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Abstract
Effective credit management is a basic for an institution in financial sector pe:rfonnanca With -

declining performance of the institutions due to increasing competition and changing regulatory
framework, credit quality is imperative for continued wellbeing of the institutions in terms of
- financial performance, Deposit money banks (DMB s) in Nigeria create loans from deposits from
<" customers and these loans are major income generating source for majority of the banks.
", However, this intermediation function of DMBs in Nigeria is associated with enormous risks to
.- both the banks and the deficit units. It is thus imperative for this study to examine the effect of
= credit management on the profitability of deposit money banks in Nigeria using first bank in
.~ FCT, Abuja as a study. Historical research design was adopted. Descriptive study design was
adopted for this study; while the questionnaire employed contained closed-ended stuctured
" ‘questions in a five-Likert scale format. Regression technique was used for the estimation of data
‘generated. through the structured questionnaire. Findings from the study showed that client
‘appraisal have a significant effect on profitability of deposit meney banks in Nigeria. More go,
.-, the study showed that credit risk control has a significant effect on profitability of deposit money
,'b:nlks in Nigtria: and collection policy has a mgtuiicaut effect on profitability of deposit money
----- —banks III“N]C'CI'JE Baséd on these findings, the stidy recommends that there 15 need for™
. commemml banks in Nigeria to enhance their client appraisal techniques so as 1o improve their
L ﬁuaucml pmfonnance Through client appraisal techmques the commiercial banks ulngerla will
i - be able to lmow credit worthiness of clients and thus reduce non-performing loans. There is alse
- ..need for commercisl banks in Nigeria to enhance their ‘credit risk control. This may help in
- decreasing loan default levels, As regards to credit policy, the bank should also emphasize on
- -collateral and the use of the reminders, insurance policy and the litigation to minimize costs
v+ resulting from investing in vulnerable. clients and maximize returns,
‘- Keywords: Deposit money banks, Profitability, Crédit risk control, client appraisal and GOH&CUOD
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Introduction

, The greatest hazard in business managing a credit is loaning cash and not getting it back as with

" every single money related foundation. Credit hazard specifically is one of the greatest
& . i

!

attentivenesshtoward banks since a portion of the lbam'ng is unsecured. In order to improve the
operational performance and profitability, firms seek ways to improve their performance in
operations m a Bid to increase profitability. Accordingly, competition has also risen up as new
technologies and new fim structures crop up. This has made firms seek new ways of lowering
their operational costs to improve their profitability. In the same way, micfo ﬁua.nce instiiutions

financial performance is determined in terms of the profitability and their return on investment.

Henmama (2018) contends that firm proﬁtabﬂlty is usually determined by the orgamzation
eammgs compared to its sales/owners and assets investment or the value in shares. This leads to
common measures of profitability including return on equity (ROE), Income . statements,
Eamings per share (EPS), Return on total assets (ROA) and Price/Earnings ratio or P/E ratio.

Deposit money banks are exposed to a variéty of risks among them; interest rate risk, foreign

“exchange risk, political risk, market risk; liquidity risk, operational risk and credit risk; and what

banks does is4o-manage these challenges Especia'lly the credit aspect. In some instances, deposit
meney banks and other financial mstmmons have . pproved dcc151ons that are not vetted there

have been cases of loan defaults and non-pe1form1ng loans, masswe extension of Cl’ﬂdlt and

“directed lending. Policies 1o minimiz mmnmze ‘on the negative effects Eave_focused on me:rgers i Banks,

better banking practices but strmcent Iendmg, review of laws ’to be in line Wlﬂl the global

-, standards, well capitalized, banks W’]chh are gxpected to be profitable, hqln-d banks that are able

to meef: the demands of thcjr deposlturs and mainfenance of required cash levels with the central

_bank which means less cash is available for lending. This has led to reduced interest income for

! the commercial banks and other financigl institutions and by extension reduction in proﬁts

Credit risk s the posmbﬂlty that the actual return on an investment or loan extended will deviate
- from that, wbmh was expe.cted_ Agu, &0gbuagu (2015) defined credit risk as losses from the

refusal or mabihty of credit customers to pay what is owed in full and on time. The main sources

| of credit risk inlclude, limited institutional capacity, inappropriate credit policies, volatile interest

? |
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rate.s poor managemeut mappropnate laws, low capital ‘and liquidity levels, directed lending,
massive hccusmg of banks, poor loan underwriting, mckless lending, poor credit assessment,
la.x:ty in crecht assessment, poor lending practices, government interference and inadequate
‘supervision by the central bank. To minimize these risks, it is necessary for the financial system
tr.) have; we]l-capitahzed banks, exposure within acceptable limit in order to provide a framework
of the understanding the_- 1mpact of credit management on banks profitability. .

Lk

R

Credit 'r.'ﬁ;'si:agement is an essential process for any firm that engaigss in the business of credit.
- The process when done in-the right manner ensures that the customer pays on services delivered,
' Accordmg to Myers and Berldey (2013) credit management practices are the - strategies used by
; an orgamzatuan o ensure that the level of crédit in the firm is acceptable and it is managed
effectively. Tt 1 1s part of financial management that Icompnses of the analysis of credif, rating of
- credit, classification. and report:mg of credlt Nelson (2012) defined credit managcment as the
practices used by an’ orgamzat:on to ma:naga the sales thcy make on c:edzt Jtisan essential
practice for all the orgamzatxons that have credit trsnsactlons smce some have msnaged theu'
credit activities so well that ﬂJey have zsro credit risk. Credit management is the strategies one
uses to collect and control credlt payments from clients. Myers and Bezklsy (2013) define these
practices as the strategies that organizations use to have an ac:ceptab]e level of credit and to -
manage this level effectively. It is part of ﬁnanmal management that compnsss of thc analysis of
credit, rating of credit, classification. and reportl.ng ef credjt When GJ.'Bdl‘I: ‘management i$ done
““Tight, hen the capital w“ﬂl_cl"b'f_is :111033 ;and- fhe fmﬂiﬂﬁo‘f bad dsbts is also reduced,
Edwmds (2013) cfmrends that if you are a busmess and you have not mcluded into your selling

puce any costs assoclated w1ﬂ1 lais payment or you have a way of recuvsnug the costs by
Chﬁfgmg an interest, then yeur profits is bound 1o be affscted by such costs. Some firms are
I . tempted to prow&le cre'_:.t When they: think of the ossﬂ:ﬂJty of mcraased business operations.

: Howevel busmessas have to be certain that there will be more revemue from the high sales that

will oumrel gh' rhe cost of crcdlt to avoid losses.
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Credit risk is one of significant risks of banks by the nature of their activities. Through effective

ol man.égan':leﬂi of credit exposure banks not only support the viability and profitability of their own
. business but also contrﬂ:::ut& to systemic stability and to an efficient allocation of capital in the . .
economy (Psi]lléld,':TSDlas', & Margaritis, 2010). Banking as a service industry is organized to

_ Iﬁal{e proﬁt'for the shareholders vide provision of banking services and supply of financial needs
to mdwzduals and’ cooperata bodies. In, order to achieve this, banks accept deposits from

_' customers and land to others. According to Sayer, (2015), banks seck to make themselves as
* atiractive as debtors and as efficient as crcd;torselat they can earn a substantial gross incomel
from 'ﬂie difference between the interest they charge as creditors and the interest they pay as

-debtors”. De\}c‘lul-_:)rhents_ in the Nigcn'an economy in the last decade specifically, from 2008 to

date have had cons:de,rable 1mpact on the ﬁmcnomug of the banlcs and other non-financial
institutions. The decade w1tnesscd a dowu hill 1:rend i the Nigerian econamy, occasional
dwindling oil revenue and the globa] financial rccessmn Banks asa’ sub system of national -
econcmy i¢ not immune and is havmg its own sha:u: in the form of mcreasmg loan defaults
becausp of the inability of borrowers to redeem theﬂ" loans wlnch resulted in banks failure and
subsequently banks distress. It is thus 1mperatws for thzs study to investigate the itnpact of credit

- management on the profitability of d-cppsz-t money banlgi__s in Nigeria. '

"+ The main objccrive of this study is to examiné 'I_"-‘_cﬁe"_.éﬁgct of-cre&_it_‘management; on the

] profitability’ Ufaﬂpdmtmmauks I]T}ﬁgana
The fm]]ow:ng prrspasmons were fcrmulatecl to guid;e the study:
HO01:- Cllem ap_pTEllSE] hab no; 51gmﬁcant effect on proﬁtablllty of deposit money banks in

: nge-na 4%, i
Ho2: Crecht nsk cont[‘ol has-no mgmﬁcant effect on pmﬁtahlhty of dcposﬂ morney banks in

ngena i -
'F.-.'E[[IB Collectlon pc:hcy has no significant effect on ploﬁtabﬂlty c:-f deposit money banks in

.‘.T ¥

Nzgena
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" Literature Review

Conceptual Framework

I Concept of Credit Managf:ment Credit management is one of the most important activities in
. any .company and cannot be overlooked by any economic enterprise engaged in credit
m'espectwe of its business nature. It is the proceg.s to ensure that customers will pay for the
pmducts delivered or the services rendered. Myers and Brealey (2013) describe credit
" management as methods and strategies adopted by a firm to ensure that they maintain an optimal
level of c1ed1t and its effective management. It is an aspect of fimancial management involving
credit analysm credit rating, credit classificatior and credit reporting. Nelson (2012) views credit
management as sunply the means by which an entity manages its creth sales. It Mi‘r_e_ o
for any entity. dGEIJJ_I_lg with credit transactions since it is Jmpossﬂnle fo have a zero eredit or
default risk. The _]_J:'jg'hcr_'f.he amount of accounts receivables and their'age, the higher the finance
 costs incmred to I_i?l_ﬂi]ltéil] them. If these receivables are not collectible on fime and urgent cash
rieeds arise, a ﬁmi'—‘n;ray. result to borrowing and the epportunity cost is the interest expense paid.
Nzotta (20'14) " "gip'ihed :that credit management greatly influences the success or failure of
: cmmmercial banks -aud other financial institutions. This is because the failure of deposit banks is
mﬂumwed to a large extent by the guality of credit decisions and thus the quality of the risky
assets, He furtheér nate:s that, credit management ﬁrowdes a leading indicator of the quality of
deposit bailks credﬁpﬁfffuh—!rkey réquirement for effeclive credit management is he ability

to mtelhganﬂy and efhcmnﬂy manage customer credit lines. In order to minimize exposure to

‘bad debt, ovmureservmg and bankrupicies, companies must have greater insight into customer

- ﬁliaml?alf-_?ﬂ;_ugth, eredit score history and changing payment pauems.

* Credit’ managcment starts wzth the sale and does'not stop until the full and final paymmlt has
been ;eceWed It s as important as part of the deal as closing the sale. In fact, 2 sale is
technically not a sale until the money has been collected. It fo]lows that principles of goods
1613@115 shall be concemed with ensuring; so far as possible that the borrower will be able to

= 1:"nallc'e scheduled payments with interest in full and within the required time period otherwise, the
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' profit from .ain' _i;,lte_l'cst earmned is reduced or even wiped out by the bad debt when the customer
eventveally dcfauits. Credit management is concemed primarily with managing dlﬂ.:tors and
financing debts. The objectives of credit management can be stated as safe guarding the
companies” .i‘;:w?stf:tmnfs .in debtors and optimizing operational cash flows. Policies and

procedures must be applied for granting credit to ct}stomers, collecting payment and limiting the

risk of mon-payments.

Credit mﬁhagemsﬂt procéss starts with receiving applications, and finishes just when the

- borrower mecté: all oBligations of repaying the loaned funds. Credit ma:uagelment cannot be a -
success if the Joaned ﬁmds will not be rencwcd in full, Standards of good loaning state that
lending institutions should be worried with gn.‘irautecd returns from loans, beyond what many -
.would consider poss1ble that the borrower can make planned instalments mthouﬁgla}_s;r_f'aﬂr
Credit administration is-concemed basically with financing obligations and overseeing indebted
individuals. The esscnnal destinations of Gl'ﬂdlt administration ‘can be.pronounced as protected
gunarding of the clients" hazard and upgradmg operational money streams. Approaches and
methodology must be n_:on_nected while agreeing credit to clients ‘and amid the gathering of
"instalments. - . .I

| EA . '
Concept of t)epn'sjt M'oﬁey Banks Proﬁtabﬂify' Prolﬂtabﬂity is an indicator of banks’ caﬁacity o
carry risk and/or increase their capital. It indicates banks competltwﬁness andmeasurss the -

= —quality of management: (ﬂdmdﬂﬂldl) “Proﬁtdbﬂzty is bﬁE‘Gﬁh‘Ekey ccmcepts I our research.
This is due {o the 1.0p10.q£ this research 1s about the relationship between._ the profitability and-
credit management, Cledr Exﬁiauﬂiau to the profitability of deposit.money'banks is crucial for
readers, fo u11de1stand the research proce:dure and meaning. The determinants of commercial
banks' profitability can bc concluded into two categories, namely those that are managamcut
_controllable (mtemal deten:mnants) and those are beyond the confrol of mapagement (external
determinants) (Guru, Staunton, & Balashanmougam, 1999). The internal determinants reflect
upon banks' management pohcy and decision conceming sources and uses of funds management,
capital and hqmdlﬁy management and expenses management, This kind of profitability factors

 cau be examine‘_d'by financial statements of commercial banks (Guru et al., 1999).

-.. 2 .1..
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The external factorh are environment factors and firm-specific ones (Guru et al., 1999). This

~ research ‘mainly focuses on the analysis of inte.ma{ determinants because our purpose is to test
~ the effect of credit management to deﬁosit bank’s profitability. The determinants reflected upon

credit management should be included into internal policy and decisions which can be examined

by ﬁnaI.fci:al_‘_State.meuEs_._ On the other hand, bank’s decisions are also affected by external

regulation, rhu's this research also involves the consideration of external factors. The level of -

profitability is very significant for shareholders of a bank because it shows how effective

strength a_f a deposlt money bank, the level of profitability is predominant, ROA and ROE -are
used as main p'roﬁtabili:ty measures in most of the organizations including banks and financial
institutions. The ROA demonstrates the leve] of net income pro&i.l'ced 'ﬁy the bank and also
determines how the assets wtilized by banks geuerate profit over the years. On the other hand, the
Teturn on equity (RDE) 15 “the ratio of net incomme to ttal equity indicating ret[m:lg 1o shareholders
"on the book value of thenf investment. It measures the raté of return for UW-'nﬁIShlp interest
(shareholders)’ equity of common stock owner, it tells how efficient a firm/bank is at generating

profits from each umt of sharcholdcr equity, also known as net assets or assets minus fiabilities,

Empirical Review

Several studies have been couducted on the u:upact of cred1t manage.mant on the performance of

" management bas utilized their investments (Devmaga 2010). In determining the financial -

—depositioney barks across dﬂffcrenf cou:nﬁ‘les and in N1g a. As with any tu:tanmal insttution,

|

the principal risk in bank i is lending money and not getting it back. On this note, Kagoyire and .

Shukla (2016) studied effect of credit management on perfomance of commercial banks in

Rwanda (A case study of Eqmty Bank Rwanda LTD) 'I'he stody sought to determine the effect
of credit mauagement,op _’ghe financial performance of .commerclal banks in Rwanda. The study
adopts a_dascript.ivé; suwey dcéi.'gn. The target population of study consisted of 57 employees of
Equity bank in Greﬂi_t &epartn-m,ht. The entire population was used; giving a sample size of size of

57 employees. Purposive sampling technigue was used where the entire population was included

in the smdy Primary date was collected using questionnaires which were administered to the

o A
respondents. Desctiptive and inferential statistics wT-.re used to analyse data. The study found that
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client. appreisal credit risk control and collection. pcﬂicy had significant effect on financial -

_ perfonnance of Equity. bank.. The study estabhshed that there was very strong relationship

'between financial performance of Equity bank and client eppralsal, credit risk control and

. collection policy. The study also establlshed that client appralsal credit risk conirol and

= : "couecnon policy significantly influence ﬁnanmel performance of the bank. Collection policy was

;_:found to have a top effect on financial performance and that a stringent policy was more

effectlve in debt recovery than a lenient policy. The study therefore recommends that Bquity

__bank :should. enhance fheir collection policy by adapting a more siringent policy to a lenient
- policy for successful debt recovery.

-5 Lo .‘" . ' 1 .
Th corroboration ‘with-Kagoyire and Shulda (20-1'6} and Uwighe, Olubukunola & Bahafide
- (2015) carried 61_1'1, a stady on credit management and bank performance of listed banks i

Nigeria. The etﬁﬁy"'ajfﬁed to examine the effects of ci'edit-managemE:nt on banks” performance in -
Nigeria, In eemevmg the ebJectlves recognized in this- study, the auchted cnrporate annual
financial statement of the hsted banks covering the penod 200’.? 2011 wete analysed A sum total

of ten listed banks were se]ected and analysed for*ﬂ:ne study by adoptmg the purposwe sampling -

method. However, in assessmg the research poshﬂatiom the study adc}pted the use “of bnth.
clesczlptwe statisties and cconometric analysns “using the linear Tegression methodology
CO‘IIS]StlIlg of periodic . and cross secuonal data in the est:tmahen of the Iegressmn equatmn

Results from the study revealed that W]Jl]“ ratm of non-performmcr laans and bad deht do have a

==gignifi eanr‘negetwf*ffeﬁ‘ﬁ_ fhE‘performance of ban!ﬁs Bl ngena on. the other hand,
(relationship’ between seeured and unisecured loan ratm ancl bank’s pGl'fDI‘HlEIIlEB was not
51 g,mf jcant, I—Ienc.e fhe etudy reeemmends that banks management should put in place or institute
~sound 1enc1mg framework, adequate credit admlfustrahon proeedme aud an eﬁ'ectual and
I_efﬁczent apparatus to momtor Iendmg fonction with an estabhshed ru.le Femi, Maxs.hal and
" Ayodele ('7015) researched on credit risk management and bank performance in N] gerja. This
study JDVBStl gatecl the impact of eredit risk on banks’ performance in Nigeria. A panel éstimation
. of six banlcs ﬁom 20 00 ‘to 2013 was done using the random model ﬁ'amework Result from the -
“ study showed that Creth risk is neganvely and smgmﬁeeutly linked to bank performance;

measul ed via retmn on assets (ROA).
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1

This result sruggests that an increased exposure to credit risk reduces bank profitability. It was
also found that total Ioa:n has positive and significant impact on bank performance. Therefore, to
shoot the cyclical nature of non-performing loans and increase their profits, the banks should

) melemcnt an aggressive deposit mobilization to increase credit availability, and develop a
| trustworthy credit risk mauagement strategy with adequate penalty for loan payment defaults. In
Kenya, Mutl'gya (90]5) studied effect of mitigating credit management on performance of

" commercial banks in Kenya: A case of Chuka Towp The study aimed at investigating the effect
of mitigating credit risk 1o the performance of commercial banks curreitly nperatmg in Chuka
ann in Tharaka Nithi County The study was descriptive in nature. The stucly opted for both

pmmaly arid secondary forms of data The’ secondary data was collected from the documentatmns

accesmble from the banlcs and the pnmary data from vanous banks using questionnaires. Data -

i

was analysed using descriptive stansucs mvolvmg percentages The. study found out that the

banks had policies and swategies of mltzgatmg credit r1sk whlch has d1rect u:upact on their -
perfannanw with the credit section. being acknowledged as the most 1mpo:’sant sector in-the
baukmg section, Tl,us is owed to the fact that credit was the ma_lor investment that 15 being

undertalcen by commercml banks Although aII this are well-known by ch‘IlE[]BlClal banks still’

stress need to be put up for all eredit Hsk pohcias to be observed careful[y as sn.ﬂ commercial

ban_ks experience naks that lead to heavy losses Also it was found that there | was. a mgmﬁcant

viidiesas

J 1dent1ﬁcanon S mammnng and credlt sanctmns)

- .Beck"- Jalcuhﬂ'c. and Piloi (5013) ina :s'rudy 011- Non-Performing Loans (NPLs) in 75 countries
argue 11.1at over the past ‘decade, the credlt quality of loan pertfolios across most countries in the
world remamcd relatively stable until the financial crises hit the global econnmy in 2007-2008.
Since then, average: bank asset quality deteriorated sharply due to the global economic recession.

- Yet the deterioration of loan perfnrmanca Was Very uneven across countriesl. Beck, Jakubik and
Piloi (2013) were interested in explaining these differences in bank asset quality across countries

and over time. In their findings they found no the direct impact of share prices on NPLs and
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' pos’itéd that the ix_npact was less obvious. They flJIlthf:]‘ afgued‘ that to the extent-ﬂlat shé_re.prices
are correlated with house prices they supposed that their findings conild reflect the notion that a
drop in the value of co]laterai for housing loans could negatively affect the loan quality of
consumer loans. Mekaslia (2011) investigated the credit management and its impact performance
on Ethiopian Commercial Banks. The researcher used 10 years panel data from the selected

- commercial banks for the study to examine the relationship between ROA and loan _provision,

' non-performing IQEJIJS and tota] assets. The study revealed that there is a significant relationship

1 between banle performance. and credit risk manang'eﬁt. Ben—Nf‘lceur and Omran (2018) in an
" attempt 0 examine fhe influence of bank regulations, concentration, financial and institutional
development on coﬁnmercial banks’ ‘margin and profitability in Middle East and North Aftica

- (MENA) countries from 1989- 2{]05 have fouud that banlc capitalization and -credit risk have

- posmve and 31gmﬁcant unpa{,t 011 banks et interest margm, cost bfﬁmency and profitability,

| _—;:._Abmla and Olausi (2014) mveshgatad the Jmpact pf cred:t nsk management on the pm'forma.uce
of commercial banks in Nigeria. Fmancial reports of seven. commarmal banking ﬁrms were used
: to analyze for seven years (2005-201 1). Panel regressmn model was employed for the estitnation
of the model. In the model, retur on sqmty (ROE) and return on assets {(ROA) were used as the
performance indicators while non-performmg loans (NPL) and capital adequacy ratio (CAR) as

2 - eredit risk’ managemﬁnt mdlcators The study revealed that creth nsk managemcnt has a

. &i gmﬁcant unpact on the pmﬁtab:hty of cmmmermal bau.ks in ngena

T e i e —r

T
P

| Theoretlcal quamewurk ":- -l

'_.Portfoho Theory Smcc the 19805 bauks ]:.avv:: succcssfuﬂy applied modem porlfolm theory
i (M]?T) o market mk Many banks are now using earnings at risk (BAR) and value at risk (_VAR)
.."models to manage thEJJ.’ interest rate and market risk exposures Uni‘ort:mately, howe:vcr even
. _thotigh cre-::ht risk-remains the largest risk facing most banks, the practlce of MPT to credit risk
.:"has lagged (Ma.1 grabe 2[)0'?) Under the partfolio theory, fraditionally banks have taken an asset-
Be, by-asset appmach tq credit risk management While each bank’s methcd varies, in g:nera] this
" approach involves periodically evaluating the credit quahty of loans and other credit exposures,
applying a credit risk rating, and aggregating the results of this analysis to identify a portfolio’s
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expected losses (Galcure Ngugi, Ndwiga & ‘Waithaka, 2012). According to Gakure et al (2{)12)
the foundation of the asset-by-asset approach is a sound loan review and internal credit risk
rating system. In this approach a loan review and credit risk rating system enable management to

. 1dentify changes in individual credits, or portfolio trends in a timely manner (Gakure et al, 2012).

. Based on the results of its problem loan identification, loan review, and credit risk rating system
_ | management can make necessary modifications to portfolio sirategies or increase the supervision
‘f - of credits in a,nrpely manner (1bid). While the asset—by—asset approach is a eritical component to
- managing credit risk, it does not provide a campletq, view of portfolio credit risk, where the term
i tisk reférs to the possibility that actual losses excesd expected losses. Therefore, to gain greater
insight into credit risk, ba::l.ks increasingly look to complement the assef-by-asset approach witha

quanmanve portfolig review using a credit model. Banks increasingly attempt to address the

mab:hty of the assst—by—asset approach to measure unexpected losses sufficiently by pursuing a -
portfolic apprcach Accordmg to Essendi (2013) the portfolio has a basic assumption that
investors often want to riaximize returns from their investments for a given level of risk and
provides a framework for specifying and measuring investment risk and to develop relatmnshlps
between risk and expected refurns. One weakness with the asset-by-asset approach is that it has
dJﬂ'lculty identifying and measuring concentration. Concentration risk refers to additional
portfolio risk resuli‘mg from increased exposure to a horrower, or to a group of correlated
bonowms i ‘

The traditional portfolio approach uses twu methads namely the expert method and the credit

' “scoring imodels i memwme credit deGision is TP ihe hands of the branch Tending
officer. His expertise, Judgment and WEIghﬁJlgLFOf certain’ factors are the most important
determinants in the declsmn to grant loans. The traditional approach to the assessment of credit
proposﬂmn of borrowers is based on the heuristics or intuition of the loan officer. Heuristic
deeisj; On-malﬂng 1s however not necessarily arbifrary or irrational because it'is based on years

of experience that enable individuals to identify solution guickly without going through an

2 analyfjcal ploce:ss (Rosli, 2000). The 5Cs of credit are always used by banks to assess the
crcdlmorthmess of the potential borrower. The 5Cs of credit refer to Character, Capacity,
* Conditions, Collateral and Capital (Dev, 2009).
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Character assessment is performed to determine the willingness and desire of borrowers to repay

debt. Capacity is described as the borrower’s capacity to borrower and also his repayment

' capacity. Economic conditions will also affect the borrower’s ability to repay the loan. A bank

.

will normally ask for collateral as security against the loan, Capital requirement of the business
indicates the ﬁnancnal net worth of the borrower. The loan officer can examine as many points as

_possible but must include these five Cs in addmu:f to interest rate. In order fo estimate default

pr{:-bab:hty credit scoring models, use statistical and mathematical methods (Togtokh, 2012).

Some writers ‘note that the reason for this increased use of the scoring methods is that the

“methods are relatively. cheap, bases on historical data and simple compared to modern

approaches, For example, Mester (cited in Tc-gtnk.h 2012) revealed W1d35prcad use of credit .

-scofing models showing that 97 percent of the banks use credit scoring to approve credit card

application, whereas 70 percent of the banks use credit scoring in their small business lending.

Transactions Costs Theory: The theory was proposed by Schwartz (1974), this hypothesis
deduces that providers may have a high ground over customary loan specialists in checking the
credit value or genuiné_— iﬁonctary circurhstance of their clients. Providers additionally have a

favored capacity to spifeen and pressure reimbursement of the credit. Every one of these

' superiorities may give providers a cost favourable position when contrasted and money related

organizationss There are ihree we.llsprmgs of cost preferred standpoint as charactenz.ed by

“Petarsen and Rajan (199?), securing of data, cann,[ollmg of the purchaser and rescuing esteem

* from existing 1esource=, ‘The main wellspring of cost preferred standpoint can be clarified by the

premlse that dealms can get data about purchasers at lowel cost and speedier since it is acquired
m the ordmary comse of business. That is, the sum and recurrencé of a purcha.sers requests may

give.a pr uvlde.l a thought of the customer's circumstance; the purchaser's dismissal of rebates for

_early mS_t_a]mpnt may serve to caution the provider of 2 debilitating in his credit-value, and

s dealers -géne:i'ally visit clients more regularly than budgetary organizations.

12
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Methodology
The research was conducted through a historical research design. Historical research design is
| where the researcher explores, explains and understands past phenomenon from- -already existing
| data, This I_:Lel.'fbed' the researcher to arrive at conclusjons about the effect of credit management on
'.-'the }_eroﬁtahility n order_ to explain the present and predict and control the future, The study
; -'--:-_adopted qﬁaﬂﬁtaﬁve research approach which answered the “How™ quesﬁons in the study, thus
- allowed the measurement of relationships between variables in a systematic and statistical
 methed, "-'-_'-:--_ A _ ' .
Pepu!atieu aEld S_emjjliné Techniques: The population of the study are the staff of the 15 banks
quoted on the fi&df‘of the Nigerian stock exchange as at 2018 (i.e. Access'B'ankﬁTJia—nmnd -
Bank Plc, Eco Bank Plc, F1de£1ty Bank Ple, First Bank of Nig. Ple, First City Monument Bark
Ple Guaranty Trust Bank Plc, Polaris Bank Plc, Stanbic IBTC Bank, Sterling Bank Plc, UBA
Ple, Union Bank Plc, Umty Ba.nk Ple, Wema Bank Ple, and Zenith Bank P]c) Purposive
samphng technique was used to select the §taff of these baﬁke based on the criteria that the
banks: have availability ef consistent data-set over the period.
| Methed of Data Collection: The studjr adopted the questionnaire as the data collection instrument -
to gather pru‘narj:y data flom the ﬁeld The mstmment wﬂl be keyed on ﬁve—pemt Likert scale
format ranging from 1=strongly disagree, ?.—Dlsegree 3=Neuta1, 4 Agee and 5=st| ongly agree,

~=“The instrument will e djvrdeﬂ_“le two sections. :
Method of Data Anal ysls T]:Le regressmn methed was adopted to b.ud out the linear relationship
between credit maqag_;ement and bank p1ofitab111ty. The Justification for the use of regression
_ @ethe‘d_ is becejﬁ__s___em_:_iff__sziea-sure's the. reieﬁenshipe existing between two or more variables. It is -
- simple to eolﬂpﬁte%iﬂleﬁt errors and it helps to illusu*ate-ﬂne directional outcome and strength of
ilie Varlable It further shows a precise quantltatwe measurement of the degree of relationship

between dependeut and mdependent variables,

.‘1‘. o
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E
[ ThlS estimatidn was achieved by the use of STATA} statistical software. In-line with the research

‘hypotheses, the following model was formulated:

PRF - B, ﬂlCA + ﬂ;,_CRC' + ,6’ CP+y—————— €}
Where L _
: : ﬁn ' '= : The mtercapt ' : )
,B ﬂ, I Paramcter estimates or coefficients forClient appralsaI Credit risk control

4

“and 'vCollectmn policy

PRF == Profitability -
CA = . : -Clientappraisal
CRC = = Creditrisk cuﬁﬁ‘ej
op o= Collection pohcy
Moo= Error term
EL

3 = ’
Results and Discussion -

The three hypotheses formulatcd in this study were tested using ftlc Z-statistlcs The Z—stanstlcs_ o

is a test of the s1gmﬂcancc of the vanablc used m the reg;ressmn mndel 1t is used tcz denote.'

whether the impact of the axp]anaiory (emgenous! mdependent vmables) acmally have a:

chificant influence on the depandent vanable The dm for accepting or rej ectmg the

null hypothesis for any of these tests was bascd on. the, Probabﬂlty Value (PV) If the PV is less
than 5% or 0. 05 (that 15 PV < 0. 05), it JInphes that the regressor in question is statistically -

| mgmﬁcam at 5% Ieve:l othermse itis not significant at that Ievel ®
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Table 1: Regression Reésults
Method OLS-Appmach
Source Sum of Square DF MSE No. of obs 15
. Model 5.09215396 3 5.09215396 F(1,15) 4.66
Residual 298.013301 12 1.09162381 Prob > F 0.0017
' Total | . 303.105455 15 1.10622429 R-squared 0.7419
- ' - | Adj. R-squ. 0.5698
D.W 1.7454
PRF Coef. Std. Err. Z(PV) [95% Conf. Inferval]
_Cons 2.124196* 0222100  9.5641(0.0000) 1.9521442 2.355327
CA 0.365411* 0.112109  3.25941(0.0011)  0.0241543 1.452145
- CRC 1.524789* 0.045121  2.21476(0.0035)  1.2548754 1.875412
Cp 1.9421 14* 0.1325419  2.897542(0.0012)  1.7652216 2.578746

Note: * ** arid *** indicate sienificant values test at 1 %, 5% and 10% fevels respectively |
Sam'ce Researchers Compufatmrz 2019 (STATA 14)

Usmg the f—statl stic, the study snught to mvestlgate the multiple regression model whether it was
valid or niot. The F statistics ‘was used to determine the model validity. The study found out that

{ ~the model was valid F. (3, 15)_= 38.801, P<0.001. Therefore, this implies that all the three

- predictors (of credit ma:jagcmaut)'{r'ariables' are good in explaining variation in profitability of

depom meney banks. The study also sought to determine the model’s goodness of fit statistics.

The ceefficient of dett’m:lmahnn as mcasurcd by the R®(R-square) (3. G%) shows that credit

| management® &xlﬂam 63 0% of the total varjation in profitability of deposit money banks. This

implies that the stechastlc disturbance: error term e covers 3? O% _

e

Dmbm—W atsen ‘was used to fest for the presencc of senai COIT: elatmn or autocorrelation among

the error terms. The model also mdlcafes that there is 1o autocerre,latmn among the vanables as -
indicated by Du.rbm Watson (DW] staﬂst:c of 1.74 (as the acéeptable Durbin = Watson range is
berween 3 50, and 2. SO) This shows that fhe eshmates are unbiased and can, be rehed upon for

quahty and smmd mvestment and managerial decisions, -

ntheses One

.;::Hﬂl Chent appraxsa] has no significant effect on profitability of deposit money banks in Nigeria

-Table '1 Tavealf:d that Client appraisal has a significant impact on praﬁtabﬂlty of deposit money
banks TJ:us was captured by the value of the Z-statistic (Z) 2.59 and an associated PV of 0.0011
whlch was found to be less than the 0.05, Therefore, the study rejects the first null hypothsSIS

—
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, (HOI) and that client apprmsal has a significant effect on profitability of deposit money banks in
Nigeria .-
o

o ~Test of Hypotheses Twao: r
. H02: Credit risk control has no significant effect on profitability of deposit money banks in

Nigeria-- . | _

" Table 1 also mdlcated that Credit risk control has a significant influence on profitability of
dapusu money barks as captured by the Z-statistic value of 3.17 and it’s associated PV of .
- 0.00013 which was found ‘to be less than 0.05. Therefore, the study rejects the second null
hypothesm (H02) and concludes that credit rlsk cout‘.rol hasa mgmﬁcant effect on profitability of -

J

deposrr mouey- bauks in N1ger1a
"~ Test of Hypotheses Three:

HO3: Collection poliey has no mgmﬁca.nt effect on proﬁtabﬂlty of deposit money banks in
Nigeria '

Table 1 further mdmated that Collection pohcy has a slgmﬁcanf mﬂuancc on profitability of

'deposit money banks as captured by the Z—statlstl_u_s value of 3,17 and its associated PV of

y 0.00013 whigh was found to be less than 0.05. _-'rI'h&refbre the study rejec;ts the third. null
hypothesis (H03) and concludes that collection poLcy hasa significant effect on profitability of
-deposit money bariks in Ni geria

Discussion umed_mos G u S o e wete e e e A

““Findings from the study showed that client appramal have a mgmﬁcani effcct om pr oﬁtabﬂlty of
deposﬁ money bauks in ngena It established that chent apprmsal 1s a viable strategy for credit.
T]:us agrees mth ‘Abiola and Qlausi (2014) whose ﬁndmgs suggﬁ:sts ﬂlat credit managemant via
che.nt appral.saI has a mgmﬁcant impact on the pmﬁtab:hty of commermal banks in Nigeria.
More 50, the study $h0ch that cred:t risk control has a s.1gmﬁcant effect on profitability of
depos1t money banks in N1gena This is in agreement with Ben—Naceur and Omran (2018) in
“'who found that bank caprtahzaﬁan and ¢redit risk control have positive and significant impact on
Ibﬁnks net interest ‘margin, cost efficiency and_pmﬂltabl_h_t}!. Above:all, the study revealed that
collection policy hasa significant effect on profitability of deposit money banks in Nigeria. This

| &3 ,

|
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s

is in line witlv the findings of Kargi (2011) whose findings revealed that crcdjt.ﬁsk management
has a significant impact on the profitability of Nigesian banks.

Conclusion and Recommendation

. The main purpose of the study is to investigate the effects of credit management techniques on

i the perfarmemce of selected commercial banks in Nigeria, Client appraisal, credit risk control '

and cgllectmn 1:0116}', have been taken into account and the directions of their influence on the

| = perfor_mance of loan have been hypothesized. The findings of the study concluded that " client
| '-"”appraisél bad positive and significant effect on the banl’s performance. Collection policy and
< Credit risk corifrol had also a positive and significant influence on the performance of the banks.

These results are in 'lin_e' vi‘r;'t];l.fh'e_ earlier findings as have been discussed in the literature. Based

on the findings, the following recommendations were made: There is need for commercial banks

in N1gena to enhance their ch ent appramal téchniques so,as to improve their financial

performance. Through client appra1sal techmques the commercial bﬂnks in‘Nigeria will be able
te know cr edlt wonluness of cllcnts and thus reduce no n-pe]{onmng loans. There is also need for
commercial ban.ks in Nigeria to enhance their crelt nsk control This may help in decreasing
loan default lsvels This may help in improving thieir ﬁnancxal pe&fonnance As Tegards to credit
I puhcy the banlc shuuld also emphasize on’ collateral and the use ‘of the reminders, insurance

--.pahcy and 1Jae lmganon to m:mmlze costs 1esu1hng ﬁ'om mvestmg in vu[nerabla chants and

maximize retums.

R
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