. 
Since return on equity (ROE) and return on assets (ROA) are the proxies used in measuring the financial performance of deposit money banks in this study, the model was modified as follows: 
[image: ] = f ([image: ],[image: ],[image: ])………………………………………..............................3.2 
[image: ] = a + [image: ] + [image: ] + [image: ] +  [image: ] …………………...……….……….…3.3 
[image: ] = f ([image: ],[image: ],[image: ])……………….………………………….........................3.4 
· = a + [image: ] + [image: ] + [image: ] +  [image: ] ………………………….……………3.5 

3.10	Data Analysis Techniques 
The study was analyzed using both descriptive and inferential statistics method. The descriptive statistics included the use of frequency and percentage tabulations to analyze the responses gotten from the questionnaire administered. 
The linear regression analysis method, which is an econometric technique, was the inferential method that was employed in analyzing the models of the study. 
The first and second hypotheses were tested using the Linear regression analysis technique, while the third hypothesis was tested using the Pearson product moment coefficient of correlation method. 

3.10.1   Panel Data Analysis 
The models regressed in this study have data of a panel nature. Panel data is a longitudinal data set that follows a given sample of individuals over time, and thus provides multiple observations on each individual in the sample (Hsiao, 2003). The data in this study is panel because it comprised of a sample of deposit money banks‟ ratios over the period of 2012 – 2017.  
In regressing panel data, the Estimated Generalized Least Square (EGLS) method was used. This regression was carried out in two ways – Test for fixed effect and random effect. 
The fixed-effect (FE) is used when analyzing the impact of variables that vary over time. Fixed effect explores the relationship between the independent and the dependent variables within an entity. Each entity has its own individual characteristics that may or may not influence the predictor variables. Each entity is different, therefore, the entity’s error term and the constant (which captures individual characteristics) should not be correlated with the others. The fixed-effects model controls for all time invariant differences between the individuals, so the estimated coefficients of the fixed-effects models cannot be biased because of omitted time-invariant characteristics, like culture, religion, gender, race, etc. Substantively, fixed-effects models are designed to study the causes of changes within an entity (Kohler and Kreuter, 2012). 
The basis of random effects model is that, unlike the fixed effects model, the variation across entities is assumed to be random and uncorrelated with the independent variables included in the model. Random effects assume that the entity’s error term is not correlated with the predictors which allows for time-invariant variables to play a role as explanatory variables. Random effect allows generalizing the inferences beyond the sample used in the model (Torres-Reyna, 2007). 
As stated by Green (2008), the crucial distinction between fixed and random effects is whether the unobserved individual effect embodies elements that are correlated with the regression in the model, not whether these effects are stochastic or not. 
In deciding between fixed or random effects, a Hausman test should be run. In the Hausman test, the null hypothesis is that the preferred model is random effects, while the alternative hypothesis is that the fixed effects are most appropriate. It basically tests whether the unique errors ([image: ]) are correlated with the repressors’, the null hypothesis is that they are not. 
It is important to note here that a regression analysis is said to be spurious or counterfeit, if the Durbin Watson Stat is less than the R-squared (DW <[image: ]). 
The Unit Root Test, which is a test carried out on the variables in a model to determine their stationarity, is an important test to be considered. In panel data, the test is done through the Levin, Lin & Chu test, ADF - Fisher Chi-square Test and PP - Fisher Chi-square Test. These three (3) tests have a common null and alternative hypothesis (Torres-Reyna, 2007). 

[image: ] = Unit root exist 
[image: ] = No unit root exists 
Decision Rule: Reject [image: ] if P-value is less than 0.05. 
The rule of thumb is to accept the decision made by majority of the tests. 

3.10.2 Pearson Product-Moment Coefficient of Correlation 
The Pearson product-moment coefficient of correlation (Pearson’s correlation) is a measure of the strength and direction of association that exists between two variables. The Pearson correlation coefficient, r, can take a range of values from +1 to -1. A value of 0 indicates that there is no association between the two variables. A value greater than 0 indicates a positive association; that is, as the value of one variable increases, so does the value of the other variable. A value less than 0 indicates a negative association; that is, as the value of one variable increases, the value of the other variable decreases (Laerd Statistics, 2013). 

3.11 Methods used for achieving the Objectives 
The first objective was achieved by analyzing the responses obtained from banks staff, of the risk management department on the core and non-core risks identified. This was presented in tabular form to show which of the risks were identified as core and noncore and any other ones newly identified by the respondents. 
The second objective was achieved through the analyzing of the responses in the Section C of the questionnaire in a frequency and percentage table. Also, the linear regression analysis carried out on the model specified helped to achieve this objective. 
The third objective of this research was achieved by analyzing the responses to Section D of the questionnaire in a frequency and percentage table and by carrying out a Pearson product moment coefficient of correlation on these responses. 
The last objective of the study was achieved by analyzing the responses of Section E of the questionnaire in the frequency and percentage table and a conclusion was drawn from this analysis. 



CHAPTER FOUR 
DATA PRESENTATION, ANALYSIS AND INTERPRETATION 
This chapter deals with the presentation and analysis of data collected from both the questionnaire administered to the risk management department staff of the ten (10) selected banks and the annual reports of the ten (10) selected banks used in the study. The responses to the research questions were examined and the hypotheses duly tested. 
This section shows the true evidence of the practical nature of the study and consequently, the responses from the questionnaires administered were analysed and tabulated. The questionnaires administered totalled three hundred (300), but due to some constraints in the use of questionnaires, one hundred and seventy-four (174) was duly returned by the respondents. The questionnaire was administered to the staff at the risk management departments situated in the various bank’s head offices. For proper understanding, Table 4.1 shows the responses collected in simple percentage.  
Table 4.1 Response Rate per Deposit Money Bank(DMB)
	Deposit Money Bank
	Number of Questionnaire Distributed
	Number Retrieved / Frequency
	Percentage

	Access Bank plc.
	30
	12
	6.9

	Diamond Bank plc.
	30
	8
	4.6

	Fidelity Bank plc.
	30
	23
	13.2

	First Bank of Nigeria limited
	30
	7
	4.0

	First city monument Bank plc.
	30
	16
	9.2

	GTB plc.
	30
	29
	16.7

	Skye Bank plc. (now polarize bank)
	30
	30
	17.2

	Union Bank plc.
	30
	26
	14.9

	UBA plc.
	30
	13
	7.5

	Zenith Bank plc.
	30
	10
	5.7

	Total
	300
	174
	100


Source: Field Survey, 2018
The researcher used the annual reports of the selected banks between the periods of 2013 - 2017 to determine the ratios used in the model specified in the study.  
4.1 DATA PRESENTATION 
4.1.1 Demographic Information of the Respondents 
This section contains the information of the respondents as it relates to their gender, age, educational and professional qualifications, and years of working experience, their staff level and status in the banks. 
As shown in table 4.2, the gender of the respondents was basically male, which accounted for 92(52.9%) of the respondents. The female gender represented 67(38.5%) respondents, while 15(8.6%) respondents were unwilling to disclose their gender. It can be inferred that the banking sector and most especially the risk department in banks is male dominated. This can be attributed to the high demands of banking profession. 
The table 4.2 also shows that 70(40.2%) of the respondents were between the ages of 20 – 30 years. 75(45.4%) were between 31 – 40 years, 19(10.9%) between 41 – 50 years and 6(3.4%) did not disclose their age range. There was no respondent from the ages 51 and above. From this, it can be observed that older citizens are not very much involved in the banking profession. It can also be seen that millennial are the major age groups, who understand the rapid development in technology in present times and are expected to be innovative agents in their respective banks and the banking industry as a whole. 
As regards the highest educational qualification of the respondents, it was noticed that the B.Sc. holders were the highest as 87(50%) respondents possessed B.Sc., 37(21.3%) had M.Sc. degree and 36(20.7%) had MBA. 8(4.6%) were HND holders, while 3(1.7%) and 1(0.6%) respondent had M.A and ND respectively. This basically shows that the respondents are educated and are majorly degree holders. They could therefore, grasp the essence of the administered questionnaire on risk management as it affects their banks performance. 
The professional qualification of the respondents as given in Table 4.2 revealed that 17(9.8%) respondents were ACA, 8(4.6%) were ACCA, 7(4%) were ACIB and 1(0.6%) was FCIB. 107(61.5%) of the respondents did not disclose their professional qualification, while 34(19.5%) had professional qualifications other than those specified in the questionnaire. Some of these qualifications include Risk Managers Association of Nigeria (RIMAN), Associate of Chartered Institute of Taxation of Nigeria (ACIT), National Examination Board in Occupational Safety and Health (NEBOSH), ISO Practitioner, Certified Information System Auditor (CISA), Nigerian Institute of Management (NIM), Certified in Risk and Information Systems Control (CRISC), among others. These professional qualifications are necessary to the risk management function in financial establishments and are needed for the smooth and optimal running of the operations of deposit money banks. 
In the same vein, 11(6.3%) respondents had work experience of below 1 year, the highest respondents were 71(40.8%) who had work experience of between 1 – 5 years, 51(29.3%) respondents had worked from 6 – 10 years, 29(16.7%) respondents had work experience of between 11 – 15 years. The respondents that had worked for 16 – 20 years were 6(3.4%). 2(1.1%) had worked beyond 21 years and only 4(2.3%).

Table 4.2 Demographic Information of the Respondents 
	
	Frequency 
	Percentage
	Cumulative Percentage

	Gender of respondents 
	
	
	

	Male
	92
	52.9
	52.9

	Female 
	67
	38.5
	

	No response 
	15
	8.6
	100

	Total 
	174
	100
	

	Age of respondents
	

70
	

40.2
	

40.2

	20 - 30 years
	
	
	

	31 - 40 years
	79
	45.4
	85.6

	41 - 50 years 
	19
	10.9
	96.6

	51 years and above 
	0
	0
	96.6

	No Response 
	6
	3.4
	100

	
Total
	
174
	
100
	

	Highest Educational Qualification of Respondent 
	


1
	


0.6
	


0.6

	ND 
	
	
	

	HND 
	8
	4.6
	5.2

	B.Sc.
	87
	50.0
	55.2

	M.Sc.
	37
	21.3
	76.4

	M.A 
	3
	1.7
	78.2

	MBA 
	36
	20.7
	98.9

	No response 
	2
	1.1
	100

	Total 
	174
	100
	

	Professional Qualification of Respondents:
	


  17
	


 9.8
	


9.8

	ACA 
	
	
	

	ACCA 
	8
	 4.6
	14.4

	ACIB 
	7
	 4.0
	18.4

	FCIB 
	1
	0.6
	19.0

	Others 
	34
	19.5
	38.5

	No Response 
	107
	61.5
	100

	Total 
	174
	100
	

	Working Experience of Respondents:

	


		         11
	


  6.3
	


           6.3

	Below 1 year 
	
	
	

	1 - 5 years 
	71
	      40.8
	47.1

	6 - 10 years 
	51
	      29.3
	76.4

	11 - 15 years 
	29
	      16.7
	93.1

	16 - 20 years 
	6
	3.4
	96.6

	21 years and above 
	2
	1.1
	97.7

	No Response 
	4
	2.3
	100

	Total 
	174
	100
	

	Staff Level of Respondents :  
	

116
	

66.7
	

66.7

	Junior Staff 
	
	
	

	Senior Staff 
	50
	28.7
	95.4

	No Response 
	8
	    4.6
	100

	Total 
	174
	100
	


Source: Field Survey, 2018 
Respondents did not indicate their years of working experience. Therefore, it can be inferred that the respondents having been in the banking industry for some time, have a good knowledge of bank’s risk management framework and the risk events that affect banks performance from time to time. 
Table 4.2 showed that the respondents, 116(66.7%) were mostly junior staff in their organisations, 50(28.7%) were senior staff, while 8(4.6%) of the respondents did not indicate their level. This staff mix is implied to elicit adequate responses to the inquiries raised in the questionnaire. 
From table 4.3, the only ND holder did not have any professional qualification. 2 HND holders had ACA, while 2 others had other qualifications. 6 B.Sc. holders had ACA, 5 had ACCA, 4 had ACIB, and 15 B.Sc. holders had other professional qualifications not clearly stated in the questionnaire. 4 M.Sc. holders had ACA, 2 of them had ACCA, one of them had FCIB, and 5 others had other professional qualifications. A respondent with M.A had ACA. 4 MBA holders had ACA, 1 had ACCA, 3 had ACIB and 11 others had other qualifications. This table shows a good combination of the respondent’s highest educational and professional qualifications. This combination revealed that the banking sector has professionals who understand the modus operandi of the industry and are not complacent to development and changes that bring along risk events.  
	Professional qualification of respondents

	
	ACA
	ACCA
	ACIB
	FCIB
	Others
	No response
	Total

	Highest educational qualification of respondents
	ND
	0
	0
	0
	0
	0
	1
	1

	
	HND
	2
	0
	0
	0
	2
	4
	8

	
	B.Sc.
	6
	5
	4
	0
	15
	57
	87

	
	M.Sc.
	4
	2
	0
	1
	5
	25
	37

	
	M.A
	1
	0
	0
	0
	1
	1
	3

	
	MBA
	4
	1
	3
	0
	11
	17
	36

	
	No response
	0
	0
	0
	0
	0
	2
	2

	
	Total
	17
	8
	7
	1
	34
	107
	174


Table 4.3 Cross tabulation of highest educational and professional qualification of respondents Count 	
Source: Field Survey, 2018.  
In table 4.4, the respondents that have working experience of below 1 year were 11 and were all junior staff members of the banks. 65 respondents that had 1 – 5 years’ of work experience were also junior staff, while 5 of them were senior staff. 31 junior staff had 6 – 10 years working experience, while 18 of them were senior staff members. Out of the respondents that had 11 – 15 years working experience, 7 of them were junior staff, while 19 of them were senior staff members. One of the respondents who had 21 years and above working experience was a senior staff of the bank. It can be inferred from table 4.4 that the working experience of the respondents, who are staff of the risk management department of the selected bank’s working experience go in line with their staff level. It is also seen that these respondents, considering their level of exposure to the banking industry, have a good knowledge of risk management.
Table 4.4 Cross tabulation of working experience and staff level of respondents Count
	
	Staff Level of Respondents

	
	Junior staff
	  Senior staff
	No Response
	Total

	Working Experience of Respondents
	Below 1 year
	11
	0
	0
	11

	
	1 – 5
	65
	5
	1
	71

	
	6 – 10
	31
	18
	2
	51

	
	11 - 15  
	7
	19
	3
	29

	
	16 – 20
	0
	6
	0
	6

	
	21 years & above
	0
	1
	1
	2

	
	No Response
	2
	1
	1
	4

	
	Total
	116
	50
	8
	174


 Sources; Field Survey, 2018
4.1.1.1 Status of respondents in the banks 
According to table 4.4, the respondents were of various statuses in the banks ranging from Risk Analysts, to Transaction Officers, Security Compliance Officer, Credit Analyst, Credit Document Officer, Credit Control Officer, Credit Auditor, Credit Policy and Portfolio Officer, Monitoring Manager, Operational Risk Officer, Credit Risk Managers, Head Operational Risk Management and other Unit and Group Heads. These respondents were of different status relevant to risk management. 
4.1.2 Distinctive core and non-core risks and performance of deposit money banks. 
The respondents described their perception of the risks stated in the questionnaire as ‘core’ or ‘non-core’ and the table below shows the percentage of their responses. In Table 4.5, it was established that all the risks were perceived as ‘CORE’ in their impact on performance of deposit money banks. Other risks not in table 4.6 were identified by the respondents as follows: Cyber System Risk, Fraud Risk, Model Risk, Downgrade Risk, Concentration Risk, Business Risk, Regulatory Risk, People Risk and Sovereign Risk. 
Table 4.5 Core and non-core risks
	Risks 
	Core (%) 
	Non-Core 
(%) 
	No Response 
(%) 
	Remark 

	Credit Risk 
	92 
	1.1 
	6.9 
	CORE 

	Liquidity Risk 
	79.3 
	4 
	16.7 
	CORE 

	Operational Risk 
	82.2 
	5.7 
	12.1 
	CORE 

	Market Risk 
	77.6 
	4.6 
	17.8 
	CORE 

	Interest rate Risk 
	60.3 
	20.7 
	19 
	CORE 

	Exchange Rate Risk 
	68.4 
	13.2 
	18.4 
	CORE 

	Reputation Risk 
	66.1 
	13.8 
	20.1 
	CORE 

	Technological Risk 
	60.3 
	18.4 
	21.3 
	CORE 

	Legal Risk 
	64.9
	16.7 
	18.4 
	CORE 

	  Customers Service   Risk(CSR)
	    54.6
	24.1 
	21.3 
	CORE 

	Political Risk 
	45.4 
	33.9 
	20.7 
	CORE 


Source: Field Survey, 2018
4.1.3 Management of risks on financial performance of Deposit Money Banks (DMBs) 
The issues related to the bank’s staff opinion on their financial performance and how risk management affects it is considered in this section. 
From the table 4.6, majority of the respondents that account for 110(63.2%) strongly agreed that their bank’s financial performance could be greatly attributed to the risk management in place. 59(33.9%) agreed that their bank’s financial performance could be greatly attributed to the risk management in place. Although 3(1.7%) were undecided about this, 2(1.1%) disagreed that their bank’s financial performance could be greatly attributed to the risk management in place. This corroborates the learned information that risk management is very important to bank’s financial performance. 
Also in table 4.6, 39(22.4%) respondents strongly agreed that the regulatory role of CBN, NDIC, etc. has an adverse effect on risk management in place and financial performance in their banks. 44(25.3%) agreed to this, 46(26.4%) disagreed with this statement, while 34(19.5%) respondents strongly disagreed. 11(6.3%) respondents were, however, undecided on whether the regulatory role of CBN, NDIC, etc. had an adverse effect on risk management in place and financial performance in their banks.  
It can be seen from Table 4.6 that there is a close tie between those that agree and those that disagree that the regulatory role of CBN, NDIC, etc. has an adverse effect on risk management in place and financial performance in their banks. This is as 83(47.7%) respondents cumulatively agreed and 80(45.9%) cumulatively disagreed to the statement. It can thus be concluded that, though some respondents perceive that the functions of the regulatory authorities of banks have an adverse effect on the risk management and financial performance in their deposit money banks, others are of the opinion that these regulations are boosting the financial industry and the Nigerian economy in general and also regulating the banking industry to meet international standards. 
From table 4.6 similarly, majority of the respondents that amounted to 93(53.4%) strongly agreed that the risks identified are in syncronym to have an effect on financial performance. 75(43.1%) respondents agreed to the statement, but 4(2.3%) were not sure whether the risks identified are in sync to have an effect on financial performance. 1(0.6%) respondent disagreed to the statement. Only one respondent did not give an opinion on the statement






Table 4.6 Management of risks on financial performance of Deposit Money Banks (DMBs)
	The bank’s financial performance can be greatly attributed to the risk management in place

	
	Frequency
	Percentage
	Cumulative Frequency

	Strongly Disagree
	0
	0
	0

	Disagree
	2
	1.1
	1.1

	Undecided
	3
	1.7
	2.9

	Agree
	59
	33.9
	36.8

	Strongly Agree
	110
	63.2
	100

	Total
	174
	100
	

	The regulatory role of CBN,NDIC etc. has an adverse effect on risk management in place and financial performance in this bank 

	Strongly Disagree
	34
	19.5
	19.5

	Disagree
	46
	26.4
	46

	Undecided
	11
	6.3
	52.3

	Agree
	44
	25.3
	77.6

	Strongly Agree
	39
	22.4
	100

	Total
	174
	100
	

	All the identified risk works interrelatedly to have an effect on financial performance  

	No response
	1
	0.6
	0.6

	Strongly Disagree
	0
	0
	0

	Disagree
	1
	0.6
	11

	Undecided
	4
	2.3
	3.4

	Agree
	75
	43.1
	46.6

	Strongly Agree
	93
	53.4
	100

	Total
	174
	100
	


Source: Field Survey, 2018
4.1.4 Management of deposit money banks’ risks and non-financial performance. 
The administered questionnaire also focused on bank’s risk management and the nonfinancial performance of the deposit money banks (DMBs). 
From table 4.7 below, 43(24.7%) and 95(54.6%) strongly agreed and agreed respectively that risk management framework in their banks has an effect on its nonfinancial performance. 18(10.3%) were not sure of this. While 12(6.9%) disagreed that risk management framework in these banks had an effect on its non-financial performance and 4(2.3%) strongly disagreed to the statement. It can therefore, be inferred that risk management framework in Nigerian banks has an effect on their nonfinancial performance. 
Likewise, in table 4.7, 43(24.7%) respondents strongly agreed that various stakeholders know that the performance of the banks is as a result of their risk management function. 104(59.8%) agreed to the same, while 17(9.8%) respondents were not sure, 7(4%) disagreed to this statement and 2(1.1%) strongly disagreed. 1(0.6%) did not respond to the statement. It can be deduced from the aforementioned that the various stakeholders, like the customers, investors, employees, government, etc. are aware that the risk management function in banks affects banks‟ performance. 
From table 4.7, 16(9.2%) respondents strongly agreed that the non-financial performance of their bank can be reflected from feedbacks gotten from stakeholders as regards its risk management. 94(54%) strongly agreed to this, 45(25.9%) were indecisive about this. 12(6.9%) disagreed with the statement, 2(1.1%) strongly disagreed that the non-financial performance of their bank can be reflected from feedbacks gotten from stakeholders as regards its risk management. This is to infer that stakeholder’s feedback on risk management is observed from the non-financial performance of the banks. 
The table 4.7 also shows that 20(11.5%) respondents strongly agreed that all the risks identified in the questionnaire affect non-financial performance of banks. The highest number of responses were from those that agreed that all the risks identified affect nonfinancial performance of banks and this accounted for 85(48.9%) of the respondents. 23(13.2%) respondents were not sure of this, while 32(18.4%) and 9(5.2%) disagreed and strongly disagreed respectively that all the risks identified affect non-financial performance in banks. 
It is evident from the responses in table 4.7 that stakeholders are satisfied with the way the banks operate, as 39(22.4%) and 86(49.4%) respondents strongly agreed and agreed respectively to the statement. Although, 14(8%) respondents disagreed with this statement, 32(18.4%) respondents were indecisive of the statement.


Table 4.7 Management of deposit money banks’ risks and non-financial performance 
	
	Risk management framework in these banks has an effect on its non-financial 

	
	Frequency
	Percent
	Cumulative percent

	No Response
	2
	1.1
	1.1

	Strongly disagree
	4
	2.3
	3.4

	Disagree
	12
	6.9
	10.3

	Undecided
	18
	10.3
	20.7

	Agree
	95
	54.6
	75.3

	Strongly Agree
	43
	24.7
	100

	Total
	174
	100
	

	
	Various stakeholder know that the performance of this bank is as a result of its risk management functions

	
	Frequency
	Percent
	Cumulative percent

	No Response
	1
	0.6
	0.6

	Strongly disagree
	2
	1.1
	1.7

	Disagree
	7
	4.0
	5.7

	Undecided
	17
	9.8
	15.5

	Agree
	104
	59.8
	75.3

	Strongly Agree
	43
	24.7
	100

	Total
	174
	100
	

	
	Non- financial performance of this bank can be  reflected from feedbacks gotten from ten stake holder as regards its risk management

	
	Frequency
	Percent
	Cumulative percent

	No Response
	5
	2.9
	2.9

	Strongly disagree
	2
	1.1
	4.0

	Disagree
	12
	6.9
	10.9

	Undecided
	45
	25.9
	36.8

	Agree
	94
	54.4
	90.8

	Strongly Agree
	16
	92.2
	100

	Total
	174
	100
	

	
	All the risks identified affect non-financial performance

	
	Frequency
	Percent
	Cumulative percent

	No Response
	5
	2.9
	2.9

	Strongly disagree
	9
	5.2
	8.0

	Disagree
	32
	18.4
	26.4

	Undecided
	23
	13.2
	39.7

	Agree
	85
	48.9
	88.5

	
	20
	11.5
	100

	Total
	174
	100
	

	
	Stakeholders are satisfied with the way this banks operates

	
	Frequency
	Percent
	Cumulative percent

	No Response
	3
	1.7
	1.7

	Strongly disagree
	0
	0
	1.7

	Disagree
	14
	8.0
	9.8

	Undecided
	32
	18.4
	28.2

	Agree
	86
	49.4
	77.6

	Strongly Agree
	39
	22.4
	100

	Total
	174
	100
	


Source: Field Survey, 2018

4.1.5 The response of risk management banks staff on how risk event forecasted affects favourable performance  
In this section, the perception of the risk management banks staff was sought on the alertness of banks on the future development that banks‟ are embracing, their response to risk events and how forecasted favourable performance is affected. This aspect was looked into because of the spontaneous development occurring in the global world as regards technology, ease of doing business, etc. The perception of the respondents is presented in the tables below. 
From the Table 4.8, 86(49.4%) respondents strongly agreed that there is risk awareness and culture in their banks. Another 86(49.4%) respondents agreed that there is risk awareness and culture in their banks, while 1(0.6%) respondent disagreed with this statement. It can be concluded that there is risk awareness and culture in Nigerian banks. This substantiates that the respondents understand risk satisfactorily. 
Table 4.8 reveals that 70(40.2%) respondents strongly agreed that the risk management in place in their banks currently is robust enough to perceive future risk and plan towards its management. Majority of the respondents, amounting to 89(51.1%), consent that the risk management in place in their banks currently is robust enough to perceive future risk and plan towards its management. 5(2.9%) were undecided about the statement, while 7(4.0%) and 1(0.6%) disagreed and strongly disagreed that the risk management in place in their banks currently is robust enough to perceive future risk and plan towards its management. From table 4.8 below, it can be asserted that the risk management function in deposit money banks is robust to foresee risks events and tackle this before their manifestation. 
In table 4.8, 5(2.9%) and 13(7.5%) respondents strongly agreed and agreed, respectively, that the risk management system in place only responds after a problem has occurred. 18(10.3%) respondents were not sure of this statement. The greatest proportion of the respondents, which were 83 (47.7%), disagreed that the risk management system in place in their banks responds after a problem has occurred. 53(30.5%) respondents strongly disagreed to this. This is to infer that Nigerian bank’s risk management system does not only have an aftermath response to risk events, but has perception into the future and plans ahead to avoid being caught unaware on important risk events in every possible way. 
From table 4.8 it is also seen that 1(0.6%) respondent strongly agreed that the management of his/her bank does not consider the future when taking strategic decisions as regards risk management. 11(6.3%) respondents agreed with the statement.  12(6.9%) were not sure whether the management of their banks do not consider the future when taking strategic decisions as regards risk management. But 47(27%) disagreed with the statement and 101(58%) respondents do not affirm strongly that the management of their banks do not put the future in mind when taking strategic decisions as regards risk management. It can thus be deduced that, the management of Nigerian banks recognise that these entities are indeed going concern, and take this into account when taking strategic decisions as regards risk management.








Table 4.8: The response of risk management banks staff on how risk event forecasted affects favourable performance  
	Risk awareness and culture exist in this bank

	
	Frequency
	Percent
	Cumulative Percent

	   No response
	           1
	0.6
	0.6

	Strongly Disagree 
	0 
	0 
	0.6 

	Disagree
	1
	0.6 
	1.1 

	Undecided 
	0 
	0 
	1.1 

	Agree 
	86 
	49.4 
	50.6 

	Strongly Agree  
	86 
	49.4 
	100.0 

	Total 
	174 
	100.0 	
	



	The risk management in place currently is robust enough to perceive future risk and plan towards its management

	
	Frequency
	Percent
	Cumulative Percent

	No Response 
	2 
	1.1 
	1.1 

	Strongly Disagree 
	1 
	.6 
	1.7 

	Disagree 
	7 
	          4
	5.7 

	Undecided 
	5 
	2.9 
	8.6 

	Agree 
	89 
	51.1 
	59.8 

	Strongly Agree 
	70 
	40.2 
	100.0 

	Total 
	174 
	100.0 
	



	The risk management system in place only responds after a problem has occurred

	
	Frequency
	Percent
	Cumulative Percent

	No Response 
	2
	1.1 
	1.1 

	Strongly Disagree 
	53 
	30.5 
	31.6 

	Disagree 
	83 
	47.7 
	79.3 

	Undecided 
	18 
	10.3 
	89.7 

	Agree 
	13 
	7.5 
	97.1 

	Strongly Agree 
	5 
	2.9 
	          100

	Total 
	174 
	100
	




	The management of banks do not consider the future when taking strategic decisions as regards risk management

	
	Frequency
	Percent
	Cumulative Percent

	No Response 
	2 
	1.1 
	1.1 

	Strongly Disagree 
	101 
	58.0 
	59.2 

	Disagree 
	47 
	27.0 
	86.2 

	Undecided  
	12 
	6.9 
	93.1 

	Agree 
	11 
	6.3 
	99.4 

	Strongly Agree  
	1 
	.6 
	100

	Total 
	174 
	         100
	


Source: Field Survey, 2018
4.2 Test of Hypotheses 
The hypotheses tested in this study are restated in their Null form below:
i. Ho: Risk management has no significant impact on return on equity (ROE) of deposit money banks. 
ii. Ho: Risk management has no significant impact on return on assets (ROA) of deposit money banks. 
iii. Ho:  Risk management has no significant impact on non-financial performance of deposit money banks. 
The first two hypotheses were tested using the EViews 9 Statistical Package for linear regression, while the third hypothesis was tested using the SPSS 20.0 for Pearson 
Product Moment Coefficient of correlation. 
The models used in the study are expunged as follows: 
[image: ] = a + [image: ] + [image: ] + [image: ]  +  [image: ] …………………...…………Model 1 
[image: ] = a + [image: ] + [image: ] + [image: ]  +  [image: ] …………………...…………Model 2 
Where: ROE represents Return on Equity, which is a proxy of financial performance of banks. ROA represents Return on Assets which is also a proxy of financial performance of banks. 
CR represents Credit Risk. 
LR represents Liquidity Risk. 
MR represents Market Risk. 
‘a’ represents the intercept of the slope, which is always constant. 
[image: ], [image: ], [image: ], [image: ] represent the regression coefficients of financial performance by each variable of Risk Management. 
[image: ] represents the error term that explains any imperfection in the mathematical model specified. 
‘it’ represents the panel nature of the model, which is the number of sample deposit money banks for ‘i’, while the number of years to be considered for ‘t’. 
The descriptive statistics of the above variables are shown in the Table 4.9. 
The Return on Equity (ROE) has a mean of 0.011452, which can be attributed to the negative ROE computed in some banks for some years. The ROA also has the mean value of 0.016422 because of some negative ROA computed. It can be observed from table 4.9 that the minimum ROE in the observations is -3.943182 and the minimum ROA is -0.092741. 
The independent variable, Credit Risk Ratio (CRR) has a mean value of 0.078799, while the mean value of Liquidity Risk Ratio (LRR) is 0.185567. The Market Risk Ratio (MRR) has a value of 1.011847. 
The standard deviation of 0.58, 0.03, 0.13, 0.08 and 0.06 shows the level at which the ROE, ROA, CRR, LRR and MRR deviate from the mean respectively. 
As regards skewness, ROE, LRR and MRR are negatively skewed at -5.41, -0.22 and 0.38 respectively. This means that their mean is less than their median. ROA and CRR are positively skewed at 0.30 and 3.88 correspondingly. The mean of these variables is more than the median and this accounted for their positive skewness. 
The variables, ROE, ROA, CRR, and MRR, in the table 4.9 have a leptokurtic distribution. This is because their kurtosis is greater than 3 and they have a very high peak. LRR has a platykurtic distribution because its kurtosis value is less than 3. 
It also means that t is less peaked than the other variables in the table. 
 It can also be seen that all the variables have 60 observations except the Market Risk Ratio (MRR) that has only 46 observations. This can be attributed to unavailability of information on Market Risk Ratio (MRR) for some banks used in the study. (See Appendix C)
Table 4.9 Descriptive Statistics 
	
	ROE 
	ROA 
	CRR 
	LRR 
	MRR 

	 Mean 
	 0.011452 
	 0.016422 	
	0.078799 
	 0.185567 
	 1.011847 

	 Median 
	 0.106602 
	 0.015499 	
	0.043730 
	 0.204754 
	 1.007268 

	 Maximum 
	 1.106938 
	 0.140729 	
	0.773600 
	 0.350027 
	 1.214291 

	 Minimum 
	-3.943182 
	-0.092741 	
	0.007887 
	 0.000102 
	 0.765937 

	 Std. Dev. 
	 0.580701 
	 0.028945 	
	0.126853 
	 0.082665 
	 0.063093 

	 Skewness 
	-5.406549 
	 0.299833 	
	3.875933 
	-0.224810 
	-0.359264 

	 Kurtosis 
	 37.48613 
	 10.76230 	
	19.08389 
	 2.182922 
	 8.480006 

	Jarque-Bera
	3265.540 
	151.5323 	
	796.9573 
	2.174433 
	 58.54793 

	 Probability 
	 0.000000 
	 0.000000 
	0.000000 
	 0.337154 
	 0.000000 

	 Sum 
	 0.687096 
	 0.985294 	
	4.727969 
	 11.13402 
	 46.54497 

	 Sum Sq. Dev. 
	 19.89562 
	 0.049432 
	0.949412 
	 0.403180 
	 0.179131 

	 Observations 
	 60 
	 60 
	 60 
	 60 
	 46 


Source: Computer Output (EViews 9) 
The table 4.10 briefly shows the association the variables have with each other. ROE is positively related to ROA. CRR has an inverse relationship with ROE. This means that the higher the value of CRR, which was measured by non-performing loan ratio, the lower the ROE of the banks. The LRR and MRR have positive relationships with the ROE. This means that their increase will also increase the ROE of banks in the proportion of 28% and 3% respectively. 
The independent variables, CRR, LRR and MRR, have positive relationships with ROA. This means that increase in each of these independent variables will lead to increase in ROA. 
Table 4.10 Correlation Matrix of Sampled Deposit Money Banks 
	
	ROE 
	ROA 
	CRR 
	LRR 
	MRR 

	ROE
	 1.000000	
	
	
	
	

	ROA 
	 0.564283 	
	1.000000 
	
	
	

	CRR 
	-0.002241 	
	0.245333 
	 1.000000 
	
	

	LRR 
	 0.279264 	
	0.015790 
	-0.090296 
	 1.000000 
	

	MRR 
	 0.034697 	
	0.104890 
	-0.064223 
	-0.043118 	
	1.000000 


Source: Authors Computation 
4.2.1 Unit Root Test 
The variables were tested for stationary using Levin, Lin & Chu test, ADF - Fisher Chi-square Test and PP - Fisher Chi-square Test. 
These three (3) tests have a common null and alternative hypothesis. 
[image: ] = Unit root exist 
[image: ] = No unit root exist
Decision Rule: Reject [image: ] if P-value is less than 0.05. 
Accept the decision made by majority of the tests. 
Table 4.11 Unit Root Test Results 
	LEVEL

		Levin, Lin & Chu test 
	ADF - Fisher Chi-square 
	PP - Fisher Chi-square 

	
	Intercept 
And 
Trend 
	Intercept 
	None 
	Intercept
And 
Trend 
	Intercept
	None 
	Intercept
And
Trend
	Intercept 
	None 

	ROE 
	0.0000
	0.0000
	0.0064
	0.7488 
	0.1050 
	0.0023
	0.1012
	0.0073
	0.0011

	ROA 
	0.0000
	0.0000
	0.0013
	0.0060
	0.0003
	0.0000
	0.0000
	0.0000
	0.0000

	CRR 
	0.0000
	0.0000
	0.0000
	0.0100
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000

	LRR 
	0.0000
	0.0000
	0.0655
	0.2782 
	0.1034
	0.1785 
	0.0021
	0.0093
	0.0536

	MRR 
	0.0097
	0.0000
	0.2381
	0.3356 
	0.2085 
	0.7726 
	0.0185
	0.0479
	0.4698


**5% level of significance 
Source: Computer Output (EViews 9) 
From Table 4.12, it can be seen that all the variables are stationary at level I (0). This indicates that they will not be affected by shock in the short or long run. It also means that the variables can be used in making future decisions affecting risk management and financial performance. 
Table 4.12 Summary of Unit Root Test Result
	Levin, Lin & Chu test
	PP - Fisher Chi-square 

	
	At Level
	I(d)
	At Level
	I(d)

	ROE 
	0.0000** 
	I(0) 
	0.0073** 
	I(0) 

	ROA 
	0.0000** 
	I(0) 
	0.0000** 
	I(0) 

	CRR 
	0.0000** 
	I(0) 
	0.0000** 
	I(0) 

	LRR 
	0.0000** 
	I(0) 
	0.0093** 
	I(0) 

	MRR 
	0.0000** 
	I(0) 
	0.0479** 
	I(0) 


**5% level of significance 
Source: Computer Output (EViews 9) 
4.2.2 Hypothesis One 
Ho:  Risk management has no significant impact on return on equity (ROE) of deposit money banks. 
The apriori expectation of this hypothesis is that all components of risk management (Credit Risk Ratio (CRR), Liquidity Risk Ratio (LRR) and Market Risk Ratio (MRR)) has a positive and significant impact on the financial performance of deposit money banks proxied by Return on Equity (ROE).  
The model to be regressed is stated as: [image: ] = a + [image: ] + [image: ] + [image: ]  +  [image: ]  The Fixed effect regression and the Random effect regression were carried out. Hausman test was used to determine the appropriate regression method between the Fixed effect regression and the Random effect regression. The Hausman test carried out showed that the Fixed effect regression method is the more appropriate and suitable model for the study. The result of the fixed effect test is presented in Table 4.13. 


Table 4.13 Hypothesis One Test Result 
	Dependent Variable: ROE 		
Method: Panel Least Squares 		
Date: 20/07/18   Time: 11:41 		
Sample: 2012, 2017		
Periods included: 6 		
Cross-sections included: 9 		
Total panel (unbalanced) observations: 46 	

	           Variable 	Coefficient 	Std. Error 	t-Statistic 	Prob. 	

		C 	-0.719521 	1.828108 	  -0.393588 	0.6963 
	CRR 	3.246888 	1.509159 	2.151455 	0.0386
	LRR 	3.378051 	2.070873 	1.631221 	0.1121
	MRR              	-0.122281      1.857022   -0.065848 	0.9479

		Effects Specification 				

	Cross-section  	fixed (dummy variables) 			

	R-squared                 0.385317 Mean dependent var           0.032039                      Adjusted R-squared 0.186449   S.D. dependent var            0.633664
S.E. of regression     0.571547   Akaike info criterion 	1.938517
Sum squared resid    11.1066    Schwarz criterion 	2.415554
Log likelihood         -32.5859    Hannan-Quinn criter.        2.117218
F-statistic                 1.937549   Durbin-Watson stat 	1.313094
Prob(F-statistic)       0.068951 			


Source: Computer Output (EViews 9) 
The regression result in table 4.13 shows that only two independent variables, credit risk and liquidity risk ratios have positive coefficients, while market risk ratio has a negative coefficient. This connotes that an increase in market risk ratio will lead to a decrease in return on equity.  
From the table 4.13 also, the R2 can only account for 39% for all the selected banks under observation. Only credit risk ratio which has a P-value of 0.0386, is statistically significant. The liquidity and market risk ratios are not statistically significant as their P-value amounts to 0.1121 and 0.9479, respectively. This is so because the credit risk is an important risk affecting deposit money banks since their operations involves lending. 
The Prob (F-statistic) is not statistically significant. This is because 0.068951 is more than the accepted level of significance, which is 0.05. This purports that the null hypothesis should not be rejected. Therefore, the result shows that risk management has no significant impact on financial performance of deposit money banks proxied by return on equity (ROE). This can be explained to mean that risk management in deposit money banks does not have a significant impact on the investment returns gotten from equity capital.  
4.2.3 Hypothesis Two 
Ho:  Risk management has no significant impact on return on assets (ROA) of deposit money banks. 
The apriori expectation of this hypothesis is that risk management has a significant positive impact on the financial performance of deposit money banks proxied by Return on Assets (ROA).  
The model to be regressed is stated as: [image: ] = a + [image: ] + [image: ] + [image: ]  +  [image: ]
The Fixed effect regression and the Random effect regression were carried out. 
Hausman test was used to determine the appropriate regression method to be used between the fixed effect regression and the Random effect regression. The Hausman test carried out showed that the Random effect regression method is more appropriate for this hypothesis.

Table 4.14 Hypothesis Two Test Result  
	Dependent Variable: ROA 		
Method: Panel EGLS (Cross-section random effects) 
Date: 20/07/18   Time: 11:47 		
Sample: 2012- 2017		
Periods included: 6 		
Cross-sections included: 9 		
Total panel (unbalanced) observations: 46 	
Swamy and Arora estimator of component variances 

		Variable 	Coefficient 	Std. Error 	t-Statistic 	Prob.  	

		C 	                    -0.009248    0.039684    -0.233045 	0.8169
	CRR 	0.107390 	0.031388 	3.421392 	0.0014
	LRR 	0.048562 	0.037674 	1.289001 	0.2045
	MRR 	0.010426 	0.038887 	0.268095 	0.7899

			Effects Specification 				

					              S.D.            Rho  	
Cross-section random 	0.010221 	0.3557
Idiosyncratic random 	0.013755 	0.6443

	Weighted Statistics

	R-square                      0.235471     Mean dependent var 	    0.008932
Adjusted R-squared 	 0.180861     S.D. dependent var       0.015967
S.E. of regression         0.014508     Sum squared resid        0.008841 
F-statistic                     4.311917     Durbin-Watson stat      1.651092
Prob(F-statistic)           0.009718 			

			Unweighted Statistics 				

	R-squared 	0.009102    Mean dependent var 	0.017864
Sum squared 
resid	0.015522    Durbin-Watson stat 	0.940401		


Source: Computer Output (EViews) 
The a priori expectation was met in this analysis as shown in table 4.24. The coefficients of the CRR, LRR and MRR are positive. This means that there is a positive relationship between risk management, proxied by CRR, LRR and MRR, and financial performance, here, proxied by Return on Assets (ROA). This means that the management of risks in deposit money banks in Nigeria invariably affects the banks performance on a long run. Additionally, the Prob (F-statistic), which is 0.009718 in the above analysis, is statistically significant, thus enabling the rejection of the null hypothesis. Therefore, risk management has a significant impact on return on assets (ROA) of deposit money banks. 
4.2.4. Hypothesis Three
Ho:  Risk management has no significant impact on non-financial performance of deposit money banks.  
This hypothesis was tested by carrying out Pearson Product Moment Coefficient of Correlation in the SPSS 20.0. The result of the correlation conducted is shown below: 
The table 4.15 shows the result of the correlation carried out between risk management, represented by the statement, Risk awareness and culture exist in this bank and non-financial performance represented by the statement. Stakeholders are satisfied with the way this bank operates. The result shows an approximately 41% positive correlation between risk management and non-financial performance. This positive correlation is not a very strong correlation. This can be attributed to the fact that there are other factors aside risk management that affects the non-financial performance of the deposit money banks. These factors may include the attitude of staff toward customers, the public perception of the bank through the eyes of the media, the age of the bank, etc. Consequently, the null hypothesis is rejected and risk management has a significant impact on non-financial performance of deposit money banks. 
Invariably, non-financial performance and financial performance of deposit money banks move in sync and risk management is an important aspect of bank’s function that cannot be neglected; else the impact will be greatly felt in the long run.
Table 4.15 Pearson Product Moment Coefficient of Correlation 
	



	


	Risk Awareness and culture exits in bank

	Stakeholders are satisfied with the way this bank operate

	Risk Awareness and culture exits in bank
	Pearson Correlation
	1
	409**

	
	Sig. (2-tailed)
	
	.000

	
	N	
	174
	174

	Stakeholders are satisfied with the way this bank operate
	Pearson Correlation
	.409**
	1

	
	Sig. (2-tailed)
	.000
	

	
	N
	174
	174


**. Correlation is significant at the 0.01 level (2-tailed). 
Source: Computer Output (SPSS 20.0) 
4.3 Discussion of Research Findings 
The first objective, which was to identify the distinctive core and non-core risks that affect the performance of deposit money banks in Nigeria, was achieved through the responses obtained from the administered questionnaire. Table 4.6 showed the analysis of these responses and it was observed that all the risks specified in the questionnaire were identified as ‘Core risks’. This means that all the risks that affect the performance of deposit money banks are core and very important to these banks performance.  
The second objective was to evaluate how significant the management of risks is on the financial performance of deposit money banks (DMBs). This objective was achieved in two ways - the analysis of section C of the questionnaire and the regression analysis carried out on the models specified in the study. The findings from the questionnaire showed that the banks financial performance could be greatly attributed to the risk management in place and the risks identified, in the study, work in sync to have an effect on financial performance. It observed that the respondents feel that the function of the regulatory authorities of banks like CBN has both a positive and adverse effect on the risk management in place and financial performance in deposit money banks. The positive effect observed by the respondents may be due to the ability of the regulatory bodies to curb the excesses of the banks and work towards making Nigerian banks meet international standards. While the adverse effect may be due to the fact that the regulatory bodies are too rigid in their roles, thus, not enabling the banks to explore their own instincts and innovativeness. The regression carried out showed that risk management has a significant effect on financial performance proxied by Return on assets (ROA) and a non-significant effect on return on equity (ROE). This is in agreement with the works of Nimalathasan and Pratheepkanth (2012), who showed that there is a positive relationship between risk management and profitability and Olusanmi, et al. (2015), whose findings showed that there is an inverse non-significant relationship of risk management with return on equity.
The effect of the management of deposit money banks risks on their non-financial performance was examined in the study. This objective was also achieved in two ways, these are shown in the analysis of section D of the questionnaire and Pearson correlation carried out. From the questionnaire’s responses analysed, it is observed that risk management framework in Nigerian banks has an effect on their non-financial performance. It was also observed that the various stakeholders, like the customers, investors, employees, board of directors, government, etc. are aware that the risk management function in banks affects banks performance. This is also reflected in their feedbacks and the satisfaction they get from the modus operandi of the banks. The correlation performed indicated a positive association between risk management and non-financial performance. 
The readiness of Nigerian deposit money banks for the management of risks affecting rapid future development and the impact it will have on forecasted favourable performance was also looked into. This objective was achieved by analysis of section E of the questionnaire administered. After establishing that there is risk awareness and culture in Nigerian banks; it was observed that the banks respond to risks events not only when these events have caused damage, but they foresee the risk events and plan towards its management to curtail bad occurrences.


CHAPTER FIVE
 SUMMARY, CONCLUSION AND RECOMMENDATIONS 
5.1 Summary
The study considered the relationship between risk management and performance of deposit money banks in Nigeria. The financial performance of the deposit money banks was considered. 
The objectives of the study were to identify the distinctive relationship that exist between risk and the financial performance of deposit money banks in Lagos State; to evaluate the significance of risk management on financial and non-financial performance of the deposit money banks. Also, the readiness of Nigerian deposit money banks in Lagos for the management of risks affecting rapid future development was considered. 
The research designed used in this study was the descriptive survey design and population of study were all (21) DMB’s in Nigeria. Out of the population of study was chosen 10 DMB’s as the sample size using the slovin method as stated by Adetayo (2011). This 10 sampled bank were picked and selected through three strata which were their assets size, capital based and commercial authorization which was made available by the CBN financial stability report where banks size and classification using their total asset was highlighted. The study made use of primary and secondary data. The primary data was sourced through a structured questionnaire administered to staff in the risk management department of ten (10) sample banks; and the secondary data was sourced from the annual reports of the sampled deposit money banks from 2012 – 2017. Regression analysis and Pearson correlation were used to test the hypotheses of the study. It is equally the plan and structure of investigation considered so as to obtain answers to research questions and also to achieve the objectives of the study.
Based on the data collected and analysed, the different types of risk that affected the performance of deposit money bank in Lagos State were derived through the structured questionnaire. The result revealed that credit risk is statistically significant at (r=0.038)(p<0.01%) on Deposit Money Banks (DMB’s) it also shows that liquidity and Market risk are not statistically significant at (r=0.11)(p>0.01%). It also showed the distinctive core and non-core risk that affect the performance of DMB’s in Lagos State. Furthermore the analysis of these responses from the questionnaire observed that all the risk specified in the questionnaire was identified as core risk and they affect the performance of DMB’s in Lagos State. The regression analysis carried out showed that risk management has a significant effect on financial performance proxied by Return on Assets (ROA) and a non-significant effect on Return on Equity (ROE).
It was discovered that all the risks identified were very important to the performance of deposit money banks and none of the risks were less essential. It was also discovered that risk management has a significant impact on financial performance and nonfinancial performance of banks. This study also found out that Nigerian banks respond to risks prior to their occurrence. 
5.2 Conclusion
Based on the data collected and analysed, it was concluded from this study that all risks relating to the performance of deposit money banks are core and financially relevant to the banks financial performance. Thus, none of the risks stated in the study is less important than the other. Also, it was concluded that risk management has an impact on financial performance of deposit money banks as Return on Assets (ROA) is statistically significant.  
Similarly, in this study, it was concluded that risk management has a significant relationship with non-financial performance as seen in the correlation carried out. In the same vein, the study concluded that deposit money banks, especially in Nigeria have foresight and do not only respond to risk events after they have had an adverse result. 
Risk management is therefore; seen as a pertinent function of banks, nationally and globally, as it affects the manner in which the banks are perceived by their stakeholders, directly and indirectly. 
5.3 Recommendations
The following recommendations are made as regards the study: 
As it is seen that all risks are very important, it is recommended that the overall risk management in deposit money banks, which some represent with the term, Enterprise Risk Management, should not be carried out as only financial risk management in isolation of other risks, that were all identified in this study (liquidity risk, credit risk, market risk etc.) as core to the performance of banks. It is therefore suggested that the credit risk management department in deposit money banks should be merged with the Enterprise Risk Management (ERM) department, so there can be a joint coordination of all the risks affecting deposit money banks. 
Also, risk management function in banks should be better made known to the various stakeholders that have a nexus with the banks. This can be done through seminars, meme, inclusion of risk management mantras in advertisement, etc. This will go a long way in improving the financial and non-financial performance of deposit money banks and, on the wider sphere, improve the economy of the Nigerian nation. 
Central Bank of Nigeria (CBN) and other regulatory bodies should in their power allow the banks to continue to function more creatively and innovatively to be internationally competitive and not be overly spoon fed by the stringent rules and penalties laid down per time by these regulatory bodies. And at the same time, the apex bank should continue to keep up with international standards and be future minded in strategic decision taking, to enable the Nigerian financial sector to be globally relevant and competitive. 
It is also suggested that more attention and awareness should be given to risk management in other areas affecting the development of the general public and the economy in sync. Risk management should not only be paramount in the financial sector of the economy alone. Risk management is indeed an interdisciplinary study and should be expediently treated as such for necessary global development. 
5.4 Contribution to knowledge 
This study was able to identify the gap in the various literatures reviewed in the thesis; there was a major concentration on credit risk management in most of the literatures reviewed but consequently, other risks affecting the banks like liquidity risks, market risks, operational risks, reputational risks, regulatory risks, etc. were isolated from the research work. This research intends to fill this gap by covering the overall management of various risks in Nigerian deposit money banks and not focusing on credit risk alone. Also, majority of the researchers ended their study of banks performance in the year 2017. Subsequent years from then have not been looked into to examine the progress of banks in relation to their risk management. Banks have developed tremendously ever since and this work was also expected to fill this gap. Therefore, this study is cantered on the performance of deposit money banks up till year 2017.Furthermore, in preceding studies; the performance of the banks was looked at from the view of its profitability, which is only the financial performance alone. This research work looks at the general performance, both related to financial and non-financial performance of deposit money banks.
5.5 Limitation of the Study 
This research did not cover the whole of the deposit money banks in Nigeria, but the conclusions are drawn from the adequate sample covered. These samples are able to aid the generalisation of findings of this research. 
The questionnaire was not returned as expected. This was due to the fact that some of the banks only had their head of various risk teams to fill the questionnaire because they felt everyone in the risk management department will have the same responses as they do to the administered questionnaire. 
Also, the research is not able to predict sufficiently the future issues that risk management can affect in deposit money banks in Nigeria because of the rapid upgrades of technology and the uncertainty of human behaviour. The study is therefore limited to the present issues in Nigeria and the risks associated therein. 
5.6 Suggestions for Further Studies 
The study on risk management and performance of deposit money banks cannot end here as there are still more grounds to cover in evaluating the subject matter. Therefore, further studies can be done on risk management and performance of banks in Sub-Saharan Africa; risk management and corporate governance in the manufacturing sector of Nigeria; non-credit risk management and performance of deposit money banks in Nigeria. Also, the risk management committee and audit committee in the efficiency of board of directors in an organisation can be researched on. Additionally, The Central Bank of Nigeria (CBN) and its hold on banks risk management framework can also be studied. 


REFERENCES
Abiola, I. & Olausi A. S. (2014). The Impact of Credit Risk Management on the Commercial Banks Performance in Nigeria. International Journal of Management and Sustainability, 3(5), 295-306. 
Adetayo, E. D. (2011). Guide to Business Research and Thesis Writing. (2nd ed.). Ibadan: Rasmed Publications Limited.
Adeusi, S.O., Akeke, N.I., Adedisi, O.S. and Oladunjoye, O. (2013) ‘Risk Management and Financial Performance of Banks in Nigeria’. Journal of Business and Management. Vol.14(6).
Akinsulure, O. (2005), Financial Management, Second Edition, Lagos, El-Toda Ventures Limited.
Alashi, S.O (2016), “Banking Crisis, Early Warning signals and Resolutions”. The Journals of Banking and Finance.
Alshatti, A. S. (2015). The effect of credit risk management on financial performance of the Jordanian commercial banks. Investment Management and Financial Innovations, 12(1), 338-345. 
Anyafo, A. M. O. (2001), Investment Risk Evaluation: The State of the Art in Investment and Project Analysis, Enugu: Banking and Financial Publication.
Ariffin, N. M. and Kassim, S. H. (2009) ‘Risk Management Practices and Financial Performance of Islamic Banks: Nigeria’. Journal of Business Management. Vol. 17 (5). 
Arunkumar, R. & Kotreshwar, G. (2008). Risk Management in Commercial Banks. Ninth Capital Market Conference, Indian Institute of Capital Market, Mumbai. Social Sciences Research Network. Retrieved from http://ssrn.com/abs tract=877812on 18th February, 2017. 
Basel (2011). Core Principles for Effective Banking Supervision. Basel Committee on Banking Supervision. Bank for International Settlements. Retrieved from: http://www.bis.org/publ/bcbs213.pdf.
Blanchard, D. and Dionne, G. (2006). Risk Management and Corporate Governance. HEC Montréal Working paper. Retrieved from http://ssrn.com/abstract=441482on 18th February, 2018.
Brown, K.C. and D.J. Smith (1988) “Recent Innovation in Interest Rate Risk Management and the Reinter mediation of Commercial Banking” Financial Management Writer. 
Business 	Dictionary, 	(2015). 	Financial 	Performance. 	Retrieved 	from http://www.businessdictionary.com/definition/financial-performance.html#ixzz 42OR9le7Ron 22nd November, 2017. 
CBN (2017). Financial Stability Report. Retrieved from https://www.cbn.gov.ng/Out/2 016/F PRD/FSR%20December%202016.pdfon 13th March, 2018. 
CBN (2017). History of Central Bank of Nigeria. Retrieved from http://www.cbn.g ov.ng/About CBN/history.asp on 12th February, 2018. 
Central bank of Nigeria grants new banking licenses’. (2011, June 2). Retrieved from http://www.nigerianelitesforum.com/ng/banking-and-banks/8923-central-bankof-nigeria-grants-new-banking-licences.html/on 18th February, 2018.
Charles, Okaro Kenneth (2013),” impact of Credit Risk Management and Capital Adequate on the Financial Performance of Commercial Bank in Nigeria”, Journal of Emerging Issues in Economics, Finance and Banking, An Online International Monthly Journal, Arab Infortech FZLLC.
Davis, J. H., Schoorman, F. D., & Donaldson, L. (1999). Towards a Stewardship Theory of Management. Academy of Management Review, 20-47. 
Definition of stakeholder theory (2014). Retrieved from http://lexicon.ft.com/Te rm? term stakeholder-theoryon 17th January, 2018.  
Dionne, G. (2013). Risk Management: History, Definition and Critique. Interuniversity Research Centre on Enterprise Networks, Logistics and Transportation (CIRRELT). Retrieved from https://www.cirrelt.ca/DocumentsTravail/CIRRE LT-2013-17.pdfon 10th October, 2017. 
Donaldson, L. & Davis, J. H. (2002). Stewardship Theory or Agency Theory: CEO Governance and Shareholder Returns. Retrieved from www.agsm.edu.au/eajm /9106/pdf/donaldson.pdfon 17th January, 2017.  
Donaldson, T. & Preston, L. E.  (1995). The Stakeholder Theory of the Corporation: Concepts, Evidence, and Implications. The Academy of Management Review, 20(1), 65-91. 
Ebhalaghe, J.U. (1995), Corporate Financial Risk Exposure Management, Lagos, Ronald Enterprising Publishing Company Limited. 
Egungwu, I (2004) Financial Management; Onitsha Green Land.
European Central Bank, (2010). Beyond ROE – How to Measure Bank Performance: Appendix to the Report on EU Banking Structures. Retrieved from https://www.ecb. europa.eu/pub/pdf/other/beyondroehowtomeasurebankperformance2010 09en.pdf?186ec632b33cc504fbd295de0b425d5b on 28th January, 2017. 
Fadun, O. S. (2013). Risk Management and Risk Management Failure: Lessons for Business Enterprises. International Journal of Academic Research in Business and Social Sciences, 3(2), 225-239. 
Fraser, I. & Henry, W. (2007). Embedding Risk Management: Structures and Approaches. Managerial Auditing Journal, 22(4), 392-409. Retrieved from http://dx.doi.org /10.1108/02686900710741955 on 30th November, 2017. 
Freeman, R.E. (1984). Strategic Management: A stakeholder approach. London: Pitman Publishers.
French, D and Saward, H (2000), Dictionary of Management London; Pan Reference Books.
George H.H; Donald G.S and Alan B.S (1994), Bank Management. (Text and Cases); New York: John Wiley and Sons Inc.
Green, W. H. (2008). Econometric Analysis. (6th ed.). New Jersey: Prentice Hall. 
Hsiao, C. (2003). Analysis of Panel Data. Second Edition. UK: Cambridge University Press. 
Irukwu, J.O (2000), Risk Management in Developing Countries: Lagos; BIMA Publication Ltd.
ISO 31000 (2009). Risk management. Retrieved from http://www.iso.org/iso/home/ standards/iso31000.htmon 5th January, 2017. 
Iwedi, M. & Onuegbu, O. (2014). Credit Risk and Performance of Selected Deposit Money Banks in Nigeria: An Empirical Investigation. European Journal of Humanities and Social Sciences. 31(1), 1684-1694. 
Kannan, N. and Thangavel, N. (2008) ‘Risk Management in the Financial Services Industry’. Academics open internet Journal. Vol. 22 (7). [Online] Available:http//www.acadjournal.com/2018/V22/part7/p1/.
Kohler, U. & Kreuter, F. (2012). Data Analysis Using Stata. (3rd ed.). USA: Stata Press. 
Laerd Statisitics (2013). Pearson Product-Moment Correlation. Retrieved from https://statistics.laerd.com/statistical-guides/pearson-correlation-coefficientstatistical-guide.php on 24th June, 2017.  
Malichova, E. & Ďurišová, M. (2015). Evaluation of Financial Performance of Enterprises in IT Sector. Procedia Economics and Finance, 34(2015), 238 – 243.  
Mbaeri, C.C., Adioha, N.F. & Uzokwe, N. J. (2015). Bank Reform and Economic Growth in Nigeria. International Journal for Innovation Education and Research, 3(5), 66 – 72.
Moshinsky, B. (2012). Big EU Bank Faced $256 Billion Basel Ⅲ Capital-Gap Last Year. Bloom-berg. Retrieved from: http://www.bloomberg.com/news/2017-09-29/big-eu-banks-faced-256-billion-basel-ⅲ-capital-gap-last-year.html.
Ndugbu, M.O (2003), Foundations of Project and Investment Analysis Owerri; Barloz Publishers Ltd.
Nigeria Deposit Insurance Corporation (1997). Bank Deposit Insurance in Nigeria. Abuja: Page Publishers Services Ltd. 
Nigerian Wiki (2008). National Bank of Nigeria. Retrieved from http://nigerianwiki.com /wiki/National Bank of Nigeria on 4th November, 2017. 
Nimalathasan, B. & Pratheepkanth, P. (2015). Systematic Risk Management and Profitability: A Case Study of Selected Financial Institutions in Sri Lanka. Global Journal of Management and Business Research, 12(17), 40-43. 
Nwankwo, G. O. (2004). Readings in Banking and Finance in Nigeria. Lagos: Evergreen Associates. 
Nzotta, M.S. (2002). Corporate Financial Decisions, Owerri: Oliverson Industrial Publishers. 
Okeke, U (2007), “Review of Risk Management Practices in the Nigerian Banking Industry and Interest Publication.
Oluoma, R.O (1999), Elements of Insurance Lagos impressed Publishers.
Olusanmi, O., Uwuigbe, U. & Uwuigbe, O. R. (2016). The Effect of Risk Management on Bank’s Financial Performance in Nigeria. Journal of Accounting and Auditing: Research & Practice, 2017(2017). Article ID 239854, DOI: 10.5171/2017.239854.
Osoka, O (1992), Insurance and the Nigerian Economy; Lagos: Panache Publications.
Owojori, A. A., Akintoye, I. R. & Adidu, F. A. (2012). The challenge of risk management in Nigerian banks in the post consolidation era. Journal of Accounting and Taxation, 3(2), 23-31. 
Pagach, D. & Warr, R., (2010). The Effects of Enterprise Risk Management on Firm Performance. Working paper 27695, Jenkins Graduate School of Management, North Carolina State University. Retrieved from http://ssrn.com/abstract =1155218 on 20th February, 2017.
Rejda, G.C. (2013), Principles of Risk Management and Insurance; London: New-House Publisher Inc.                      
Rose, P. S. (2002). Commercial Bank Management. (5th ed.). New York: Mc Graw Hill Irwin. 
Rufai, A. S. (2013). Efficacy of Credit Risk Management on the Performance of Banks in Nigeria. A Study of Union Bank Plc.. (2011 -2015). Global Journal of Management and Business Research Administration and Management, 13(4), 1-12.
Santomero, A. and Babble, D. (1990), Financial Markets Instrument and Institutions, Illinois, Irwin Publishers
Santomero, A. M. (1997). Commercial Bank Risk Management: An Analysis of the Process. Paper presented at the Wharton Financial Institutions Center Conference on Risk Management in Banking, October 13-15, 1997. Retrieved from http://fic.wharton.upenn.edu/fic/papers/95/9511.pdfon 12th October, 2017. 
Smith, C.W. & Stulz, R.M. (1990). The Determinants of Firms' Hedging Policies. Journal of Financial and Quantitative Analysis 20(4), 391-405. 
Šulák, M. & Vacík, E. (2005). Business Performance Measurement - In Czech: Měření výkonnosti firem. Praha: Eupress. 
The Guardian (2015, August 28). Nigeria: Buhari on Treasury Single Account. Retrieved from http://allafrica.com/stories/201508281358.htmlon 7th December, 2017. 
Torres-Reyna, O. (2007). Panel Data Analysis Fixed and Random Effects using Stata  (v. 4.2). Retrieved from https://www.princeton.edu/~otorres/Panel101.pdfon 18th June, 2018. 
Umoh, P.N. (2002). “An overview of Risk Management Practices in the Nigeria Banking Industry.” NDIC Q., 12(4), 36-48. 
Uwuigbe, U., Uwuigbe, O. R. & Oyewo, B. (2015). Credit Management and Bank Performance of Listed Banks in Nigeria. Journal of Economics and Sustainable Development, 6(2), 27-32.  


APPENDIX A
QUESTIONNAIRE 

Department of Accounting and Finance, 
Faculty of Social and Management Sciences, 
Bowen University, Iwo
Osun State, Nigeria. 

Dear Sir/Ma, 
LETTER OF INTRODUCTION 
I am a postgraduate student in the department of Accounting and Finance of the above-named institution. I am currently conducting a research on the topic: EFFECT OF RISK MANAGEMENT ON THE NIGERIAN BANKING SYSTEM.A CASESTUDY OF DEPOSIT MONEY BANKS IN NIGERIA (DMB’S) and your organisation has been chosen to participate in this study. This research study is in partial fulfilment of the requirements for the award of a Post Graduate Diploma (P.Gd.) in Accounting and Finance from Bowen University, Iwo, Osun State. 
It would be highly appreciated if you could please assist in completing the attached questionnaire, while assuring you that all information provided will be treated in strict confidence and mainly used for academic purpose.  
Thank you. 

Yours faithfully, 

AJETUNMOBI, Tobi. O.                                                   

INSTRUCTION: Please tick (o) the correct answers from the options provided below and complete the blank spaces with necessary information as may be appropriate. 
SECTION A: BIO-DATA OF RESPONDENTS
1. Gender: Male (   )    Female      (   )
2. Age: 20 – 30 years (   ) 31 – 40 years (   ) 41 – 50 years (   ) 51 years and above    (   )
3. Highest Educational Qualification: ND   (   ) 	NCE (   ) 	HND (   )
						B.Sc.    (   ) 	M.Sc. (   ) 	M.A.  (   )
						MBA  (   ) 	P.Hd.  (   )
4. Professional Qualification:  ACA (   ) 	FCA  () 	ACCA (   ) FCCA(  )       ACIB (   ) 						FCIB (   ) HCIB  (   )    
                                        Others (Please Specify) _______________________
1. Name of Deposit Money Bank (DMB) : ______________________________ 
1. Working Experience: Below 1 year  (   )  1 – 5 years (    ) 6 – 10 years    (   ) 
11 – 15 years   (   )   16 – 20 years   (   )                                             21 years and above   (   )
1. Staff Level: Junior Staff (  )         Senior Staff  (   )     Top Management   (   ) 
1. Status in the organisation: _________________________________________ 

SECTION B: Identification of the distinctive core and non-core risks that affect the performance of deposit money banks in Nigeria. 
INSTRUCTION: According to your perception of the following risks, please indicate as core risks ( O) or non-core risks ( X ) 
Credit Risk        (   )      Liquidity Risk           (   )       Operational Risk              (    )   
Market Risk       (   )     Interest Rate Risk      (  )       Exchange Rate Risk          (    )                      Reputation Risk (   )     Technological Risk   (   )       Legal Risk   ( 	)        
Customer Satisfaction Risk     (   ) 	               Political Risk    (    ) 
Others not mentioned (Please specify as [core] or [non-core]) 
_____________________________________________________________________
_____________________________________________________________________
_____________________________________________________________________
__________________ 
 INSTRUCTION: Please tick the option that best suits your response from the following: SA – Strongly Agree, A – Agree, U – Undecided about the statement, D – Disagree, SD – Strongly Disagree. 

SECTION C: Evaluation of the significance of the management of risks on the financial performance of deposit money banks (DMBs). 
	S/N 
	 STATEMENTS 
	SA 
	A 
	U 
	D 
	SD 

	1.
	The bank’s financial performance can be greatly attributed to the risk management in place 
	
	
	
	
	

	2.
	The regulatory role of CBN, NDIC, etc. has an adverse effect on risk management in place and financial performance in this bank. 
	
	
	
	
	

	3.
	All the risks identified above work interrelatedly to have an effect on financial performance 
	
	
	
	
	




SECTION D: The effect of the management of deposit money banks’ risks on their non-financial performance. 
	S/N 
	 STATEMENTS 
	SA 
	A 
	U 
	D 
	SD 

	4.
	Risk management framework in these banks has an 
effect on its non-financial performance 
	
	
	
	
	

	5.
	Various stakeholders know that the performance of this bank is as a result of its risk management application. 
	
	
	
	
	

	6.
	Non-financial performance of this bank can be reflected from feedbacks gotten from stakeholders as regards its risk management 
	
	
	
	
	

	7.
	All 	the 	risks 	identified 	affect 	non-financial performance 
	
	
	
	
	

	8.
	Stakeholders are satisfied with the way this bank operates 
	
	
	
	
	



SECTION E: The readiness of Nigerian deposit money banks for the management of risks affecting rapid future development and its impact on forecasted favourable performance. 
	S/N 
	 STATEMENTS 
	SA 
	A 
	U 
	D 
	SD 

	9.
	Risk awareness and culture exist in this bank 
	
	
	
	
	

	10.
	The risk management currently in place is robust enough to perceive future risk and plan towards its management 
	
	
	
	
	

	11.
	The risk management system in place only responds after a problem has occurred 
	
	
	
	
	

	12.
	The management of this bank do not consider the future when taking strategic decisions as regards risk management   
	
	
	
	
	



APPENDIX B
List of Deposit Money Banks in Nigeria and their classification according to their Total Assets
	S/N
	BANKS
	TOTAL ASSET

	1.
	Access Bank plc.
	2,411,944,061,000

	2.
	Diamond Bank plc.
	1,753,232,280,000

	3.
	Eco bank Nigeria Plc..
	4,694,296,060,000

	4.
	Fidelity Bank Nigeria plc.
	1,231,722,000,000

	5.
	First Bank of Nigeria limited
	4,166,189,000,000

	6.
	First City Monument Bank
	1,159,534,176,000

	7.
	Guaranty Trust Bank plc.
	2,277,629,224,000

	8.
	Skye Bank plc.
	1,315,444,000,000

	9.
	Stanbic 	IBTC 	Bank
Nigeria Limited
	1,000,822,000,000

	10.
	United Bank for Africa plc. (UBA)
	2,752,622,000,000

	11.
	Zenith Bank plc.
	4,006,842,000,000

	12
	Sterling bank plc.
	602,853,410,000

	13.
	Unity Bank Plc.
	799,451,417,000

	14.
	Union Bank of Nigeria plc.
	998,137,000,000

	15
	Wema Bank Plc.
	483,420,000,000

	16.
	Citi bank Nigeria limited
	412,208,115,000

	17.
	Heritage Bank
	443,321,012,000

	18.
	Keystone bank limited
	396,743,314,000

	
	
	
Not Available

	19.
	Suntrust Bank Nigeria Limited
	

	20.
	Standard Chartered Bank
	Not Available

	21.
	Providus Bank limited
	Not Available







APPENDIX C
Calculated Ratios of the Sample Banks 
	Bank Name
	Year
	Bank
	ROE
	ROA
	CRR
	LRR
	MRR

	Access
	2012
	1
	0.070855
	0.017788
	0.067912
	0.123564
	N/A

	Access
	2013
	1
	0.028063
	0.005529
	0.043636
	0.139483
	1.032249

	Access
	2014
	1
	0.150724
	0.023629
	0.040549
	0.189422
	1.037189

	Access
	2015
	1
	0.106908
	0.015382
	0.023797
	0.239927
	1.02468

	Access
	2016
	1
	0.145688
	0.020152
	0.019201
	0.205328
	1.083044

	Access
	2017
	1
	0.182751
	0.027309
	0.01583
	0.193377
	1.009799

	Diamond
	2012
	2
	0.055804
	0.011894
	0.134643
	0.144951
	1.00768

	Diamond
	2013
	2
	-0.2718
	-0.03203
	0.096724
	0.177149
	1.011441

	Diamond
	2014
	2
	0.215004
	0.021785
	0.046866
	0.223398
	1.003292

	Diamond
	2015
	2
	0.21514
	0.02196
	0.033424
	0.228925
	1.009538

	Diamond
	2016
	2
	0.10725
	0.012602
	0.044542
	0.287665
	0.993295

	Diamond
	2017
	2
	0.018425
	0.002465
	0.071152
	0.248195
	0.991094

	Fidelity
	2012
	3
	0.043348
	0.011713
	0.01838
	0.349523
	1.037595

	Fidelity
	2013
	3
	0.028684
	0.005301
	0.05473
	0.244915
	1.012807

	Fidelity
	2014
	3
	0.111015
	0.019603
	0.013167
	0.235455
	1.005839

	Fidelity
	2015
	3
	0.047236
	0.007141
	0.018746
	0.267022
	1.041743

	Fidelity
	2016
	3
	0.079695
	0.011622
	0.007887
	0.275366
	1.013155

	Fidelity
	2017
	3
	0.075765
	0.011288
	0.00987
	0.215368
	1.006856

	First bank
	2012
	4
	0.086016
	0.01239
	0.044646
	0.276446
	0.92309

	First bank
	2013
	4
	0.050562
	0.006512
	0.026308
	0.231526
	0.955519

	First bank
	2014
	4
	0.174025
	0.023804
	0.025512
	0.229479
	0.955818

	First bank
	2015
	4
	0.149713
	0.018256
	0.025463
	0.26488
	1.005997

	First bank
	2016
	4
	0.160307
	0.019341
	0.019569
	0.266824
	1.019447

	First bank
	2017
	4
	0.026171
	0.003636
	0.076886
	0.264424
	0.980099

	GTB
	2012
	5
	0.177466
	0.035458
	0.050907
	0.208735
	0.99668

	GTB
	2013
	5
	0.220571
	0.033904
	0.035291
	0.204179
	1.214291

	GTB
	2014
	5
	0.297564
	0.052622
	0.024129
	0.12979
	0.948389

	GTB
	2015
	5
	0.263794
	0.044921
	0.023209
	0.120045
	0.976984

	GTB
	2016
	5
	0.247757
	0.041931
	0.02344
	0.076074
	0.986028

	GTB
	2017
	5
	0.23251
	0.041406
	0.021643
	0.076015
	0.99932

	Skye
	2012
	6
	0.151815
	0.016028
	0.107
	0.103624
	N/A

	Skye
	2013
	6
	0.168267
	0.013706
	0.048
	0.179557
	N/A

	Skye
	2014
	6
	0.159718
	0.012839
	0.038
	0.168039
	N/A

	Skye
	2015
	6
	0.130399
	0.011701
	0.021
	0.258062
	0.966785

	Skye
	2016
	6
	0.106297
	0.010921
	0.031
	0.293606
	0.943062

	Skye
	2017
	6
	0.107702
	0.012875
	0.048
	0.231062
	0.765937

	Union
	2012
	7
	-0.86844
	0.140729
	0.401
	0.062376
	N/A

	Union
	2013
	7
	-0.42722
	-0.09274
	0.0506
	0.000102
	N/A

	Union
	2014
	7
	0.018466
	0.003576
	0.0667
	0.161244
	1.005257

	Union
	2015
	7
	0.027271
	0.005805
	0.0591
	0.060244
	1.053403

	Union
	2016
	7
	0.099801
	0.022262
	0.0514
	0.063524
	1.103054

	Union
	2017
	7
	0.076818
	0.017754
	0.0699
	0.054553
	1.025548

	UBA
	2012
	8
	0.287383
	0.040834
	0.147329
	0.161348
	N/A

	UBA
	2013
	8
	0.061473
	0.007224
	0.06
	0.237946
	N/A

	UBA
	2014
	8
	0.1201
	0.015617
	0.05
	0.138563
	N/A

	UBA
	2015
	8
	-0.80043
	-0.05595
	0.2552
	0.042356
	N/A

	UBA
	2016
	8
	0.140203
	0.025871
	0.1758
	0.055583
	N/A

	UBA
	2017
	8
	0.056787
	0.010577
	0.7736
	0.104139
	N/A

	F.C.M.B
	2012
	9
	1.106938
	0.080447
	0.53
	0.246582
	1

	F.C.M.B
	2013
	9
	-0.6292
	-0.01912
	0.15
	0.108224
	1

	F.C.M.B
	2014
	9
	-3.94318
	-0.02051
	0.142
	0.079883
	1

	F.C.M.B
	2015
	9
	0.038568
	0.004825
	0.0387
	0.094642
	N/A

	F.C.M.B
	2016
	9
	0.054204
	0.006201
	0.0249
	0.136328
	N/A

	F.C.M.B
	2017
	9
	0.050523
	0.005866
	0.0267
	0.14262
	1.022682

	Zenith
	2012
	10
	0.086797
	0.01796
	0.059119
	0.280877
	1.004493

	Zenith
	2013
	10
	0.104754
	0.019041
	0.043823
	0.210902
	1.034795

	Zenith
	2014
	10
	0.206938
	0.039314
	0.03104
	0.212294
	1.08116

	Zenith
	2015
	10
	0.163797
	0.028976
	0.03
	0.290867
	1.014588

	Zenith
	2016
	10
	0.167341
	0.02701
	0.018
	0.350027
	1.102358

	Zenith
	2017
	10
	0.166204
	0.02634
	0.022
	0.267401
	1.138892





APPENDIX D
Panel Unit Root Tests Performed 

	Panel unit root test: Summary  
Series:  ROE 		
Date: 07/25/18   Time: 10:58 
Sample: 2012-2017	
Exogenous variables: None 	
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	







						
	Cross- 
	

	Method 	Statistic 	Prob.** 
	sections 
	Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-2.49008 	 0.0064 
		
Null: Unit root (assumes individual unit root process)  
	 10 

	 50 


	ADF - Fisher Chi-square 	 42.6024 	 0.0023 
	 10 
	 50 

	PP - Fisher Chi-square 	 44.9831 	 0.0011 
		
	 10 
	
	 50 

	** Probabilities for Fisher tests are computed using an 		asymptotic Chi	
        -square distribution. All other tests assume asymptotic normality. 
	



	Panel unit root test: Summary  
Series:  ROE 		
Date: 07/25/18   Time: 11:08 
Sample: 2012-2017	
Exogenous variables: Individual effects, individual linear trends 
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	






						
Method 	Statistic 	Prob.** 
	Cross- sections 
	
Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-6.24497 	 0.0000 
Breitung t-stat 	 0.08560 	 0.5341 
		
Null: Unit root (assumes individual unit root process)  
	 10 
 10 

	 50 
 40 


	Im, Pesaran and Shin W-stat 	 0.36990 	 0.6443 
ADF - Fisher Chi-square 	 15.4714 	 0.7488 
PP - Fisher Chi-square 	 28.3583 	 0.1012 
		
	 10 
 10 
 10 
	
	 50 
 50 
 50 

	** Probabilities for Fisher tests are computed using an asy		mptotic Chi	
        -square distribution. All other tests assume asymptotic normality. 
	

	Panel unit root test: Summary  
Series:  ROA 		
Date: 07/25/18   Time: 11:10 
Sample: 2012-2017	
Exogenous variables: None 	
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	







						
	Cross- 
	

	Method 	Statistic 	Prob.** 
	sections 
	Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-3.01126 	 0.0013 
		
Null: Unit root (assumes individual unit root process)  
	 10 

	 50 


	ADF - Fisher Chi-square 	 63.8407 	 0.0000 
	 10 
	 50 

	PP - Fisher Chi-square 	 67.0648 	 0.0000 
		
	 10 
	
	 50 

	** Probabilities for Fisher tests are computed using an asymptotic Chi			
        -square distribution. All other tests assume asymptotic normality. 
	



	Panel unit root test: Summary  
Series:  ROA 		
Date: 07/25/18   Time: 11:12 
Sample: 2012-2017	
Exogenous variables: Individual effects 
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	






						
	Cross- 
	

	Method 	Statistic 	Prob.** 
	sections 
	Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-11.0880 	 0.0000 
		
Null: Unit root (assumes individual unit root process)  
	 10 

	 50 


	Im, Pesaran and Shin W-stat  	-3.35562 	 0.0004 
	 10 
	 50 

	ADF - Fisher Chi-square 	 49.0370 	 0.0003 
	 10 
	 50 

	PP - Fisher Chi-square 	 63.3841 	 0.0000 
		
	 10 
	
	 50 

	** Probabilities for Fisher tests are computed using an asy		mptotic Chi	
        -square distribution. All other tests assume asymptotic normality. 
	



	Panel unit root test: Summary  
Series:  ROA 		
Date: 07/25/18   Time: 11:13 
Sample: 2012 2017	
Exogenous variables: Individual effects, individual linear trends 
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	






						
	Cross- 
	

	Method 	Statistic 	Prob.** 
	sections 
	Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-24.0996 	 0.0000 
	 10 
	 50 

	Breitung t-stat 	 0.39032 	 0.6518 
		
Null: Unit root (assumes individual unit root process)  
	 10 

	 40 


	Im, Pesaran and Shin W-stat  	-1.50257 	 0.0665 
	 10 
	 50 

	ADF - Fisher Chi-square 	 39.3423 	 0.0060 
	 10 
	 50 

	PP - Fisher Chi-square 	 60.6960 	 0.0000 
		
	 10 
	
	 50 

	** Probabilities for Fisher tests are computed using an asy		mptotic Chi	
        -square distribution. All other tests assume asymptotic normality. 
	




	Panel unit root test: Summary  
Series:  CRR 		
Date: 07/25/18   Time: 11:15 
Sample: 2012-2017	
Exogenous variables: None 	
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	







						
	Cross- 
	

	Method 	Statistic 	Prob.** 
	sections 
	Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-8.51028 	 0.0000 
		
Null: Unit root (assumes individual unit root process)  
	 10 

	 50 


	ADF - Fisher Chi-square 	 85.7208 	 0.0000 
	 10 
	 50 

	PP - Fisher Chi-square 	 93.5333 	 0.0000 
		
	 10 
	
	 50 

	** Probabilities for Fisher tests are computed using an asy		mptotic Chi	
        -square distribution. All other tests assume asymptotic normality. 
	



	Panel unit root test: Summary  
Series:  CRR 		
Date: 07/25/18   Time: 11:16 
Sample: 2012-2017	
Exogenous variables: Individual effects 
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	

						
	Cross- 
	

	Method 	Statistic 	Prob.** 
	sections 
	Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-32.6822 	 0.0000 
		
Null: Unit root (assumes individual unit root process)  
	 10 

	 50 


	Im, Pesaran and Shin W-stat  	-10.1962 	 0.0000 
	 10 
	 50 

	ADF - Fisher Chi-square 	 62.2796 	 0.0000 
	 10 
	 50 

	PP - Fisher Chi-square 	 89.3507 	 0.0000 
		
	 10 
	
	 50 

	** Probabilities for Fisher tests are computed using an asy		mptotic Chi	
        -square distribution. All other tests assume asymptotic normality. 
	




	Panel unit root test: Summary  
Series:  CRR 		
Date: 07/25/18   Time: 11:17 
Sample: 2012-2017	
Exogenous variables: Individual effects, individual linear trends 
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	






						
	Cross- 
	

	Method 	Statistic 	Prob.** 
	sections 
	Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-25.0098 	 0.0000 
	 10 
	 50 

	Breitung t-stat 	 2.63364 	 0.9958 
		
Null: Unit root (assumes individual unit root process)  
	 10 

	 40 


	Im, Pesaran and Shin W-stat  	-1.62145 	 0.0525 
	 10 
	 50 

	ADF - Fisher Chi-square 	 37.5626 	 0.0100 
	 10 
	 50 

	PP - Fisher Chi-square 	 56.1566 	 0.0000 
		
	 10 
	
	 50 

	** Probabilities for Fisher tests are computed using an asy		mptotic Chi	
        -square distribution. All other tests assume asymptotic normality. 
	



	Panel unit root test: Summary  
Series:  LRR 		
Date: 07/25/18   Time: 11:18 
Sample: 2012-2017	
Exogenous variables: None 	
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	







						
	Cross- 
	

	Method 	Statistic 	Prob.** 
	sections 
	Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-1.51040 	 0.0655 
		
Null: Unit root (assumes individual unit root process)  
	 10 

	 50 


	ADF - Fisher Chi-square 	 25.6252 	 0.1785 
	 10 
	 50 

	PP - Fisher Chi-square 	 31.1202 	 0.0536 
		
	 10 
	
	 50 

	** Probabilities for Fisher tests are computed using an asy		mptotic Chi	
        -square distribution. All other tests assume asymptotic normality. 
	



	Panel unit root test: Summary  
Series:  LRR 		
Date: 07/25/18   Time: 11:20 
Sample: 2012-2017	
Exogenous variables: Individual effects 
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	






						
	Cross- 
	

	Method 	Statistic 	Prob.** 
	sections 
	Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-5.87629 	 0.0000 
		
Null: Unit root (assumes individual unit root process)  
	 10 

	 50 


	Im, Pesaran and Shin W-stat  	-1.04075 	 0.1490 
	 10 
	 50 

	ADF - Fisher Chi-square 	 28.2593 	 0.1034 
	 10 
	 50 

	PP - Fisher Chi-square 	 37.8135 	 0.0093 
		
	 10 
	
	 50 

	** Probabilities for Fisher tests are computed using an asy	mptotic Chi	
        -square distribution. All other tests assume asymptotic normality. 
	




	Panel unit root test: Summary  
Series:  LRR 		
Date: 07/25/18   Time: 11:21 
Sample: 2012-2017	
Exogenous variables: Individual effects, individual linear trends 
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
Balanced observations for each test  
				
	






						
	Cross- 
	

	Method 	Statistic 	Prob.** 
	sections 
	Obs 

	Null: Unit root (assumes common unit root process)  
	
	

	Levin, Lin & Chu t* 	-8.65737 	 0.0000 
	 10 
	 50 

	Breitung t-stat 	 0.09734 	 0.5388 
		
Null: Unit root (assumes individual unit root process)  
	 10 

	 40 


	Im, Pesaran and Shin W-stat  	-0.15121 	 0.4399 
	 10 
	 50 

	ADF - Fisher Chi-square 	 23.2192 	 0.2782 
	 10 
	 50 

	PP - Fisher Chi-square 	 42.8562 	 0.0021 
		
	 10 
	
	 50 

	** Probabilities for Fisher tests are computed using an asy		mptotic Chi	
        -square distribution. All other tests assume asymptotic normality. 
	



	Panel unit root test: Summary  
Series:  MRR 		
Date: 07/25/18   Time: 11:22 
Sample: 2012-2017	
Exogenous variables: None 	
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel
	






							Cross- 
Method 	Statistic 	Prob.** 	sections 
	
Obs 

	Null: Unit root (assumes common unit root process)  
	

	Levin, Lin & Chu t* 	-0.71236 	 0.2381 	 8 
			
Null: Unit root (assumes individual unit root process)  
	 34 


	ADF - Fisher Chi-square 	 11.5762 	 0.7726 	 8 
	 34 

	PP - Fisher Chi-square 	 15.7610 	 0.4698 	 8 
				
	 34 

	** Probabilities for Fisher tests are computed using an asymptotic Chi			
        -square distribution. All other tests assume asymptotic normality. 
	




	Panel unit root test: Summary  
Series:  MRR 		
Date: 07/25/18   Time: 11:23 
Sample: 2012-2017	
Exogenous variables: Individual effects 
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
				
	





							Cross- 
Method 	Statistic 	Prob.** 	sections 
	
Obs 

	Null: Unit root (assumes common unit root process)  
	

	Levin, Lin & Chu t* 	-4.64197 	 0.0000 	 7 
			
Null: Unit root (assumes individual unit root process)  
	 32 


	Im, Pesaran and Shin W-stat  	-1.17243 	 0.1205 	 6 
	 29 

	ADF - Fisher Chi-square 	 17.9614 	 0.2085 	 7 
	 32 

	PP - Fisher Chi-square 	 23.8394 	 0.0479 	 7 
				
	 32 

	** Probabilities for Fisher tests are computed using an asymptotic Chi			
        -square distribution. All other tests assume asymptotic normality. 
	




	Panel unit root test: Summary  
Series:  MRR 		
Date: 07/25/18   Time: 11:24 
Sample: 2012-2017	
Exogenous variables: Individual effects, individual linear trends 
Automatic selection of maximum lags 
Automatic lag length selection based on SIC: 0 
Newey-West automatic bandwidth selection and Bartlett kernel 
				
	





							Cross- 
Method 	Statistic 	Prob.** 	sections 
	
Obs 

	Null: Unit root (assumes common unit root process)  
	

	Levin, Lin & Chu t* 	-2.33659 	 0.0097 	 7 
	 31 

	Breitung t-stat 	-7.1E-15 	 0.5000 	 7 
			
Null: Unit root (assumes individual unit root process)  
	 24 


	Im, Pesaran and Shin W-stat  	-0.18598 	 0.4262 	 6 
	 29 

	ADF - Fisher Chi-square 	 13.4739 	 0.3356 	 6 
	 29 

	PP - Fisher Chi-square 	 24.2942 	 0.0185 	 6 
				
	 29 

	** Probabilities for Fisher tests are computed using an asymptotic Chi			
        -square distribution. All other tests assume asymptotic normality. 
	













APPENDIX E
ROE - Random Effect 

	Dependent Variable: ROE 	
Method: Panel EGLS (Cross-section random effects) 
Date: 07/25/18   Time: 11:43 	
Sample: 2012-2017	
Periods included: 6 	
Cross-sections included: 9 	
Total panel (unbalanced) observations: 46 
Swamy and Arora estimator of component variances 
			
	







		Variable	

	Coefficient	

	Std. Error	

	t-Statistic	
		Prob.	


	C
	-0.963386	
	1.410733	
	-0.682897	
	0.4984

	CRR 
	0.211808 
	1.088305 
	0.194622 
	0.8466

	LRR 
	2.361559 
	1.124856 
	2.099432 
	0.0418

	MRR 

	0.489125 

	1.354931 

	0.360996 

	0.7199


	


	Effects Specifi	cation	
	
	
	
S.D.   

	
Rho  


	Cross-section random	
		
	0.000000	
	0.0000

	Idiosyncratic random 

		
	0.571547 

	1.0000


	

	Weighted Statistics		
	
	

	


	R-squared 
	0.080886	    Mean dependent var	
	0.032039

	Adjusted R-squared 
	0.015235    S.D. dependent var 
	0.633664

	S.E. of regression 
	0.628819    Sum squared resid 
	16.60735

	F-statistic 
	1.232067    Durbin-Watson stat 
	0.994896

	Prob(F-statistic) 

	0.310033 		
		
	


	

	Unweighted Statistics			
		
	


	
	
	

	R-squared 
	0.080886	    Mean dependent var	
	0.032039

	Sum squared resid 
	16.60735    Durbin-Watson stat 
	0.994896


ROE – Fixed Effect 
	Dependent Variable: ROE 
Method: Panel Least Squares 
Date: 07/25/18   Time: 11:41 
Sample: 2012-2017
Periods included: 6 
Cross-sections included: 9 
Total panel (unbalanced) observations: 46 
	
	





	
	








		Variable	

	Coefficient	

	Std. Error		t-Statistic	
	
		Prob.	


	C
	-0.719521	
	1.828108		-0.393588	
	0.6963

	CRR 
	3.246888 
	1.509159 	2.151455 
	0.0386

	LRR 
	3.378051 
	2.070873 	1.631221 
	0.1121

	MRR 

	-0.122281 

	1.857022 	-0.065848 
	
	0.9479


			Effects Specifi	cation		
			
	


	Cross-section fixed (dummy	 variables)			
			
	


	R-squared 
	0.385317	    Mean dependent 	var
	0.032039

	Adjusted R-squared 
	0.186449    S.D. dependent var 
	0.633664

	S.E. of regression 
	0.571547    Akaike info criterion 
	1.938517

	Sum squared resid 
	11.10664    Schwarz criterion 
	2.415554

	Log likelihood 
	-32.58590    Hannan-Quinn criter. 
	2.117218

	F-statistic 
	1.937549    Durbin-Watson stat 
	1.313094

	Prob(F-statistic) 

	0.068951 		
		
	


	
	
	


				

ROE - Hausman Test 
	Correlated Random Effects - Hausman Test 
Equation: Untitled 	
Test cross-section random effects 
			
	




				Chi 	-Sq. 	
Test Summary 	Statistic 	Chi-Sq. d.f. 
			
	
Prob. 


	Cross-section random			16.155107			3 
			
	0.0011


	** WARNING: estimated cross	-section random effects variance is zero.			
			
Cross-section random effects test comparisons: 
			
	Variable 	Fixed   	Random 	Var(Diff.)  
			
	


Prob. 


	CRR
	3.246888	
	0.211808		1.093153	
	0.0037

	LRR 
	3.378051 
	2.361559 	3.023212 
	0.5588

	MRR 

	-0.122281 

	0.489125 	1.612692 
	
	0.6302


	Cross-section random effects test equation: 
Dependent Variable: ROE 
Method: Panel Least Squares 
Date: 07/25/18   Time: 11:44 
Sample: 2012-2017
Periods included: 6 
Cross-sections included: 9 
Total panel (unbalanced) observations: 46 
	
		






	
	










		Variable	

	Coefficient	

	Std. Error		t-Statistic	
	
		Prob.	


	C
	-0.719521	
	1.828108		-0.393588	
	0.6963

	CRR 
	3.246888 
	1.509159 	2.151455 
	0.0386

	LRR 
	3.378051 
	2.070873 	1.631221 
	0.1121

	MRR 

	-0.122281 

	1.857022 	-0.065848 
	
	0.9479


			Effects Specification			
			
	


	Cross-section fixed (dummy	 variables)			
			
	


	R-squared 
	0.385317	    Mean dependent var	
	0.032039

	Adjusted R-squared 
	0.186449    S.D. dependent var 
	0.633664

	S.E. of regression 
	0.571547    Akaike info criterion 
	1.938517

	Sum squared resid 
	11.10664    Schwarz criterion 
	2.415554

	Log likelihood 
	-32.58590    Hannan-Quinn criter. 
	2.117218

	F-statistic 
	1.937549    Durbin-Watson stat 
	1.313094

	Prob(F-statistic) 

	0.068951 		
		
	


	
	
	


				



APPENDIX F
ROA –Fixed Effect 
	Dependent Variable: ROA 	
Method: Panel Least Squares 	
Date: 07/25/18   Time: 11:45 	
Sample: 2012-2017	
Periods included: 6 	
Cross-sections included: 9 	
Total panel (unbalanced) observations: 46 
			
	








		Variable	

	Coefficient	

	Std. Error		t-Statistic	
	
		Prob.	


	C
	0.008149	
	0.043994		0.185224	
	0.8542

	CRR 
	0.134452 
	0.036319 	3.702012 
	0.0008

	LRR 
	0.066837 
	0.049837 	1.341127 
	0.1888

	MRR 

	-0.011270 

	0.044690 	-0.252181 
	
	0.8024


	

	Effects Specifi	cation		
		
	


	Cross-section fixed (dummy	 variables)			
			
	


	R-squared 
	0.589367	    Mean dependent var	
	0.017864

	Adjusted R-squared 
	0.456515    S.D. dependent var 
	0.018658

	S.E. of regression 
	0.013755    Akaike info criterion 
	-5.515429

	Sum squared resid 
	0.006432    Schwarz criterion 
	-5.038392

	Log likelihood 
	138.8549    Hannan-Quinn criter. 
	-5.336728

	F-statistic 
	4.436269    Durbin-Watson stat 
	2.096755

	Prob(F-statistic) 

	0.000381 		
		
	


	
	
	




ROA – Hausman Test 
	Correlated Random Effects - Hausman Test 
Equation: Untitled 	
Test cross-section random effects 
			
	




				Chi 	-Sq. 	
Test Summary 	Statistic 	Chi-Sq. d.f. 
			
	
Prob. 


	Cross-section random			7.752456			3 
			
	0.0514


				
Cross-section random effects test comparisons: 
			
	Variable 	Fixed   	Random 	Var(Diff.)  
			
	

Prob. 


	CRR
	0.134452	
	0.107390		0.000334	
	0.1386

	LRR 
	0.066837 
	0.048562 	0.001064 
	0.5754

	MRR 

	-0.011270 

	0.010426 	0.000485 
	
	0.3245


	
Cross-section random effects test equation: 
Dependent Variable: ROA 
Method: Panel Least Squares 
Date: 07/25/18   Time: 11:48 
Sample: 2012-2017
Periods included: 6 
Cross-sections included: 9 
Total panel (unbalanced) observations: 46 
	
		
	






	
	











		Variable	

	Coefficient	

	Std. Error		t-Statistic	
	
		Prob.	


	C
	0.008149	
	0.043994		0.185224	
	0.8542

	CRR 
	0.134452 
	0.036319 	3.702012 
	0.0008

	LRR 
	0.066837 
	0.049837 	1.341127 
	0.1888

	MRR 

	-0.011270 

	0.044690 	-0.252181 
	
	0.8024


			Effects Specification			
			
	


	Cross-section fixed (dummy variables)				
			
	


	R-squared 
	0.589367	    Mean dependent var	
	0.017864

	Adjusted R-squared 
	0.456515    S.D. dependent var 
	0.018658

	S.E. of regression 
	0.013755    Akaike info criterion 
	-5.515429

	Sum squared resid 
	0.006432    Schwarz criterion 
	-5.038392

	Log likelihood 
	138.8549    Hannan-Quinn criter. 
	-5.336728

	F-statistic 
	4.436269    Durbin-Watson stat 
	2.096755

	Prob(F-statistic) 

	0.000381 		
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