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PREAMBLE

Given the importance _°f banking sector stability in maintaining a crisis free economy, bank management
and monetary author-mes are a_lways concerned about factors that trigger instability in the sector. It is on
this premise that this study investigates the determinants of banking sector stability in 10 Nigerian
commercial b‘anks over the period 2006 — 2017. The study analysed annual bank specific and
macroeconomic data using the pooled ordinary least square regression method. Results showed that
capital adequacy (0.256, p<0.01), profitability (0.021, p<0.01), liquidity (0.082, p<0.05) and inflation
(0.050, p<0.1) as observed in the signs and significance of coefficients are important factors that affect
bank stability in Nigerian commercial banks. The study recommends that bank management should
endeavour to maintain adequate capital ratios as stipulated by monetary authorities and make sustainable
profits. In addition, they should strike a balance between increased levels of liquidity and profits to
prevent instability in the sector. Furthermore, monetary authorities are advised to maintain an inflation
rate that would enable banks anticipate inflation so that they can factor its cost into their pricing.

INTRODUCTION

The banking sector as a subset of the financial sector, is a key component in the growth
and development of any economy. Consequently, maintaining the stabl‘h.ty of the sector
is important to prevent crisis that may affect the ov:erall economy. Ozili (?018) argues
that in theory, bank regulators in developed economies mainly rely on capital ‘adequacy
for bank stability. However, Barth, Caprio and lLev.me (2004) and Brunnermeier (2099)
show that in developing economies such as Nigeria, other fz_lctors may be responsible
due to structural differences in their financial system. For instance, the 2007 / 2008
global financial crisis showed that banks are prone to Crisis due to systemic dependence
among banks. Such interdependence may have negative efffects on bank stability
(Brunnermeier, 2009; Oduor, Ngoka, & Odongo, 2017). This view became more
pronounced post-2007/2008 financial crisis when series pf strucFural shifts qc]cué-red in
financial systems worldwide. Prominent names in the 1ntemat10nal financia fo?;lam
such as Merrill Lynch, Lehman Brothers, Freddie Mac, Fannie Mae and a h(;(st of o e;'s
were reported to have either gone bankrupt, recorded huge lqsseg or l:ve(e (;a fn ove_:trh y
other firms. This resulted in a high degree of systemic risk in t ;;n us ?{, w; Ct(;
contagion effect on the global financial system and thus a lot of instability in the s

Dia ! . ;

gn t}izn;?;e(:jzr;cat;jnoklii)g sphere, an example qf the precec&mg hnarr_atlve w;aist b:chp
insolvency of eight Nigerian banks in 2009 despite the fact that they mcreased their
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. or the role played by bank cqr:,
ro\.ruli:;;zﬁ:rgie of such is the bank Capitacla&t;l in
a sound apd s_table:;l::ﬁnzfpital to act as a cushion to shield unfofeseene; the,
banks -n.mlr{tam el;ations (Milne, 2002). 'The theory place emphagjj on the
destabilise 1ts op;ver the minimum requlred_ regula_tory amoypt with th, :
that a bank_halfsed in stabilising banks during period of crisis (Oduoy t
the ,°,x°ess;,itagi°us bank failures may occur when 'banks are unabe ¢, i
addition, 2 the regulatory capital buffer (Ahmad, Ariff, & s@]]y’ 2008). Thisrb JOSs@
that excee ce of other factors aside capital adequacy that are likely detennil’]am Sgge,
the e_’ﬁstelsl mmarily, the theory postulates that endogenc_)us factors sycp, as inc i
stability. Summ tics ,(like liquidity, size, efficiency, capital and profit) W()u]dreasesln
bank C_hamc;:_’{}s l‘n the banking sector. A stable and low level of inflation ¢, ey
ﬁnanmgl stability 1 ugur well in achieving financia] stabilit getherw,',h
a booming economy would also augu "

Extant literature also p i“tainil
sk - Y
e S tha‘ma
XCeSS r
Uggestj DI

Empirically, quite a few studies have examined the ,detennirnla.ntS_ of bank Stabiliy
terms of liquidity, two of such are Hassan, Khag, and Paltrinieri (2019) and Wagy,
(2007). On one hand, Hassan et al. (2019) examined th_e ef_fect of liquidity gpq -
nisk on stability of Islamic and conventional banks operating in selected Organizatioy
Islamic Cooperation Countries for the period 2007 -2015 using a simultape
structural equation approach. The study found a positive relationship between liquidiy
and stability for conventional banks and the reverse for Islamic banks. Wagner (27
on the other hand, established the existence of a non-linear relationship bewen
liquidity and bank stability such that liquidity has an inverse effect on bank stabily
The study argued that initial improved bank stability due to higher liquid assets m
banks to take on riskier projects to increase profits. The increased risk embarked e
by the bank subsequently erodes the initial positive effect and causes bank mstabnh;-)
This same view is expressed by Almarzoqj, Naceur, and Scopelliti (2015); Beck -
Jonghe, and Schepens (2013) and Cihak and Hesse (2010). Credit risk as a detenmﬁ:
of bank stability, accentuates the effect of liquidity on stability. This is becausf '“
bank grants t00 much loan to distressed projects, it would be more difficult kg

1o ‘m

) ‘..ll :\‘-‘[L!I 4

instance Ure promotes a sound and stable financ e s gl
: . : 2 ) COV
S o 1’9\‘;82 Roy'(2008) found that stringent capital requirements in the Ul ot
enhanced financial stability in the countries. Similarly, © e

Selss 'inl 15 o
ly (.l .990) Present arguments that bank mb[“bi,l.'cu d”“llw
hugher Capual reqy; - additiona) rigkg by a value maximising bank 4 Jong® ¢
' 015), pa TeMeNts,  Other studies with similar views are D¢ and ¥

Canital . ¢
’.ap-na.l adequacy in exan; literat

Miles, v, : 8
mlraslmg;;b’ :i, dl? bt Marcheggiano (2012) and Mimmcz—N:tl: gl”]lc:cu”
v » Hakenes . , alt = el
b e thay Monitoring v 2" Schnabel (2010) present an alter®= i
weh in ¢ m | E INcentiyeg

s ta Y-
are lowered by additional caplf‘ tﬂb'“”

t‘al 4 . ? .4 ns
'y of banks Portfolios and increase the risk 01!
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(ages derived from economies of scales in bankin
jante

10000 % volved. Large-sized banks are argued to pe ]
‘l‘lhgn §i ucelio economies of scale employed ir} .Operationsml())}rrelztragzlebgm s(r}r13aelrl-51zegii
pank® an, 2013) Moreover, as argued by Ozili (2018), a robust systemic re glztr
B"u‘ﬂnten s to make large-sized banl;s more stable than small-sized ones Profgltu b'?{y
ote® * the operations of commercial banks and therefore play an impértant 3 l1 g
: k,e)ilining bank stability. More p?o'ﬁtable banks dppear more stable tharr? ?e:sl
dfk-nable ones (Dwumfour, 2017; Ozili, 2018). Conversely and relying on the risk
grofit hypothesis, Tan and Anchor (2016) argued that ; P e
w}inms)tﬂbimy in China because the banks engage in
han

L

more risky projects to earn m

‘ ; ore
&1, This action consequently increases the level of

oy

+i (2018) and Dwumfour (2'0.17) are two country level studies that relates to the
esent study. On one hand, Ozili (2018) investigated banking stability determinants in
s African countries and found that efficiency, foreign ownership, concentration, size
:::,-;imtional quality and unemployment are significant in explaining bank stability?
pwumfour (2017), on the other hand, found that net interest margin, ownership
cucture, concentration, size and regulatory environment are the significant
izerminants of bank stability in 32 Sub-Saharan African countries. Nonetheless, these
wo studies are based on country level data that did not account for firm-level
izerminants unlike when individual firm data is used. The use of country level data
mzy give incorrect inference about individual firms (Holderness, 2016).

A0 exception to the bank stability literature in the Nigerian context as noted in the
Troductory section is Adekunle and Asaolu (2013) who investigated the effect of
‘zancial reporting practices on bank stability. The study found that even though banks
@ Nigeria complied with information disclosure requirements, the compliance level did
' prevent banks’ exposure to internal weakness and consequent distress. However,
““ner than use an appropriate measure for stability, Adekunle and Asaolu (2013) used
*omance measures such as return on assets and liquidity that do not adequatel‘y
“Pture bank stability as shown in extant literature. The present study improves on thh15
- ing the Z-Score which is an insolvency measure usually used in determ(linmgl: e
-1 of financia] stability to proxy stability. Another recent and _closely related work 1s

fliE.:.{zfj]9) who used aggregated data to investigate the determimants of bank stability

¢lerminants in Nigeria Wwere

oy e use of

% ¢apital . financial depth and bank concent;?tlptr.l' I—{ﬁxe‘;i{ivti?liul bank

’j;érf;ga‘, e : eculiarntics

tapye,, . 42t does not capture bank specific PECHE correct inferences. Thus, we
s would (Holderness, 2016) and may lead Q0

“eristic jata and a panel regression
Ozili (2019) by using individual bank li}(cl rt;:‘“ :
. ) L § eria.
that addresses the heterogeneity of banks in NI

:_r_(r

iOye
tog L n (Jl'l

A,
. ' |

contributes 10 existing literature on
ylhc determinants of financial stability
anel data obtained from individual firms

umciae €Mpirical review, the present S}”d
Uing i Slability ip Nigeria by investigaling
£-Score to proxy bank stability and p
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vel data. Results obtained provide inferenceg thay
an

. te macrole did
i BB e e ividual firm level characteristics.

unbiased and consistent

METHODOLOGY

Data

s of bank stability in Nigeria, annual bank-specjf, dug
i

. o i ol
n investigating determin . ‘ ‘ .
: " nercial banks whose data are available in Bapky,

it 11 )
were obtained for 10 con : Ope

L s ~htained fr - svelopment Indicator databace < .
Macroeconomic data are obtained from World Developt dicator database Of (he

World Bank. The study period is between 2006 and \20]7 and 1-. also guided by daty
availability. Panel data which encompasses pooling ql cmss-s_cclmn:.ll data over tipye
employed in the study. This has the advanlugc (:)l uddrcssmg broader problemg of
heterogeneity of data and omitted variable bias in the analysis (Brooks, 2008) |,
addition, it holds more information, is more consistent and more efficient than crog.
sectional data. With more information, one can get more reliable estimates with Jog
restrictive assumptions. The final data set consists of 83 observations from gy
unbalanced panel taken from the 10 sample banks. The panel is unbalanced becauyse
some banks had missing observations in some years. However, this do not pose
problem because coefficient estimates would still be consistent and unbiased given that
the nature of data is panel (Baltagi & Song, 20006).

VARIABLE SELECTION AND MEASUREMENT
Dependent Variable (Bank Stability)

Bank stability is proxied with Z-Score, a commonly used measure for [inancial stability
and has the advantage of being easy to compute (Cihdk & Hesse, 2007, 2010)
Furthermore, it relates to how bank capital varies with its return in order to determine if
the bank has enough buffer against unforeseen risks without the bank going nto
msolvency (Diaconu & Oanea, 2014), Higher values of Z-Scores indicates low risk and
greater stability while lower values indicate otherwise (Lepetit & Strobel, 2013, Liu &

P ’ ' . YOA4(F e &1 il §
Wilson, 2013), Z-Score is calculated as L22%E "””i’ Bl LT
akoaA

Bank-Specific Variables

r‘d )”. . > ae adt ({1 |
: ptal adequacy ratio as specified by regulatory authorities amount &
-apital a bank has 10 abe 7
day 10 day operations,

should maintain capit

. indicates the
psorb any unexpected / unforeseen losses that may arise o A
Fhis implies that banks that are involved in high-risk "l“""“nn:
al ratios in excess of regulatory requirements that would cushiof

e ————

. o ——
he st May 7201 B, there
study inclyde Zeniy o
Werma, The sele

the 5 udy,

Were | —— fal L :
h, G Unill/'f]i ;;”"“l?r(‘im banks operating in Nigeria, The banks selected 1of the
o w,;- el ank for Africa, Access, Dismond, Skye, Union, Fidelity, Unity and ;
+ Dabe P " !
N data that was avallability on Banks ope database as at the 1M
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the effect of un_fgreseen losses. This action tends to i
(Alyar, Calomiris, & Wieladek, 2015; Shijaky i
relationship between capital adequacy and bank stabj
measures a bank's capital to its risk and it is calcy]
' total assets where total assets refer to risk weighted a

mprove bank safety and stability
2.01.6). Accordingly, a positive
lity is expected. Capital adequacy

ated as the ratio of total capital to
ssets.

The 1?\;31 of credit risk a bank takes on can also affect bank stability. For i

situation where a bank has a high level of non-performing loans in its. boorkmsmcll1 ((:ie’ g
not ma.k‘e adequate allowance for loan loss provisions may result in bank inzofv:n 063
destabilise the system (Hassan et al.,, 2019). This suggests an inverse relatrilgi;llnl;p

petween credit risk and bank stability. Credit risk i i
: 1S measured as the rat
B tesaealEns (%) ratio of loan loss

In terms of profitability, more profitable banks are more stable than less profitable ones
(Dwumfour, 2017). However, studies have also shown that higher profitability can also
lead to higher bank fragility (Tan, 2017; Tan & Anchor, 2016). Thus, the relationship
between profitability and stability is not clear. Profitability is measured as the return on
assets and calculated as the ratio of a bank’s net income to average assets (%). Return
on assets shows how efficiently bank management has utilised bank assets to generate

profit.

Efficiency measured as cost to income ratio reflects efficiency in bank operations.
Existing literature shows that lower cost to income ratio results in improved profitability
which in turn leads to a more stable banking system (Athanasoglou, Brissimis, & Delis,

2008; Olson & Zoubi, 2011).

Extant studies show that liquidity in the long run, impacts negatively on bank stability
(Almarzoqi et al., 2015; Beck et al., 2013; Cihak & Hesse, 2910; Hassan et al, 2019).
These studies argue that the initial linear effect is positive with higher liquidity levels
improving bank stability and therefore more profits. However, increased profits result in
more risky behaviour which reverses the earliqr positive effect and lef;ds to a negative
effect. Liquidity is measured as the ratio of liquid assets to total assets (%0).

udies argue that Jarge banks are more stable than small

le employed in operations by the large banks (Berger &
lationship is expected between bank

he natural logarithm of bank total

With regards to bank size, st
banks due to economies of sca B
Bouwman, 2013; Ozili, 2018). Thus, a positive 1¢
size and bank stability. Bank size is measured as
assets.

Macroeconomic Variables

The study account for acroeconomic conditions (hat may affect bank stability by

. Mation i ion equation. Good
" . . ; P) and inflation 1n the regression
P prpt?\:l;;(gllf)]uc)ances bank stability because loan defaults are

economic performance posl b
fewer durglg periods :fnd therefore, lower credit risks and more stable systems



(l)cnnrgug-‘l\'mn & Detragiache, 2002; Lueven & Majnoni, 20

positive effect of GDP on bank stability is expected, Banks, h e i

Iinancial services during periods of inflation which improves CHAIge highey Priceg 1.

{mnkmg system (Jokipn & Monnin, 2013). They do this b- ];ro_ﬁt' am-l Cleates 4 s: ~

factor ats cost o the pricmg process (Dwumfour 20]7))'Tl:mcmaung inﬂan“"able

inflanon on bank profit is also expected. GDP s caiculalcd as tl;;:: Ayl e”wan?
N O your gromqh
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Table 1: Variable Description

“Variable

) Meas
Measurement urement and Source

Dependent
Variable
Bank Stability

(Z-Score)

Bank-Specific
Variables

Capital
Adequacy

Credit Risk

Profitability

Efficiency

Liquidity

Bank Size

Macroeconomic
Variables

Gross Domestic
Product

Inflation

This
and 5 ¢
(R0A+(Equity—:-ToE::!1‘ilias‘::S)
OROA
This  captures the
probability of the ba
compares the buffe
(capitalisation
against the vol
profit.

as
(%)
default
nk and
r of a bank

and profit)
atility of the

This is measured as the ratio
of total capital (Tierl and
Tier2) to total assets where
total assets refer to risk
weighted assets and s
expressed in %.

Credit risk is measured as the
ratio of loan loss reserves to
gross loans (%)

This is measured as the retumn
on assets and calculated as the
ratio of a bank’s net income to
average assets (%)

This represents the
operational efficiency of the
bank and is calculated as the
ratio of costs to income (%)

The refers to the bank’s
liquidity position is measured
as the ratio of liquid assets to
total assets (%)

Bank size is measured as the
natural logarithm of bank total
assets.

This is measured as the year
on year growth rate of real

GDP (%)

Inflation is measured as the
annual price consumer index

(%)

Data Source

. . ' Literature
1S proxied with Z-score

Supporting

Bankscope Lepetit and
Strobel  (2013);
Liu and Wilson
(2013)

Bankscope Aiyar et  al
(2015);  Shijaku
(2016)

Bankscope Hassan et al
(2019)

Bankscope Tan (2017) Tan
and Anchor
(2016)

Bankscope Olson and Zoubi
(2011)

Bankscope Almarzoqi et al.
(2015) Hassan et
al. (2019)

Bankscope Berger and
Bouwman (2013)

World Bank Lacven and

Development Majnoni (2003)

Indicator Database

World Bank Dwumfour (2017)

Development
Indicator Database

Source: Authors compilation based on literature
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Model Specification and Method of Estimation

ili ' 1 del to investigate the determinang
i dv utilises a linear regression mo i
;rt}z::;llstryu i)I/l Nigerian commercial banks and adapts model expressed by Dy,
(2017) and Ozili (2018) as stated in Eq. (1)
BSE(‘ = a + ﬁXit + qoylt + Eit ................................................. (1)

[ ban
Wlml'ou;—

The conditioning variables, X, represent a set of bank specific varial?les and Y represep,
a set of macroeconomic variables. The set of .bank specific variableg and
macroeconomic variables are defined in Table 1. BS is the measure of bank stability
proxied with the Z-Score while 7 and 7 stands for bank and tirr_le respectively. €, is the
error component in the model. § and ¢ are coefficients to be estimated. To determine (he
most appropriate method to estimate Eq. (1), a Breusch-Pagan — Lagrange Multiplier
(BP-LM) test for heteroscedasticity with the null hypothesis of homoskedasticity of
errors in regression is conducted. This determines whether to use pooled ordinary least
squares (POLS) or generalised least square (GLS) regression estimation.

EMPIRICAL EVIDENCE

Descriptive Statistics

Table 2 presents the descriptive statistics of the variable in Eq. (1). The mean for bank
stability is observed to be 9.5% with a standard deviation of 3.6%. This implies the
relative stability of the banking sector over the period of study. The minimum value is
observed to be negative and could be as a result of losses reported by the banks during
the period under study. This inference is supported with the minimum of -3.1% for

profitability. Nonetheless, the average value of bank stability implies a relatively stable
system.

Table 2: Descriptive Statistics

Variable Mean (%) Std. Dev (%) Min (%) Max (%)
Bank Stability (Z-Score) 9.519 3.630 -0.941 18.086
Capital Adequacy 15.030 5.280 0.520 29.670
Credit Risk 5572 6.340 0.190 43.640
P_.rof'nabilily 1.860 1.743 -3.110 6.140
(_pst_Efﬁciency 64.220 17.320 33.040 135.940
Liquidity 24.714 17.747 5.090 132
2&) ;18.860 3.633 6.170 16.910
Inflation . — rANE M=

11.513 3.167 5.382 16.50
Source: Author’s computation from data of variables described i1.1‘Tz‘1‘bIe 1

In' terms of efficiency, the banks in the sam
with an average score of 649, although the
also be attnbutable 1o periods
Capital adequacy has

ple are seen to be relatively cost efficien!
. nmimum is 33%. The minimum value M3
I low bank profits with an increase in operating c0s®

amean of 15030 ST e - amenl
03% well above the Basel 11l minimum requmlm"
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o 8% implying that most of the banks are ade
ot minimum w{alue of 0.52% recorded by o
s correct;%d in Sllljbsequgrit ){)ea{s \gith no bank r
. Aation value is observed to be in double digits (11.579, .
1222 This implies that monetaryvpolicy regulators n(eed to pl)ltairrlxdn?ct;r(z:veef;};ftsl i:aﬁ) rate. i
he inflation rate. Qross domestic product on the other hang 1s lower at 3.89% ind‘.”e?ng
the need for policy makers to make policies targeted at improviné the ec icating
Nonetheless, _there has to bfe a balance between these two macroeconomic vgﬁgﬁx
pecause studies show that increases in GDP is usually 5

_ ' associated with in 1
.- flation rate (Gokal & Hanif, 2004; Lopez-Villavicencio & Mignon, 2011). R <1

gative value. Average

Table 3 reports result of the pairwise correlation analysis to determine the direction and
strength of bivariate relationship between independent variables and if a problem of
multicollinearity exists. Results shown in the table indicate low values of correlation
below 0.7. suggesting the non-existence of multicollinearity issues (Malhotra & Birks,

2007). Capital adequacy is seen to have a value of 0.9 with bank stability but that is not
a problem because they are on different sides of Eq. (1).

Table 3: Correlation Matrix

Variables . Bank Capital Credit Risk Profit Cost Liquidity  Size GDP Inflation
._Stability Ratio Efficiency Risk

Bank Stability | 1.000

Capital Adequacy | 0.963%**  1.000

Credit Risk 0171 -0.088 1.000

Profitability L 0.631% 0.403%7 0316%%F 1,000

CostEfficiency | -0.602%*%  _0.473%*=  (3359%**  _0695%** | 000

Liquidity [0.263*F 0244 0.226*  0.208* 0.242%* 1,000

Size L 0.050 -0.111 -0.168 0.026 -0.198%  -0.366%%*  1.000

GDP L 0.075 0.051 -0.017 0.070 0.048 0306**  -0.308***  1.000

Inflation | 0.023 0.105 0.105 -0.003 -0.063  -0.166 0.128 0.654%** 1,000

Source: Author’s computation from data of variables described in Table 1. ***,** and *
refers to 1%, 5% and 10% levels of significance respectively.

Table 4: BP-LM Test Result

17 p-value  Hypothesis

0.15 0.6987 Do not reject _
Decision: Pooled OLS is most appropriate method to use for the analysis

Results from the BP — LM test in Table 4 to determine the choicc? of either a pooled or
generalised regression indicates a pooled regression is appropriate through the non-
significance of the Breusch—Pagan test statistics (p > 0.05). Accordlpgly, 'ljable. 5
reports results from the pooled ordinary least squares (POLS) regression estimation
Presented in Eq. (1).
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Table 5: Pooled OLS Regression Estimates

ek
Capital Adequacy ?025 76;)
Credit Risk ?OOOI 28] )
Profitability (()Oog 01 ;)* *
ienc 0.026
Cost Efficiency e
iquidi 0.082**
Liquidity e
Size 0.003
(0.060)
GDP 0.006
(0.013)
Inflation 0.050%
(0.031)
Constant 0.06]**
(0.025)
Adjusted R’ 0.8854
Ramsey Reset 562
F-statistics 303%+4
Banks Included 10
Observations 33

Source: Author’s Computation

Table 5 presents the results of pooled OLS regression between bank stability, bank-
specific and macroeconomic va

riables for the period 2006 — 2017 as specified in Eq.
(1). The variables are as defined in Table 1. Robust standard errors are reported in

parentheses. *, ** and *** denote significance at 10%, 5% and 1% levels respectively.
Dependent variable is bank stability proxied by z-score.

1cate that the independent variables are jointly

e °nt variable, bank stability (p<0.05). R? values also
o of the independent vari . : iations in the
bank stability, pendent variables are responsible for variations

Table 4 shows that three of the six bank-
banks stability jn Nigeria, T
liquidity. Capjt.

specific variables are significant in determming
hese variables

: are capital adequacy, profitability and
ey lsr S¢en to have a positive and significant effect on bmﬁ:
astitat ; . signilicance (0.256 i dequa
capial as preseribe by regulatory suthori’tiz<0'01)' This suggests that an adeq

: an
€nsures bank stability oone: : S Strengthens the banking system .
(2016, Pmﬁlabi]ny Y> consistent with the studies of Alyar et al. (2015) and Shijak

IS a ari
nother variab)e that has a positjve and significant effect on ba!
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i 9% level of significance (0.02

lity at 170 : V21, p<0.01). This imo: .
n py Nigerian commercial banks_l?romote bank stabilirtr}lfpillsesa;:art-tsgsmmable profi
1201 7 and does not leaq to bank fragility. Ag more profit is erted by Dwumfour
( . more confidence in the sector thus engy;

: Nigerian banking sector aft
nn in the Mg Horit; & SRCION Sy the 2005 ¢ , especially
when regulatory authorities maintain a high level of mopitor: Wi
ihe system. Of the tWo macroeconomic variables, only i

at 10% level of significance 0.050, p<0.1) supporting the assertion of Jokipii and

Monnin (2013) and Dwumfour (2017) that banks charge higher prices for financial

services during periods of inflation which in turn iImproves profit and creates a stable

banking system. Nonetheless, the weak significance of the macroeconomic variables
may be attributed to the weak transmission channels of monetary policy in Nigeria
through which macroeconomic conditions are passed to banks. The Nigerian financial
system has a large informal financial sector which has the tendency to create incomplete
markets that makes monetary policy transmission uncertain and weak. Monetary policy

as a result, becomes ineffective and does not meet the anticipated objective (Adegoke,
2014).

The findings in the preceding paragraph support the framework of financial stability
theory of the existence of imbalances which may be endogenous or exogenous to the
banking sector. The endogenous factors found to cause imbalances in this study are
capital adequacy, profitability and liquidity while the exogenous one is inflation. These
identified factors had positive effect on stability in the sector for the period of the .study.
It thus becomes important for commercial banks in Nigeria to limit and deal v'vr[h the
appearance of these factors before it constitutes a risk that may result in instability. The
study also finds support for the capital buffer theory of banks holding excess capital to
ward off unforeseen risks that can destabilise the system.

CONCLUSION

Given the importance of maintaining banking sector stabi'lity 'in any economy, this Study.

nvestigates factors that determine bank stability in 10 Nigerian c01'nme.rc1al banks over

the period 2006 — 2017. Emplo ing the pooled OLS regression estlmatl_on,_results from
5 B nd liquidity are significant bank-

the study indicate that capital adequacy, Proﬁtablmy . omic determinant of
SPecific determinants while inflation is an important macroecon

bank Stability over the period covered. The study thc_:refore 1.'ecolmmenfls‘flgiztiZEI}i
Management should have adequate capital rat'ios as required byllegz ;;temgq::(li ; Sy
tion to maintaining sustainable profits in order (0 .havle td tbhe 51,-;}(3 abba]ance
Onceming liquidity, bank management sh_ould cn.sune'n‘:.lt ’moi e ol
®tWeen increased levels of liquidity and profit to prevent a situz
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the bid to increase profit, would engage in more risky projects that WQUId

itive effect of liquidity on stability. At the macro level, monetarly‘ policy
El?stlld ensure that inflation is kept at a rate that promotes bank stability sych
are able to forestall inflation and factor it into their pricing proges;. Future g
pay attention to and investigate the effect of. monetary transmission cha.r]{]e
which monetary policy objectives are transmitted to banks) on b.ank stgblht
the present study finds a weak link between macroeconomic variable
stability. Noting that only commercial banks are used as sar_nples 1n this s
should be made in generalising the results to non-commercial banks due
differences that exist between them.

€rode the
authoﬁlieg
that bankg
tudies ma

Is (thrDUgh
Y given thy
$ and bapg
tudy, cautiop
to regulatory
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