Assessment of Critical Factors Shaping the Performance of Deposit Money Banks in
Nigeria

Asimiyu Muritala. O
Department of Accounting
Faculty of Management Science

Ladoke Akintola University of Technology, Ogbomoso, Oyo State, Nigeria.
ashyonlineh@gmail.com

Oladejo Zainab . A.
Department of Accounting
Faculty of Management Science
Open and Distance Learning Centre

Ladoke Akintola University of Technology, Ogbomoso, Oyo State, Nigeria.
oladejozainab73@gmail.com

Oladejo M. O.
Department of Accounting
Faculty of Management Science

Ladoke Akintola University of Technology, Ogbomoso, Oyo State, Nigeria.
mooladejo@lautech.edu.ng

Corresponding Author Email: ashyonlineh@gmail.com

ABSTRACT

This study investigates the key determinants of the performance of Deposit Money Banks
(DMBs) in Nigeria, employing the CAMELS framework (Capital Adequacy, Asset Quality,
Management Efficiency, Earnings Management, Liquidity, and Sensitivity to Market Risk) to
assess the performance of listed DMBs. Fourteen (14) DMBs listed on the Nigerian Exchange
Group (NXG) as of the end of 2022 were analyzed, using their audited financial statements.
Panel regression analysis was conducted to examine the relationships between dependent and
independent variables. The findings indicate that CAMELS financial indicators significantly
influence the performance of DMBs in Nigeria, though the direction and magnitude of the
impact differ across the components. The study recommends that the Central Bank of Nigeria
(CBN) should continue promoting firm growth and size strategies in the banking sector through
policies that encourage deposit mobilization, cost reduction, and improved financial
intermediation services to enhance profitability.

Keywords: Capital Adequacy, Asset Quality, Management Efficiency, Earnings Management,
Liquidity, Sensitivity to Market Risk.
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Introduction

The need for banks to efficiently carry out their financial intermediation function to continue
as a going concern and improve their overall financial performance cannot be overemphasized.
Financial performance is the principal goal of banks and all other business organisations
without which they will not survive in the long run (Ahmed, 2021). It is the degree to which
the financial objectives of a firm are being or have been accomplished and the financial actions
a business entity uses to manage its internal and external resources to maximize shareholders'
wealth and profitability. Extant literature has shown that the stability of banks as a whole in the
economy depends on their financial performance level. High level tends to absorb risks and
shocks that banks could face from time to time and are a strong indicator of their efficiency
(Verna, 2019). The financial institutions are banks, insurance, brokerage firms, insurance etc.
(Adam, Somer & Ariel, 2021) which deal with monetary and financial transactions such as
accepting deposits, processing loans, building investments and currency exchange.

According to Pekkaya and Demir (2018), banking in any economy serves as the fundamental
source of financial strength. The banks have a direct and indirect impact on almost all
industries. It plays a major role in the allocation of economic resources and a country's financial
stability. The implication and role of banks operating in the modern economy are unavoidable
and various products and services presented by the banks to the society are rising multifarious
(Altan, Beduk & Yusufazari, 2014). According to Said and Tumin (2011), the banking sector
is an integral part of the financial system and performs a strategic role in the economic
development of nations. The banks as an industry assist through stimulating capital formation,
innovation, monetization and facilitating the proper implementation of monetary policy. A
healthy business environment builds consumer confidence and encourages investors to infuse
more capital while controlled inflation helps in strengthening economic development. The
banking sector in any economy enjoys a critical part in boosting economic growth by investing
at large in infrastructure and other projects. Reforms in banks are crucial for regulating and
controlling the money flow in society. In addition, the advancements in technology mobile
banking, net banking services, E-wallets, Fintech and artificial intelligence, etc. are to be

blamed for making banking more complex (Kulshrestha & Srivastava, 2022). During the
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financial crisis, governments adopted a majority of stakes in most of the beleaguered financial
institutions through bailouts in developed countries. This started the debate about whether

government-owned banks enhance financial soundness (Nsengiyumva 2016).

Evidence from the literature (Wibowo & Handika, 2017; Wapmuk, 2016; Singh & Milan,
2023) highlights the crucial role of the banking sector in the economy, emphasizing its position
as the primary financial foundation. Banks facilitate economic development by channeling
funds from surplus units to deficit units within the economy. Agbada and Osuji (2013) argue
that in every system, there are essential components vital to its survival, with the financial
system being one such critical element. Banking institutions significantly enhance the overall
efficiency of the financial system by offering mechanisms for resource mobilization,
redirecting funds from less productive to more productive investments. Through financial
intermediation, banks mobilize funds from surplus sectors and provide loans and advances to
deficit sectors. The banking sector is thus a fundamental pillar in the financial architecture of
any economy, playing a key role in economic growth and development by facilitating capital
formation, transmitting and managing monetary policy, enabling credit intermediation, and
supporting payment and settlement systems (Srinivasan & Swaminathan, 2016; Chaudhuri,
2018). Bank intermediation function serves as the backbone and catalyst for the growth of an
economy (Yusuf & Tijani 2019; Jain & Jaiswal, 2016). As the financial health of an economy
is intertwined with that of its banking system, it is unimaginable to visualise a modern economy
bereft of the services of a bank (Rahman& Islam, 2018). The degree of ROA in the banking
industry is expected to exert some influence on the degree of competition amongst banks and
play a complimentary role in the relationship between firm-specific factors such as Capital
Adequacy, Asset Quality, Management Efficiency, Earning, Liquidity and Sensitivity to
market risk (CAMELS) and financial performance (Khan, Ahmad & Gee, 2018).

Evaluating the performance of the banks is important for all parties, including suppliers,
investors and others. Generally, the financial structure is the most important index in evaluating
the performance of banks. One of the common financial indicators used by researchers for
measuring banking performance is the CAMELS framework (Muhmad & Hashim, 2015). To

ensure a strong and stable banking sector, banks must be assessed and evaluated in a way that

88| Page

Citation: Asimiyu M.O, Oladejo Z.A & Oladejo M.O (2024). Assessment of Critical Factors
Shaping the performance of Deposit Money Banks in Nigeria. LAUTECH Journal of Accounting,
Finance and Contemporary Management Research 1(1), 86-108.



allows for the removal of gaps where the CAMELS framework is considered the most used
method for this. The researchers believe that the CAMELS framework is one of the integrated
frameworks measuring the financial performance of banks and it shows the strength and
weakness of the bank in one of the aspects of the framework; as a result of its importance.
Furthermore, the stability of the financial system remains the overarching objective of the
Financial System Stability Directorate. It is noteworthy that in 2018 the financial system
remained strong, recording remarkable improvements in capital adequacy, quality of risk
assets, earnings and liquidity, compared with the parameters in 2017. Consumer protection
activities also witnessed an upswing. However, losses from fraud and forgery cases, in terms
of number and value, increased during the period, necessitating additional measures to
effectively curtail the undesirable development. Some significant developments that occurred
during the period included industry-wide implementation of IFRS 9, effective January 1, 2018.
This reduced the retained earnings of deposit money banks, despite the moderation occasioned
by the application of the balances in banks' regulatory risk reserves. To cushion the effect of
the impact on the capital of banks, a four-year transitional arrangement, in line with the
guidelines provided by the Basel Committee on Banking Supervision, was adopted CBN 2021.

In addition, most of the studies on CAMELS indicators and financial performance relationship
seemed to have been taken on its face value. Ahmed (2021) assesses the moderating effect of
industry concentration on the effect of CAMEL financial indicators on the financial
performance of deposit money banks in Nigeria, the study covers nine (9) years. Therefore this
study intends to cover the period of fifteen (15) years to examine the relationship and the effect
of determinants of performance x-efficiency on ROA and ROE of selected listed DMBs in
Nigeria from 2008 to 2022.

Research Hypotheses

HO1: There is no significant relationship between determinant factors (CAR, ASQ, ME, EAB,
LIQ and SMR) and the performance of DMBs in Nigeria.

HO2: There is no significant effect of determinant factors (CAR, ASQ, ME, EAB, LIQ and
SMR) on the performance of DMBs in Nigeria.
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Literature Review

Bank Performance

Bank performance generally refers to how well a bank has achieved its objectives over a given

trading period. This is typically reflected in the bank's published financial statements. While
stock prices and their fluctuations are often considered indicators of a firm's performance, other
factors such as bank size, deposit volume, and profitability are regarded as more reliable
performance measures. In this study, profitability indicators, specifically Return on Equity
(ROE) and Return on Assets (ROA are used to evaluate the performance of banks.

CAMEL component

Capital Adequacy

The term capital adequacy refers to the sufficiency of the bank funds (capital) that are accessible to
sustain the bank's activity and serve as a buffer in the event of an unfavourable circumstance or any
shock. It is evaluated using the capital adequacy ratio (CAR). CAR demonstrates the bank's internal
resilience to endure losses throughout a crisis (Desta, 2016). Capital adequacy is necessary for
maintaining depositor trust and averting bank failure. It influences a bank's overall performance (Reddy,
2012; Kulshrestha & Srivastava, 2022, Oke, & Onwere, 2023). In this analysis, the equity-to-total-asset
ratio is used as a proxy for capital adequacy. Muhmad & Hashim (2015) posited that the equity-to-
totalasset ratio measures a bank's overall financial health and long-term profitability, assuring investors
that the bank's shares are a safe investment.

Asset Quality

Asset quality is another indicator of CAMEL analysis used in measuring banks' performance. It is a
measure of a bank's strength in terms of its asset base. It shows the ratio of total investment to total
assets. That is the proportion of a bank's assets that are used to create wealth and for investment. This
implies that the higher the asset quality ratio, the greater the quality of assets of the bank and viceversa.
(Ogbuiji, Ologundudu, & Oluyomi, 2020). Asset quality for banks primarily refers to a review or
assessment that determines the credit risk related to specific assets. Loans and investment portfolios are
examples of assets that require interest payments. The level of monetary quality and associated risks in
a bank's capital, primarily related to advances and investment-related matters, is referred to as asset
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quality. Asset quality support is very important for banks to sustain their profitability and perform to a
high level of degree. (Gulia, et al., 2014).

Management Efficiency

Management efficiency as one of the CAMEL indicators refers to the ability of the management team
of the bank to measure, identify and control the risks of business activities and ensure efficiency in
business operations (Ogbuji, et al. 2020). Further, the interaction of CRM practices and firm attributes
on non-financial performance was statistically significant. Another component of the CAMEL model
to check the management's potential and capabilities is "Management Efficiency”. Through these
components, we can analyze the administration's productivity and effectiveness. It has been observed
that often qualitative measures and subjective assessments of organizational discipline, staff quality,
control management, and systems implemented by management are done and through this, the
efficiency of the organizational management is being measured. Moreover, through management
efficiency, the quality of administration in generating revenues and increasing net profit is being
measured. (Aspal, & Dhawan, 2016) Effective management is one of the most important factors
influencing a financial institution's success. Nonetheless, indicators of administration quality are
primarily suitable for a single organization and cannot be successfully aggregated across the board.
Furthermore, given the subjective nature of administration, judging its soundness solely by looking at
bank books of accounts is difficult.

Earnings Ability

This is the fourth CAMEL component. It measures profitability in the form of return on equity. It entails
the capability of the bank to expand its business. Shammi et al. (2021) showed that capital can be
increased via retained earnings i.e., via the adoption of advanced technology to boost operational
efficiency. Earning is also a measure of the bank's capacity in the aspects of loss absorption, financing
expansion, and capital development (Abbas et al., 2021; Chen et al., 2021). Earnings quality denotes
the quality of the profit made by a bank, measured by the degree of its reliability and relevancy
(Alyaarubi et al., 2021; Benkraiem et al., 2021). The difference between revenue and expenditure
denotes the profit obtained. Banks mainly attain their income from interest gained on loans as well as
revenues from various banking activities. Meanwhile, expenditure entails the payments of salaries,
wages, rents, administrative overheads, taxes, and so on. Profit is the surplus available after deducting
all the expenditure. A prosperous bank can generate modest profits regularly and maintain a state of
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robustness for itself and its investors (Parrott et al., 2021). A bank's earnings quality and profitability

are crucial in ensuring the health of its current and future operations.

Liquidity Management:

Liquidity management is an important measure to check the overall sustainability of the banks. In other
words, it can be said that liquidity management relates to the capacity of a bank to convert resources
into money with ease to meet the necessary budgetary requirements. Liquidity is one of the most
important aims of working capital management and a central task of cash management. Many experts
have defined the importance of liquidity by stating that a firm is considered to be liquid when it can
clear its dues on time without incurring unnecessary costs (Qureshi, & Siddiqui, 2023). The term
liquidity refers to a bank's ability to fulfil its cash-related obligations. It is important to maintain a
suitable level of liquidity and this is also very critical for banks future revenues and long-term profits.
Banks should practice more caution when making investments and should keep into consideration the

fact that along with maximizing profits it should have another duty i.e. to provide liquidity to depositors.

The bank's proficiency is demonstrated by the High Liquidity proportion (Nag & Khatik, 2014).

Sensitivity to Market Risk

Sensitivity to market risk is defined as the degree to the earnings or capital of a financial
institution will be adversely affected due to changes in interest rates, foreign exchange rates,
commaodity prices, or equity prices (FDIC, 2019). It mainly focuses on the ability of the bank
to recognise, monitor, manage and control the market risk and give indication to management
for the supervision in the problematic area. Market risk is related directly to unpredicted
fluctuations in market prices (interest rates, exchange rates, equity prices and prices of final
goods) and is closely associated with asset and liability management (Abdallah, 2013).
Understanding the sensitivity of a bank to the market risks that face it is an important aspect of
management’s decision challenges. This is because market risk is an entire gamut of risks that
directly affects a financial institution’s earnings and the economic value of its assets, liabilities,
and off-balance sheet items. Despite the divergence of finance scholars on the measure of
market risk, there seems to be a relative consensus that market risk is synonymous to interest
rate risk. Therefore, to effectively manage interest rate risk, This study measures sensitivity to

market risk in line with Wapmuk's suggestion (2016). According to him, the ratio of net interest
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income to average total assets is a good proxy for sensitivity to market risk. The ratio shows
the relationship between the total loan portfolio of a bank and its assets. It also provides the
percentage change of the portfolio in changes related to interest rates or other issues related to
financial intermediation activities of the bank.

Theoretical Review

This study is grounded in Stakeholders’ Theory and Resource-Based View Theory.
Stakeholders' Theory is particularly relevant to this research as it acknowledges the diverse
stakeholders associated with Deposit Money Banks in Nigeria, including employees,
depositors, borrowers, suppliers, the environment, and monetary authorities. Additionally, the
Resource-Based View emphasizes the importance of unique, difficult-to-imitate attributes of
banks as sources of superior performance and competitive advantage. Together, these
theoretical frameworks provide a comprehensive understanding of the factors influencing the

performance of Deposit Money Banks in Nigeria.

Empirical Review

Nguyen (2020) examined the impact of capital adequacy (using ratios) on banks' profitability.
The examination was done on Vietnam's financial system. The study utilized a sample of 22
banks from 2010 to 2018. The collected sample was evaluated using panel data regression.
According to the study's findings, bank profitability indicators are strongly and positively
correlated with measures of capital adequacy, net interest margin, and non-interest revenue, but
negatively correlated with measures of non-performing loans and state ownership. The
COVID-19 epidemic has significantly impacted the profitability of the enterprises' assets. Due
to low profitability caused by the COVID-19 epidemic, enterprises can no longer improve the
quality of their assets. Similarly, Furthermore, Singh and Milan (2023). Examine the factors
affecting the performance of public sector banks in India and the interrelationship between
bank-specific determinants and the performance of public sector banks. Capital adequacy,
Asset quality, Management Efficiency, Earning, and Liquidity (CAMEL) have been used as a
performance determinant; a system generalised method of moments (GMM) analysis was used

to find the effect of determinants on the performance measurement of public sector banks. It
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was found that the asset quality is negatively related to the performance of public sector banks.
In addition, Daboh and Duramany-Lakkoh, (2023) examine the effect of financial stability of
commercial banks and determine how they are affected by commodity and health shock and
investigate the soundness of financial indicators on ROA based on CAMEL in Sierra-Leone.
The study concluded that all the variables are positive and significant except asset quality and
liquidity which are negative and insignificant to the performance of the bank in Sierra Leone.

Furthermore, Oke & Onwere (2023) investigated the effect of CAMEL variables on the deposit
money banks' share price in Sub-Saharan Africa. The study findings show that Earnings have
an insignificant effect on the share price of listed banks combined, in Kenya, Nigeria and South
Africa. Also, the effect of CAMEL factors on the share prices of twelve commercial banks
listed on the Nigerian Exchange Group (NGX) from 2011 to 2020 was examined by Onwere
and Owualah (2022). The study showed that capital adequacy, earnings, and asset quality have
no significant impact on share prices. In contrast, management effectiveness and liquidity
significantly impact share prices negatively. Likewise, Soni and Devarakonda (2023) examine
the factors that affect the efficiency of Indian banks, Management Efficiency and Earnings

Performance have a significant relationship with Bank Efficiency across all categories of banks.

More so, Lim and Rokhim (2021) examined whether EPS affects profitability in Malaysia. The
findings indicated a positive correlation between earnings per share (EPS) and profitability.
The ability of a financial system to survive, expand, maintain itself, and function effectively is
primarily based on liquidity and bank performance. In the same vein, Wuave, Yua, and Yua,
(2020) studied whether a firm's profitability, as measured by its performance, is impacted by
liquidity in Nigeria. The study's results demonstrated that liquidity positively affects
profitability by enhancing its performance. More so, Hewaidy, Elshamy and Kayed (2020)
concluded in their report that conventional banks performed better than Islamic banks and
research findings are assumed to be significant for policymakers and other shareholders to
make better decisions. Ping and Kusairi (2020) concluded that the banking sector should focus
more on CAMEL components for better supervision of bank performance. In addition,
Bashatweh and Ahmed (2020) evaluated the financial performance of commercial banks using
the CAMEL rating. The study concluded that the CAMEL rating on Jordanian commercial

banks is acceptable. Yadav and Jang (2021). Examine the impact of financial performance on
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the Housing Development Finance Corporation (HDFC) bank before and after the merger using
the CAMEL framework in India. The study concluded that all the CAMEL variables are

positively significant to the performance of the HDFC bank after the merger.

Methodology

This study is basically on determinants of the performance of deposit money banks in Nigeria. The
study employed CAMELS (Capital Adequacy, Asset Quality, Management Efficiency, Earnings
Management, Liquidity and Sensitivity to Market Risk) to measure the performance of listed money
deposit banks in Nigeria. The study considered the effect of return on assets on the CAMELS criterion.
Furthermore, Deposit Money Bank listed on the floor of the Nigerian Exchange Group (NXG) as of

April 2023 is considered for the study. An Exploratory research design was employed for this research.
The population of the study comprised all the DMBs operating in Nigeria. According to the Central
Bank of Nigeria, 33 DMBs and 5 Financial Holding Companies are operating as of 31 December 2022.
Fourteen (14) listed deposit money banks by the Nigerian Exchange Group (NXG) as of the
end of the year 2022 were examined based on the availability of their audited financial
statement for the year 2022. This study utilized secondary data derived from the audited
financial statements of the selected deposit money bank on the NXG while Panel regression

analysis was used to show variation among dependent and independent variables.
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Model Specification

Earlier studies have set many methodological procedures, this study adopted a multiple
regression technique using a panel dataset from all the listed deposit money in Nigeria to
estimate the parameter of the following mathematical model adopted from the studies
conducted by (Oke & Onwere 2023; Daboh & Duramany-Lakkoh 2023; Ahmed Maude, F.

(2021) with little modification.

ROA: [ (CA, ASQ, MEF, EAB, LIQ, SMR, FS, FG.)......cccve........ eqn.1

The study econometric form of the model will captured as:

ROAit = B0 + B1 CAit + B2ASQit + B3MEFit + B4EABiIt + B5LIQit + B6SMR + B7FSit +
B8FGit + eit ....eqn.2

Where:

ROA = Return on Asset

CA = Capital Adequacy Ratio
ASQ = Asset Quality

MEF = Management Efficiency
EA = Earnings Ability

LIQ = Liquidity Ability

FS =  Firm Size

FG = Firm Growth

Where: B0 + B1 represent the parameters of the model to be estimated, ¢ is the disturbance error

term while subscripts i and t represent firm and year respectively.

Table 1: Measurement of Study Variables

Variable Acronym Measurement Sources
Dependent
Return on Asset ROA Profit before interest and tax| Agu (2008), Ahmed
divided by total assets Maude, F. (2021).
Independent
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Risk

total assets

Capital Adequacy CA Shareholders equity to total assets| Oke and Onwere
(2023)
Asset Quality ASQ Net Profit/Total Equity Shittu and Abdulkadir
(2023), Ledhem and
Mekidiche (2020)
Management MEF Asset Turnover Kulshrestha and
Efficiency Srivastava (2022), Oke
and Onwere
(2023)
Earning Ability EA Net interest income / Total| Aliyu and  Hassan
interest income. (2020),
Liquidity Ability LIQ Loan to Deposit Ratio Ghazavi and Bayraktar
(2018), Oke
and
Onwere (2023)
Sensitivity to Market | SMR Net interest income to average| Wapmuk (2016).

Source: Researcher’s Compilation, 2024.

Results and Discussion

Analysis of Relationship between CAMELS and Return on Assets of DBMs in Nigeria

Analysis in table 2 revealed the positive correlation between ROA and each of CAR, ME LQT,
SMR, FG and FS. CAR has a coefficient value of 0.0754. This implies that CAR is positively
correlated with the ROA of DMBs in Nigeria within the period of this study and that an increase
in CAR will potentially lead to an increase in ROA. Similarly, CAR, MEF, LQT

SMR, FG and FS have a coefficient of 0.0754, 0.0119, 0.0263 0.1124, 0.0884 and 0.0211

97| Page

Citation: Asimiyu M.O, Oladejo Z.A & Oladejo M.O (2024). Assessment of Critical Factors
Shaping the performance of Deposit Money Banks in Nigeria. LAUTECH Journal of Accounting,
Finance and Contemporary Management Research 1(1), 86-108.




indicating that CAR, ME, LQT, SMR, FG and FS increases, ROA is likely going to increase.
Though the relationship between ROA and each of these explanatory variables is positive, the
level of relationship in all the cases is not strong. For each case, the table shows a weak uphill
(positive) linear relationship between the independent variables and the ROA of DMB:s.
Nevertheless, the table also shows that ASQ and EAB have a weak negative linear relationship
with ROA. This means that the relationship between ROA and each of the two explanatory
variables is inverse whereby an increase in any of them will potentially lead to a decrease in
ROA. In addition, ASQ has a correlation value of -0.1690 and EAB has -0.1308. This indicates
that an increase in the value of ASQ and EAB will likely lead to a decrease in the ROA of
DMBs in Nigeria during the study period. This shows that ASQ and EAB as negatively
significant to ROA there the null hypothesis is accepted because it has no significant relation
to the performance of DMBs in Nigeria during the period of the study.

Table 2: Analysis of Relationship between CAMELS and Return on Assets of DBMs in
Nigeria
Variables ROA FG FS CARASQ MEF EAB LQT SMR

ROA  1.0000
FG 0.0884 1.0000

FS 0.0211 -0.7705 1.0000

CAR 0.0754 -0.1468 0.1478 1.0000

ASQ  -0.1690-0.0042 0.0263 -0.1184 1.0000

MEF  0.0119 -0.1606 0.1455 0.0736 -0.1992 1.0000

EAB  -0.1308 -0.1450 0.1417 0.4338 0.0505 0.4317 1.0000

LQT  0.0263 -0.2992 0.4205 0.1707 0.1311 0.2474 0.2407 1.0000

SMR  0.1124 0.1072 -0.0925 -0.0345 -0.0323 -0.0581 -0.0797 -0.1277 1.0000
Source: Researcher's Computation (2024)

98 |Page

Citation: Asimiyu M.O, Oladejo Z.A & Oladejo M.O (2024). Assessment of Critical Factors
Shaping the performance of Deposit Money Banks in Nigeria. LAUTECH Journal of Accounting,
Finance and Contemporary Management Research 1(1), 86-108



Panel Regression Analysis

The study employed a panel regression analysis, as shown in Table 3, for the model Ordinary
least square regression shows the R-square of 0.06. This suggests that the dependent variable
(DV) among the Deposit Money Banks in Nigeria cannot explain 100 per cent by all the study
variables, it is just 10% of the systematic variation in the bank's value in the pooled banks,
which was jointly explained by the CAMELS and ROA. The OLS pooled regression model is
valid for statistical inference, as indicated by the F-statistics value of 2.87 and its corresponding
p-value of 0.049 also the VIF of 1.65 which is lower than the benchmark value of 10, suggests
that multicollinearity is absent, and as a result, no independent variable (1) has to remove from
the model. More so, The Housman test was also used to distinguish between random and fixed
effects. The study adopted a random effect model to describe the impact of CAMELS on the
ROA on the selected DMBs in Nigeria based on the Housman statistics (p — 0.43 > 0.05). The
CAMELS as an 1V appears to be positively and significant influenced by CA

(B=0.1576; p>|t}|=0.230>0.05) has positive and insignificant value on ROA, ASQ (f=0.6103; p
=0.000; <0.05), MEF ($=0.6043; p =0.000; <0.05), LIQ (p=0.3715; p =0.000; <0.05), all have
positive and significant effect on ROA, contrarily EAB ($=-0.1534; p =0.039; <0.05) has
negative and significant effect on ROA. CA (=0.1573; p =0.230; >0.05), and SMR with

(B=1.6304; p =0.220; <0.05), have a positive and insignificant effect on ROA. In the case of
control variables Firm Growth and firm Size (= 0.1181; p>|t}|=0.049<0.05 and = 0.1249
p>|t|=0.016<0.05), revealed positive and significant influence on the return on asset of DMBs
in Nigeria.
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Table 3: Panel Regression Analysis

Pooled OLS Random Effect Fixed Effect
C 29.2299 31.942 33.4620
(16.2356)** (0.000)** (0.000)**
CAR 0.3973 0.1573 0.5916
(0.005)** (0.230) (0.000)
ASQ 0.3003 0.6103 0.7694
(0.002)** (0.000)** (0.000)**
MEF 0.0529 0.6043 0.0179
(0.378) (0.000)** (0.809)
EAB -0.1569 -0.1534 0.6965
(0.012)** (0.039)** (0.000)**
LIQ 0.4226 0.3715 0.4677
(0.000)** (0.000)** (0.000)**
SMR 2.0002 1.6304 1.1689
(0.145) (0.220) (0.0279)
FG 0.1479 0.1181 01070
(0.018) (0.049)** (0.082)
FS 0.3048 0.1248 0.1390
(0.000)** (0.016)** (0.008)**
R-square 0.1024 R- square within  0.0609 R- square within 0.0646
R- square between 0.1784 R- square between 0.1784
Adj. R-square 0.0667 R- square Overall  0.0862 R- square Overall  0.0652
F-Statistics 2.87 Wald chi2 (8) = 14.79 F (8, 188) =1.62
Prob. (F-statistics) 0.049 0.0633 0.1206
VIF 1.65
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Housman 0.43 0.62

Source: Researcher's Computation (2024) Discussion of Findings

The findings of this study demonstrate a significant positive influence of the CAMELS
framework on the return on assets (ROA) of selected listed Deposit Money Banks (DMBs) in
Nigeria. Specifically, the Capital Adequacy (CA) results align with the findings of Badrul and
Bustamam (2017) and Yksel et al. (2018), indicating a direct impact on ROA, although they
contrast with Omar and Mugabe (2016) and Zagherd and Barghi (2017), who found different
results. Asset Quality (ASQ) also showed a positive and significant influence on ROA,
consistent with earlier studies by Zagherd and Barghi (2017) and Badrul and Bustamam (2017),
yet contradicts findings by Boateng (2019) and Al-Abedallat (2019) that reported a negative
relationship. Management Efficiency (MEF) was found to significantly and positively affect
financial performance, corroborating the work of Saha and Bishwas (2021) and Soni and
Devarakonda (2023), despite contrasting findings from Ebrahimi et al. (2017) and Alemu and
Aweke (2017). Additionally, the Liquidity (LIQ) indicator showed a positive and significant
correlation with financial performance, consistent with findings from Badrul and Bustamam
(2017) and Yuksel et al. (2018). Overall, these results underscore the importance of CAMELS
indicators in assessing the financial performance of DMBs, indicating that effective
management of these factors is crucial for enhancing bank profitability in Nigeria.

Conclusion

The study concluded that CAMELS indicators are crucial determinants of bank performance,
and significantly influence the financial outcomes of selected Deposit Money Banks (DMBSs)
in Nigeria. However, the impact of individual variables differs, with some showing positive
effects and others negative. While some explanatory variables have statistically significant
effects on financial performance, others do not. The analysis also reveals that firm growth and
size play a significant role in moderating the relationship between most CAMELS indicators
and bank performance, either through statistical significance or changes in relationship
direction. Overall, CAMELS indicators affect DMBSs' operations and performance, but the

magnitude and direction of these effects vary by component. Additionally, the study finds that
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larger, more established banks with market power tend to operate more efficiently, offer
services at lower costs, and achieve greater profitability.

Recommendations

Based on the study's findings, it is recommended that the CBN promote firm growth and size

strategies within the banking sector, encouraging policies that enhance deposit mobilization,
cost reduction, and efficient financial intermediation to boost profitability. Additionally, the
CBN should conduct risk-based on-site examinations of banks at least three times a year to
enhance oversight and address issues related to asset quality and capital adequacy more
effectively. Lastly, DMBs' management should adopt strategies to improve asset quality by
increasing performing loans and reducing non-performing ones.
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