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Abstract 

The purpose of this study was to determine the impact of financial management practises on the 
performance of Nigerian deposit money banks (DMBs). The largest financial organisations listed on the 
Nigerian Stock Exchange are DMBs. Financial management practises are intended to enhance banks' 
efficiency in financial intermediation and profit margins. Sector analysis may be used to determine the 
financial sector's performance and sustainability. Panel data were analysed in this research. The data for 
DMBs were analysed using appropriate statistical methods. In light of the conducted study, it can be 
concluded that financial management practises have an effect on bank performance in Nigeria. The 
research found that, given the industry's high level of competition and the need to perform financially, 
there is a need to create a strong and effective financial management strategy that ensures maximum 
return, increases firm share value, and maximises shareholder return. 

Keywords: financial management practices; deposit money banks; performance; competitiveness; 
viability. 
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Introduction 

Financial management practises in the financial industry have gained increased attention in 
recent years as a result of many scandals and crises involving numerous companies, most 
notably in developing countries. According to Peneau & Grabski (2017), financial management 
practises are developed and executed with the goal of reducing inefficiencies associated with 
company operations and with the assumption that their implementation would enhance an 
organization's performance. According to Okike (2007), corporate scandals affect financial 
institutions operating in Nigeria. As banking institutions expand their financial services and 
products offerings, they face the issue of generating value for owners while adhering to global 
best practises and regulatory obligations. According to Perera and Baker (2007), financial 
management practises are anticipated to increase banks' efficiency in their financial 
intermediation role, thus contributing to effective corporate governance. 
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According to Adejuyigbe, Mogaji, and Adesida (2013), the banking industry in Nigeria has 
experienced significant changes over the last decade, mostly as a result of the financial sector 
structural adjustment programme as part of the economic recovery programme. Globalisation, 
mergers and acquisitions, and the development of new financial technology all contributed 
significantly to increased competitiveness and demands on bank financial performance, as Vos 
& Roulston (2008) demonstrate. Kubickova and Soucek (2013) concur that attracting profitable 
customers is a top goal for all managers of financial institutions, particularly banks, in such a 
competitive environment. Banks are profit-seeking organisations that must offer shareholders 
with an appropriate rate of return. Additionally, the banking sector in Nigeria has seen increased 
rivalry in recent years. This is partially due to new entries into the sector, both domestic and 
international, and the implementation of Nigerian banking laws (Oyebode, 2009). As a result, 
superior service quality is needed to distinguish offers in the market. Excellent customer service 
is only determined by the bank's customers' experiences. 

According to Taiwo, Ayodeji, and Yusuf (2012), consumers are the lifeblood of every 
successful company, and as such, companies must place a greater emphasis on customer service 
than ever before. Given that banks, like other businesses, are structured in such a way that 
company ownership and control are segregated, the need for corporate governance has never 
been greater. According to Okafor and Onebunne (2015), despite the proclaimed benefits of 
financial management practises, little is known about the extent to which various financial 
management techniques are used in Nigeria, as well as their impact on the financial and non-
financial performance of deposit money banks. Lucky and Nwosu (2015) concur that 
commercial banks’ financial management practises in Nigeria still leave much to be desired. 
The study's objective is to ascertain the degree to which financial management practise methods 
are applied in relation to deposit money bank performance. 

Literature Review  

Financial management practises are intended to increase banks' efficiency in financial 
intermediation, thus contributing to effective corporate governance. According to Berglof & 
Claessens (2006), corporate governance rules require organisations to establish mechanisms to 
guarantee risk management and performance improvement. According to Sanda, Mukaila, and 
Garba (2005), to the degree that financial management methods increase organisational 
efficiency, they are important for enhancing corporate governance. According to Subaisinge and 
Fonseka (2009), financial management's goal is to manage the firm's existing assets in order to 
achieve a desirable balance of profitability and risk. Profitability is defined as the rate of return 
on an investment made by a business. Unnecessarily large investments in current assets would 
lower this rate of return. Lotto (2018) defined financial management as the efficient and 
effective administration of the sources and uses of money in order to achieve the organization's 
goals. It is the specialised job that is inextricably linked to top management. It is a broad term 
that refers to a variety of financial operations within the banking sector. In the financial services 
industry, the quality of financial management practises has a favourable correlation with an 
entity's performance (Mungal & Garbharran, 2014). 

According to Vazakidi and Adamopoulos (2009), a firm's future growth is contingent upon 
effective financial management practises, effective planning, and effective control of financial 
resources in a manner that eliminates the risk of the firm failing to meet due obligations and 
avoids excessive investment. According to Terungwa (2012), senior management makes 
significant choices that may influence efficient financial management practises. Guwahula 
(2013) added that these decisions include the investment of funds in long-term activities for 
future benefits that increase the firm's wealth and thus the wealth of its owners, the financing of 
funds to meet the firm's investment needs through the issuance of ownership or creditorship 
securities, and the distribution of the firm's net earnings to its owners. Current asset investment 
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entails balancing current assets and current liabilities in order to guarantee that the organisation 
has sufficient money available to cover short-term debts when it matures (Giradone, Molyneux 
& Gardener, 2004). 

According to Derviz & Podpiera (2008), financial management methods provide top 
management with the tools necessary to monitor and grow profit margins while reducing 
operational costs. CAMELS ratings are used by banking institutions' management to assess their 
financial health and performance. CAMELS  are an acronym for Capital adequacy, Asset 
quality, Management efficiency, Earnings performance, Liquidity position, and Sensitivity to 
market risk. There are many ratios that are utilised by various parties for a variety of reasons, 
including making quantitative judgments about financial performance and illustrating the firm's 
relative strength and weakness (Subaisinge & Fonseka, 2009). 

Theoretical Issues 

Two theories are used in this section (i) The Stakeholder theory and (ii) The Porter’s theory. 
The Stakeholder theory may be used to describe how financial management practises have 
advanced in order to improve bank financial performance. The idea underpins investment and 
financial services such as risk diversification, savings mobilisation, and liquidity creation. 
According to the Stakeholder theory, bank management will adopt financial management 
practises that will guarantee the organisation is effectively managed in order to meet the 
requirements of all stakeholders. Only when an organisation is effectively managed and 
profitable will it have the resources necessary to meet its obligations to various stakeholder 
groups, including owners, workers, government, consumers, trade creditors, financiers, the host 
community, and the broader society. Financial management practises are thus necessary to 
ensure that the organisation operates effectively and has adequate resources to meet the 
demands of its different stakeholders (Berger & DeYoung, 1997).  

Porter's model elucidates why certain countries enjoy a competitive edge in global 
competitiveness. A country's competitive edge is highly dependent on the existence of strong 
related and supporting sectors. Additionally, a firm's tactics, structures, and competition all 
contribute to its competitiveness and can serve as a source of competitive advantage. Porter 
(1990) recommends public tactics for achieving competitive advantage. A corporation can 
obtain competitive advantage through one of two strategies: cost advantage (i.e. offering 
products and services at a lower cost than competitors) or differentiation advantage (i.e. 
providing a diverse range of products and services with distinctive qualities). 

According to Porter's diamond theory, a nation's competitiveness is contingent on its industries' 
ability to continuously innovate and update itself, which can only be accomplished through 
increases in productivity in excess of economic activity. 

Banks are regarded as one of the financial markets' key veins in market economies. The more 
competitive the banking sector, the stronger the country's economic position. Banks' 
competitiveness is mostly determined by their production and efficiency. Banks, as financial 
intermediaries for development activities, play a critical role in advancing overall sustainable 
development (Joshi, 2007) 

Empirical Issues 

Theoretical debates on the impact of financial management practises on deposit money bank 
performance have resulted in empirical expositions aiming at identifying financial connections 
and causal factors influencing both financial management practises and deposit money bank 
performance. Numerous studies have been conducted to determine the impact of certain 
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(functional) categories of financial management practise, which are addressed in this section. 
Okafor and Onebunne (2012) investigated small businesses' financial management methods in 
Nigeria. The study's findings indicate that small businesses' financial management methods 
have an effect on their profitability, growth, and survival in Nigeria. 

Sousa et al. (2006) investigated performance indicators in English small and medium-sized 
businesses. The study's findings indicate that English companies make less use of performance 
assessment systems, implying a disconnection between theory and practise and a tendency for 
firms to prioritise financial performance indicators over non-financial performance measures. 

Ekanem (2010) examined the liquidity management in small firms from  a learning perspective. 
The study's findings indicated that small businesses struggle with receivables and finance 
management. Additionally, he discovered that organisations usually suffer with receivables 
administration, arguing for the hiring of experts to handle this critical part of the company. The 
research found that financial management methods may be utilised to address firm-level 
liquidity problems and improve performance. 

Serrasqueiro & Marcia (2009) performed research on the impact of capital structure on the 
profitability of publicly traded Portuguese businesses. The findings indicate a negative and 
statistically significant connection between the profitability of publicly traded Portuguese firms 
and their debt level. Additionally, the study's findings indicate that the tangibility of assets, their 
size, and profitability have a major impact on the capital structure of Portuguese firms. The 
research discovered that the majority of companies in less developed capital markets rely on 
internal sources of funding or bank loans to meet their financing requirements. 

Ismail (2016) investigated the effect of liquidity management on Pakistani businesses' 
profitability. The data was derived from businesses' audited yearly financial reports. Multiple 
regression analysis methods were used in conjunction with the e-view statistics software. The 
regression analysis indicates that companies with a high current ratio and a longer collection 
period perform better in terms of return on assets. The research discovered that the current ratio 
had a substantial beneficial effect on the return on assets (ROA) of the selected businesses. 

Lina and Indre (2014) conducted an investigation of the asset and liability management 
practises of Lithuanian banks. The study's findings indicated that banks had a tendency to take 
on greater risk over time. Additionally, the research demonstrated a very tight connection 
between the assets and liabilities of commercial banks and foreign bank branches in Lithuania 
and GDP, although with a modest relationship between the cyclical components. Granger 
causality analysis established that the volatility of asset and liability management (ALM) 
policies is driven by fluctuations or expectations of variation. They found that banks must 
manage their assets and liabilities well in order to increase their activity and profitability. 

Despite the numerous positive effects of financial management practises on firm performance, 
there is still a dearth of empirical research on financial management practises and deposit 
money bank performance, which is one of the primary reasons banks focus on maintaining 
adequate capital, sufficient liquidity, and a prudent asset portfolio to ensure efficient financial 
performance. 

Methodology 

This study used panel data of the DMBs listed on the Nigerian Stock Exchange. The secondary 
data was obtained from the audited financial statements of DMBs for the period covered. The 
secondary sources were chosen because of their credibility at producing available, sufficient, 
accurate and reliable data over the years. Furthermore, the study made use of descriptive 
analysis and econometric procedure in estimating the relationship between independent 
variables and dependent variables. In order to descriptively analyse the different variables used 
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for the study, the summary of statistics was employed with the use of e-views software. The 
technique adopted was multiple regression analysis using the Ordinary Least Square (OLS) 
technique. The functional relationship between liquidity and bank performance are as follows: 

	 	 f(  	       )       (1) 

	 	 f(  	       )        (2) 

                        Performance variables (Financial Management Practice       (3) 

Where: 

ROA = Return on Asset; ROE = Return on Equity; NPL= Non-performing loans; LAD = Loans 
and advances; PLL = Provision for Loan losses; CAQ = Capital Adequacy; LQR = Liquidity 
Ratio = Loans to Deposit; INT= Interest rate; IFR = Inflation rate; β0 = Constant 
parameter/Intercept; µ = Error Term;  = Coefficients of independent variables. 

The simple regression linear form is specified below: 

	 	 		+  + 	+   +  +   +   +       
+ 		                                         (4) 

	 	 		+  + 	+   +  +   +   +         
+ 		                                          (5) 

Data Analysis and Discussion of Results  

Table 1. Pooled Regression Result showing the relationship between the independent variables and the 
dependent variables 

Dependent Variable: ROA   

Method: Panel Least Squares   

Variable Coefficient Std. Error t-Statistic Prob.   

NPL -
11.501844 

5.283312 -2.177014 0.0316 

LAD 6.426850 2.110385 2.530976 0.0023 

PLL 5.324794 0.028083 249.3247 0.0000 

CAQ 0.234511 0.112551 2.083596 0.0444 

LQR -1.628665 0.935012 -1.741865 0.0996 

INR 0.270769 0.163407 1.657027 0.1159 

IFR -0.062510 0.051451 -1.214943 0.2410 

C -3.959991 3.008515 -1.316261 0.2056 

R-squared 0.799937     Mean dependent var 32.28855 

Adjusted R-squared 0.739911     S.D. dependent var 65.39209 

F-statistic 38467.85     Durbin-Watson stat 1.878063 

Prob(F-statistic) 0.000000    

Source: Authors’ computation using Eviews. 

The value for the coefficient for non-performing loan (NPL) (i.e β1) is -11.501, This implies 
that holding all other factors constant, a unit increase in non-performing loan (NPL) will lead to 
11.501 decrease in return on asset (ROA), the value for the coefficient for loan and advances 
(LAD) (i.e β2) is 6.426, this implies that holding all other factors constant, a unit increase in 
loan and advances (LAD) will lead to 6.426 increase in return on asset (ROA).  The value for 
the coefficient for provision for loan losses (PLL) (i.e β3) is 5.324, this implies that holding all 
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other factors constant, a unit increase in provision for loan losses (PLL) will lead to 5.324 
increase in return on asset (ROA), the value for the coefficient for capital adequacy ratio (CAQ) 
(i.e β4) is 0.234, this implies that holding all other factors constant, a unit increase in capital 
adequacy ratio (CAQ) will lead to 0.234 increase in return on asset (ROA). The value for the 
coefficient for liquidity ratio (LQR) (i.e β5) is -1.628, this implies that holding all other factors 
constant, a unit increase in liquidity ratio (LQR) will lead to 1.628 decrease in return on asset 
(ROA. 

The value for the coefficient for Interest Rate (INR) (i.e β6) is 0.270, this implies that holding 
all other factors constant, a unit increase in Interest Rate (INR) will lead to 0.270 increase in 
return on asset (ROA).  The value for the coefficient for Inflation (INF) (i.e β7) is -0.062, this 
implies that holding all other factors constant, a unit increase in Inflation (INF) will lead to 
0.062 decrease in return on asset (ROA) while the constant intercept, β0 is -3.959 which is c and 
it represents return on asset (ROA) without the explanatory variables. 

R-squared (R2) indicates the percentage variation in return on asset (ROA) explained by the 
explanatory variables (NPL, LAD, PLL, CAQ, LQR, INR and IFR). By implication, the R-
squared value of 0.739 means that about 73.9% of total variation in return on asset (ROA) is as 
a result of changes in the explanatory variables, while 26.1% is explained by other factors 
outside the model.  

The esteemed F-value (38467.85) is significant at 1% level (because the p value is zero) which 
shows that non-performing loan, loan and advances, provision of loan losses, capital adequacy 
ratio, liquidity ratio, interest rate and inflation rate jointly affect return on asset (ROA). It can be 
concluded that non-performing loan, loan and advances, provision of loan losses, capital 
adequacy ratio significantly affect return on asset (ROA). 

Table 2. Pooled Regression Result showing the relationship between the independent variables and the 
dependent variables 

Dependent Variable: ROE   
Method: Panel Least Squares   

Variable Coefficient Std. Error t-Statistic Prob.   
NPL -0.060078 0.037345 -1.608756 0.1261 
LAR 0.350908 0.062061 5.654200 0.0000 
PLL -0.020109 0.000144 -0.754249 0.4610 
CAR 0.030143 0.000577 0.248479 0.8067 
LQR 0.043344 0.004794 9.040938 0.0000 
INR 0.003106 0.000838 3.706629 0.0018 
IFR -0.010420 0.000264 -1.593327 0.1295 

C -0.064836 0.015426 -4.203042 0.0006 
R-squared 0.962332     Mean dependent var 0.020868 
Adjusted R-squared 0.946822     S.D. dependent var 0.013726 
F-statistic 62.04533     Durbin-Watson stat 1.868362 
Prob(F-statistic) 0.000000    

Source: Authors’ computation using Eviews. 

The value for the coefficient for non-performing loan (NPL) (i.e β1) is -0.060, This implies that 
holding all other factors constant, a unit increase in non-performing loan (NPL) will lead to 
0.060 decrease in return on equity (ROE), the value for the coefficient for loan and advances 
(LAD) (i.e β2) is 0.350, this implies that holding all other factors constant, a unit increase in 
loan and advances (LAD) will lead to 0.350 increase in return on equity (ROE).  The value for 
the coefficient for provision for loan losses (PLL) (i.e β3) is -0.020, this implies that holding all 
other factors constant, a unit increase in provision for loan losses (PLL) will lead to 0.020 
decrease in return on equity (ROE), the value for the coefficient for capital adequacy ratio 
(CAQ) (i.e β4) is 0.030 , this implies that holding all other factors constant, a unit increase in 
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capital adequacy ratio (CAQ) will lead to 0.030 increase in return on equity (ROE). The value 
for the coefficient for liquidity ratio (LQR) (i.e β5) is 0.043, this implies that holding all other 
factors constant, a unit increase in liquidity ratio (LQR) will lead to 0.043 increase in return on 
equity (ROE) 

The value for the coefficient for Interest Rate (INR) (i.e β6) is 0.003, this implies that holding 
all other factors constant, a unit increase in Interest Rate (INR) will lead to 0.003 increase in 
return on equity (ROE).  The value for the coefficient for Inflation (INF) (i.e β7) is -0.010, this 
implies that holding all other factors constant, a unit increase in Inflation (INF) will lead to 
0.010 decrease in return on equity (ROE) while the constant intercept, β0 is -0.064 which is c 
and it represents return on asset (ROA) without the explanatory variables  

R-squared (R2) indicates the percentage variation in return on asset (ROA) explained by the 
explanatory variables (NPL, LAD, PLL, CAQ, LQR, INR and IFR). By implication, the R-
squared value of 0.962 means that about 96.2% of total variation in return on equity (ROE) is as 
a result of changes in the explanatory variables, while 3.8% is explained by other factors outside 
the model.  

The esteemed F-value (62.045) is significant at 1% level (because the p value is zero) which 
shows that non-performing loan, loan and advances, provision of loan losses, capital adequacy 
ratio, liquidity ratio, interest rate and inflation rate jointly affect return on equity (ROE). it can 
be concluded that loan and advances, liquidity ratio  and interest rate significantly affect return 
on equity (ROE). 

Conclusion and Recommendations 

The study findings indicate that efficient financial management practises have an impact on the 
performance of Nigeria's deposit money institutions. The research used the CAMEL concept 
and pertinent measures to assess the financial performance of banks. Additionally, the 
regression coefficient revealed a significant correlation between asset quality, capital adequacy, 
liquidity, and profits and bank performance as measured by return on assets (ROA) and return 
on equity (ROE). The study's main finding is that banks are profit-oriented organisations that 
must provide an adequate rate of return for shareholders while continuing to offer an expanding 
range of services and products in a highly competitive market. Effective financial management 
practises are intended to increase banks' efficiency in their intermediation role, decrease 
inefficiencies in company processes, and increase organisations' financial efficiency. Bank 
management should establish procedures that guarantee constant monitoring of the bank's 
performance. Close monitoring of performance using the CAMELS model is very desirable 
since it will aid in the development of operational, financial, and risk management policies and 
strategies that will allow banks to stay competitive. Indeed, a critical element of the CAMELS 
approach is to assist bank management in conducting intra- and interbank comparisons, 
identifying strengths and weaknesses, and determining the best solution to ensure the bank's 
continued competitiveness and viability. 
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