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ABSTRACT
Historically, Liquidity risk has played a vital role in most of the banking crisis. Failure of  
banks’ operations is connected in one way or the other to poor liquidity management.  
This study examines the impact of liquidity risk on net interest margin of listed deposit  
money banks in Nigeria. The study applies longitudinal panel data regression to analyse  
the relationship between the dependent variable, net interest margin and the independent  
variables liquidity risk of the sampled banks. Furthermore, the study utilised secondary  
data extracted from the financial statements of the banks over an 8 year period from  
2007 to 2014. The result of the GLS fixed regression provides evidence that liquidity risk  
has no significant impact on net interest margin of listed sampled deposit money banks in  
Nigeria. Based on the findings, the study recommends among others that the apex bank  
should provide incentive to ensure a competitive banking environment that will motivate  
banks to manage their liquidity risk. 

Introduction
Banks play a crucial role in modern economies due to their ability to transform liquid 
deposits from the liability side of their balance sheets into loans as illiquid assets on the 
asset side. In any economy of the world, banking sector stands as the main source of 
external capital  to  firms.  It  plays vital  role  in  the  payment system and serves  as the 
medium for mobilizing savings from the surplus sector of the economy to the deficit 
sector (Abd Karim, Chan, & Hassan, 2010). Liquidity is seen as a flow concept which is 
referred to as unhindered flows among the agents of the financial system and the ability 
of realizing these flows. Inability of financial institution to realize the flows would render 
it illiquid. An entity is liquid as long as outflows are less than or at least equal to inflows 
(Nikolaou,  2009).  Banking  firms  are  likely  to  face  a  maturity  mismatch  because  of 
mortgage lending and short-term deposits. This mismatch can cause poor performance in 
the banking sector.  Depositors  may demand their  money at  an inconvenient time and 
force the fire-sale liquidation of illiquid assets. A bank may lose not only the confidence 



of its customers if funds are not timely provided to them but also its reputation may be  
affected in this situation. 
Banks are usually exposed to various risks in pursuit of their business objective, such risk 
range from credit, market, liquidity, and operational risks among others. The inability of 
deposit money banks (DMBs) to adequately manage these risks exposes banks not only 
to losses, but may also threaten their continued existence as business entities, thereby 
endangering the stability of the financial system. On the contrary, proper management of 
such  risk  yields  high  profitability  and  aid  in  the  stability  of  the  financial  systems. 
Liquidity risk occurs when the banks are not able to meet the payment of commitment 
they have made. For banks to minimize their exposure to risk they can hold enough liquid 
assets at any point in time but this is not economically wise for them because these liquid 
assets  held  would  be  yielding  low returns.  Banks,  therefore  face  a  tradeoff  between 
holding low-yield liquid assets and investing the low-yield liquid assets  in high-yield 
illiquid assets (Strahan & Strahan, 2008).
Provision of liquidity through intermediation is considered as the main role of banks in 
the financial system (Nikolaou, 2009). Conversion of liquid deposit liabilities into illiquid 
assets such as loans forces banks to be vulnerable to liquidity risk. Therefore, Liquidity-
risk  management  aims  to  ensure  a  bank’s  ability  to  perform  continuously  this 
fundamental  role  (Armstrong  &  Caldwell,  2008).  In  a  situation  where  deposit 
withdrawals, maturing loan request and liabilities are met without setback is regarded as 
liquidity (Akhtar, Ali, & Sadaqat, 2011). For an efficient operation of any business, cash 
plays vital role, it is considered as the needed input that keep the business running. Liquid 
assets are highly needed in banking sector (Ojong, Bassey, & Awo, 2014). A situation in 
which banks are not able to liquidate their assets at a reasonable price is regarded as 
liquidity risk. Liquidating bank’s asset urgently may lead to losses in the prices of the 
assets and reduction in earnings (Arif & Anees, 2012). Liquidity risk is reduced if a bank 
holds  greater  levels  of  current  assets.  Banks  that  have  greater  holding of  short  term 
liabilities  are  potentially  exposed  to  liquidity  problems.  Bennett  (1986)  identifies 
liquidity  risk  as  another  element  that  may contribute  to  the  riskiness  of  the  banking 
system in terms of its net interest margin (NIM). Nevertheless, the bank is exposed to 
liquidity risk due to these activities particularly loan commitments. Banks that hold more 
liquid assets such as cash, government bonds and securities are expected to receive less 
interest income than banks with less liquid assets such as loans.

Statement of the Problem
Several studies on the impact of liquidity risk on NIM are available, though they are 
mainly  limited  to  developed  banking  market  in  the  US,  Europe,  Asia  and  some 
economies  in  Africa.  Generally,  studies  on  the  determinants  of  NIM  seem  to  have 
received  little  attention  in  Nigeria  at  the  moment,  especially  studies  on  the  ex-post 
consolidation phase. Though, a handful studies on the impact of liquidity risk on NIM of 
listed DMBs especially during the ex-ante consolidation era in Nigeria were conducted 
by  Aremu, Ekpo and Mustapha (2013), Ani., Ugwunta and Imo (2012), Ani, Ugwunta, 
Ezeudu, and Ugwuanyi (2012), Echekoba, Ezu and Egbunike (2011), Owoputi, Kayode 



and Adeyefa (2014). There however existed no study that covered exclusively the ex-post 
consolidation era. This limitation clearly indicates a gap within the literature that needs to 
be filled. This study therefore is conducted in order to fill  these gaps. In view of the 
aforementioned, this study is therefore posed to examine the impact of liquidity risk on 
net interest margin of listed deposit money banks in Nigeria. The study will ventured 
towards seeking an answer to the question: what impact does liquidity risk have on the 
net interest margin of listed deposit money banks in Nigeria?

Objectives of the Study
The main objective of this study is to:

1. Examine  empirically  the  extent  to  which  liquidity  risk  impacts  on  net  interest 
margin of DMBs in Nigeria.

Research Hypotheses
In view of the aforementioned objectives, the study hypothesizes that: 
H01:  Liquidity Risk has no significant effect on net interest margin of DMBs in Nigeria.

Literature Review 
Various  studies  were  conducted  on  liquidity  risk  and  net  interest  margin. In  a  study 
conducted by Godfrey (2015) to examine the relationship between liquidity risk and bank 
performance for South African banks for the period between 1998 and 2014. The study 
findings proved that there was a negative significant deterministic relationship between 
net  interest  margin  and  funding  liquidity  risk.  By  the  same  token,  Dabla-Norris  and 
Floerkemeier  (2007)  examined  the  effect  of  liquidity  risk  on  net  interest  margins  in 
Armenia using a bank-level panel dataset for the period 2002 to 2006. The study found 
that bank liquidity risk was negatively significant to net interest margins.  Equivalently, 
Yakup (2014) explored the impact of liquidity risk for Turkish bank’s net interest margin, 
using a  bank-level  panel  dataset  extending from 2002 to 2013.  The empirical  results 
suggested that liquidity risk in Turkish deposit banks had a significant negative impact on 
net interest margins. Correspondingly, Ahokpossi (2013) examined the impact of liquidity 
risk on bank interest  margins using a sample of 456 banks in 41 sub-Saharan Africa 
(SSA) countries. The results showed that liquidity risk was negatively associated with 
interest margins.
Conversely,  Almumani (2013)  examined the factors that determine bank’s  liquidity risk 
of thirteen (13) Jordanian commercial banks over the 2005-2011 intervals on NIM. The 
findings of the study revealed that the liquidity risk positively did not show any statistical 
effect on profitability using NIM. In the same way, Achsania (2013) examined the impact 
of liquidity risk on NIM of Indonesian Conventional Bank within 2007 to 2011. The 
findings  of  the  study  revealed  that  liquidity  risk  had  insignificant  impact  on  NIM. 
Similarly, Ugur and Erkus (2010) investigated the significance of liquidity risk on the net 
interest margins of domestic and foreign banks in Turkey from 1994 - 2001 using a panel 
data random effects model. The result of the panel data analysis showed that liquidity risk 



had a positive insignificant relationship with the net interest margin. Equally, Parmendra 
and Neelesh  (2011) analysed the effect of  liquidity risks  on the net interest margins of 
banks in a Small Island Fiji for 2000–2010 period. the results obtained indicate that the 
liquidity risks of banks in Fiji were positively insignificant to NIM.
On the other hand, Doyran (2013) examined the consequence of liquidity risk on NIM in 
the Argentine commercial banking industry over a period of 1994 to 2011. The findings 
of  the  study  revealed  that liquidity  risk  was  positively  significant  to  the  net  interest 
margins in the Argentine banking industry.  By the same token,  Shahidul and Shin-Ichi 
(2015) studied the effect of liquidity risk on net interest margins of banks (NIMs) in four 
South Asian countries (Bangladesh, India, Nepal and Pakistan) for the period 1997-2012 
using panel data of 230 banks. The study found that liquidity risk affected net interest 
margins positively. 
Studies conducted in Nigeria include; Aremu, et al (2013) conducted a study to examine 
the impact of liquidity risk on net interest margin of deposit money banks in Nigeria 
using first bank of Nigeria plc as a case study for the period 1980 - 2010. The finding of 
the study revealed that liquidity risk represented by the variable total loans to total assets 
ratio was negatively related to NIM. However, Ani., et al (2012) in their study examined 
the impact of liquidity risk on NIM in Nigeria from 2001 to 2010. The regression results 
indicated that liquidity risk when NIM was used as a dependent variable had a negative 
and insignificant relationship with NIM.
 In  the  contrary,  Owoputi,  Kayode  and  Adeyefa  (2014)  investigated  the  impact  of 
liquidity risk as a bank-specific indicator on the profitability of banks in Nigeria adopting 
NIM from 1998 to 2012. The study revealed that there exist negative significant effects of 
liquidity risk on the NIM of banks in Nigeria. In a different vein, Echekoba, et al (2011) 
determined the effects of liquidity risk of Bank in Nigeria on NIM for the period of 2001 
to 2010. The findings based on the analysis elucidated that liquidity risk has a positive 
significant impact on NIM.  Similarly,  Haruna (2011)  analysed the impact of liquidity 
risk on NIM in sampled thirteen (13) quoted banks in Nigeria’s pre consolidated banking 
period.  The  findings  of  the  study  revealed  that  liquidity  risk  was  positive  and 
significantly impacting on NIM.

Methodology
The research design employed in this study is ex post facto research design in line with 
historical and descriptive research.  The population of the study consists of all the Sixteen 
(16) listed DMBs on the Nigerian stock exchange (NSE) as at 31 st December 2014. The 
sample size of this study was 13 listed DMBs. correspondingly; banks had to meet the 
following criteria’s to be included in the sample. 
First,  sample banks must be operating within the Nigerian banking sector and should 
have its stocks listed on the Nigerian stock exchange. Secondly, sample banks must be 
classified  as  deposit  money  banks,  thus,  merchant  banks,  foreign  banks,  non-public 
banks,  state  banks,  investment  banks  were  excluded.  Thirdly,  sample  bank  financial 
statement is publicly available and accessible on its website. Finally, sample bank must 



have being in  existence from 2005.  Overall,  sample  banks  that  met  these  conditions 
accounted for 81 per cent of total assets of the banking industry. Another justification for 
the sample choice is the fact that the sample banks used for this analysis are among the 
10 banks declared by the Central bank of Nigeria to be systemically important in the 
country as at September, 2013. Data for this study was obtained from the archival source. 
The  study  used  Secondary  panel  data  extracted  from the  published  annual  financial 
statements of the sampled DMBs over the 8 year (2007 - 2014) period of the study. The 
study  consists  of  one  dependent  variable,  net  interest  margin,  and  one  independent 
variable:  liquidity risk. 
The panel data multiple regression model for this study is stated as:
NIMit = βit + β1LRit + μit

Where:
NIM Net Interest Margin
LR  Liquidity Risk
β1 - β5 Coefficient of the independent Variables
µ
β0 

Error Term
the intercept

Table 1: list of variables and their measurements
Variables Definition  Of 

Terms
Measurements

DEPENDENT VARIABLE

NIM Net  interest 
margin

Interest  income  -  interest  expense  /  Average 
Earnings asset
Dabla-Norris and Floerkemeier (2007)

INDEPENDENT VARIABLE

LR Liquidity Risk Ratio Of Total Liquid Assets To Total Assets.
Parmendra and Neelesh (2011)

Source: author computation (2015).

The  panel  data  regression  techniques  of  the  study  adopted  the  Stata  10.x  software. 
Normality test for the residuals was also carried out using Shapiro-Wilk. Based on the 
result,  data  transformation  was  carried  out  to  normalize  the  data  set.  Furthermore, 
regressions were run, controlling for fixed effect (FE) at one time and random effect (RE) 
at  the  other  time.  The  outputs  showed  considerable  difference  between  FE  and  RE, 
thereby  casting  doubt  on  the  pooled  regression  results.  In  order  to  clear  the  doubt, 
Hausman specification test was carried out based on the estimates of the two models. On 



the basis of the result, the fixed model was considered as the best fitted model. However,  
Diagnostic  tests  were  carried  on  the  fixed  result.  First,  Multicolinearity  test  was 
conducted. The result revealed an absence of multicolinearity. 
4.0 Data Presentation and Analysis
The summary of  the  descriptive  statistics  of  variables  used for  the  study is  given as 
follows.

Table 4.1: Summary of Descriptive Statistics
Variables Mean Std. Dev. Minimum Maximum
NIM 0.5894231 0.2781312 -1.90       0.92 

LR 0.8531731 0.183225 0.40
              1.6
9

Source: Output generated using Stata (2015)

Table  4.1  showed  the  summary  of  descriptive  statistics  of  the  data  used  for  all  the 
variables of the study. From the table, the mean values of NIM and LR are 0.5894231 and 
0.8531731 respectively. In addition, the level of variables during the period of the study 
lies between –1.90 and 0.92 and 0.40 and I.69 respectively for NIM and LR. To check for 
normality of the dataset, Shapiro-wilk test for normality was conducted. The summary of 
the result is given below:

Table 4.2: Summary of Shapiro-wilk Test for Normality
Variables Probability
NIM  0.00000
LR 0.00003

Source: Output generated using Stata (2015)

Table 4.2 gave the summary of the normality test. The observation is all the variables 
indicated  data  non-normality  distribution.  This  is  clear  from the  p-values,  which  are 
significant  at  1% level.  The  rule  in  this  test  is  that  significant  p-values  imply  non-
normally data distribution. In order to solve the problem of non-normality of data, data 
transformations were carried out on the data sets. After data transformation, regression 
analysis was run. The summary of the GLS fixed regression is presented in Table 4.4. 
Table 4.4: Summary of GLS fixed Regression Result

Variables Coefficient t-values Probabili
y

C -0.505407 -14.89    0.0000
LR 0.0898036 0.71    0.4780

R2 0.42



F-stat 3.74
Prob > F 0.0001

Source: Output generated using Stata (2015)
Table 4.4 contains the summary of the GLS fixed regression output. From the table, the 
estimated GLS regression relationship for NIM model is: NIM = -14.89 + 0.71LR
The table revealed that the R-squared (R2) value, which is the appropriate using Stata, is 
0.42. This means that about 42% of the systematic variations in the selected banks’ NIM 
are jointly explained by changes in liquidity risk of the banks. This implies that while the 
explanatory power of the model used in the study stands at 42%, other factors that have 
not been captured in the study explain the remaining 58%. The F- stats returned a value 
of 4.74 that is significant at 1% level. This confirms the overall significance and fitness of 
the model. It further supports the assumption of a significant linear relationship between 
the dependent variable and the independent variable of the study. 
The result showed LR returned a positive value of 0.71. In addition, the p-values of LR 
were also found to be statistically insignificant. The result provided a basis of failing to 
reject the null hypothesis. This means that based on the GLS regression result liquidity 
risk in the industry does not really matter as far as the NIM of the players is concerned. 
The finding of the study, which shows that  liquidity risk  has no significant impact on 
NIM of listed DMBs in Nigeria, supports the studies of Almumani (2013) and Parmendra 
& Neelesh (2011) and negates the findings of Aremu et  al  (2013),  Ani  et  al  (2012), 
Owoputi et al (2014) And Doyran (2013). Given that banks are an important source of 
financing to both individuals and corporate organisations, the result of this study could be 
used as a basis for formulating policies that will make banks to raise and manage their  
liquidity risk in view of the positive relationship that exist between liquidity risk and net 
interest margin of banks. It is obvious that policymakers are of the strong consensus that 
banks  need high manageable  liquidity  risk  in  order  to  foster  a  more  stable  financial 
system and to help avoid the occurrence of financial crisis. 

Conclusion
In view of the aforementioned findings, this study concludes that as far as the Nigerian  
banking industry is concerned, mere reduction in the bank liquidity risk as suggested by  
theoretical postulation, does not affect net interest margin of listed deposit money banks  
during the period of the study.

 Recommendation



Based on the  conclusions,  the  study  recommends  that  the  apex bank should  provide 
incentive  to  ensure  a  competitive  banking  environment  that  will  motivate  banks  to 
increase and properly manage their liquidity risk. 
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