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ABSTRACT

fIJI,1 st udvfocnsc» Oil the intcrplov otdomcst«: deb! and honk perfonnance unci /17IIs IJn UIll'IIII" 1711,1h"('1I 111L/(1!'
/(J Im'e,I/I!!-II/e the lon,!!.-J'Jln relationship and direction o] causalitv (11 the 1IIIIwet of domcst« clcb! on hUIII,
11['l'loI'/I/(/lIce IIsIII,'.!. different vitriablcs here 111the earning» per shure. return Oil cqnit; and return Oil cupitul
cnipluvvd. The bank» used are t h« lirs! bunk Ill' ,\ igala l'lc. I nited liank [or .ifiic« l'Ic helll,!!. tlu: t wt) banks
11 ill, hllge pcnctrution In ih« ,\ igel'il/lI hunkln!!- indusuv .:I general 1110de I [or the micro auulvsi» 11 us dl'I'elllfll'c!
11 ith UII/I}It' SIIIIIJ(u'/ ofc, IlIUCI'II model with th« huckgrullJ711 ofa shnnhaneou: cquotio» and lurthe: 11,1(, III vector
(/1I/1I-I'l'.~r,~,\sio/7 cstinnnion procedure. The res Ill/ oj'/h(' analysis .1'/7(111',1/170/ dcunestic del» impairs bunk
perionnunc« but tlu: direction of IIIIINlet Oil the 111'0hunks HII'll's Ilhile domestic debt intpuct» II/(}II IIl',~(/II\'elt
(1/7II'l' ri!IW/7 Oil cunir. oitirs) /Jullk fJlcli)llolled bv it» ('L/mln,!!.1 Iler ,I/1IIre [or { 1I1/('d li{/II/c/II/' Ifl'lell dorncvn:
de", 11I11h1Cl.\'III()S/ /7e,~(/II\'t:lt (Ill 1'1.:/111'/1 on ClIIII/ol t'l1Iplon:d.lil//oll ed hi' its return Oil cqtut, 1I 1,1 bclicvcd tlnu
///(I/I,!!.h dOllll's/le dl'/J{ CUll he used us (/11 insuumcnt tr[cconomic stabilizution. nonetheless. cun: 111/1,11he takc u 10
avou! U .l//lIUIIOJ1 \J hcrebv II makes thv h//.liJ1L'S,1environment /I/7li'ient/It

kn \\ ords: !Jullw.llle Del». IJlIl1k l'crtcmnanc«. Ne/1I1'I7on ('IIIII/ul /,IIIIII(Jl'!'d tomln,!!.,1 Per SI/Urc N(}/~

1.0 i\'TIWD( (TIO,'\
In the <lrgulllcllI agains: the accumulation of public debt i.e. foreign debt and domestic debt much cruicis:» h",
been directed at the accumulation of e.\ te I'lla I debt and less is being snic against the piling lip of domestic debt.
This scenario is not unconnected « ith the IIrong presumption that external debt is more harmful to the
Ilellbcing 01'0 country and businesses within the country than domestic debt. Nigerias domestic debt is llc-flne,i
ll1ainl~ ,b debt insuuments b~ the federal govenunent and denominated in local CUITenC), II con..isied Illainl~
of '\igerion Treasury Bills. "-igel'ian Trensury Certificates. Treasury Bonds, Federal Gov crume nt Dev elopmeut
Siocks. \\ a) s and \ leans and reccru lv considered are Coniractor debts, Of these lots. onl , trt'asur) bill"
1I''::15UI'\ certificates and deve lopmeru SIOCKs are marketable and negotiable while ueasurv bonds, lIal, and
means are not marketable but held b) the Central bank solei) according 10 Asogwa (200-1),

O!!lln (Il)l).)) adducing a reason forthe C(luntr)·s debt,:,stalCd that the resource: hoorn experienced bl \'igni:l « irh
reICl'lllce 10 the agricultural export boom which predated the courur- 's independence until Il)(J2 and the uti
c vpon boom between 197-:'-I(lSO has been fol 10\\ ed b: serious economic problems reflectiv e in higher Ilm:lgn
indebtedness in the post-oil boom y e.rrs. The I'all in oil relenue occasioned b) the oil glut II:lS the til"1
IWI iceahlc period 01' PI'OIlL1UIlCed track de fir it for "igeria,

-\':corciing to Fale ga» (1992) in the period L1f the oil glut. per capita income declined, per capita private
consumpuon fell. export volume became slagnant and \'ig'riCl·s terms of trade declined, C. onscqueutf
borrowing became an indispensable option for financin-: trade deficit and other capital projects, \\ ith reference
I[) -vlison (2001), three reasons hnve been advanced for the gro\\ing government domestic debt. I he first is debt
incurred lron: fin'1I1ling budget deficit The second reason is debt ;Irising from the implementation of monctar,
polic) (the purchase and sale OftITiISUI') bills in the open market operat ious ) and ihirdl , domestic deht 111CIIITCd
io de\'elop the financial sector through the supply of tradable financial instruments so as to deepen financial
markets,

In Ihe ,tlld) of l)lIblic Finance. because of the fact tha: public debt has significant impact on the disuibutiot: of
,CI'I ices and goods, capital nccurnulauon. economic gn)\I,th, income. une mploy IIIern. stabilit) and much more,
,<:\ cl'al theories hil\ e been put forward b) scholar, on thc desirabilu . of public debt and other» isc. The: 1 ie « elf
thl' use ofpublic debt as an eflecriv e insrrurnem uf econouiic plllicl espeCi'lll) in stahilizru ion hih been proved
and recllglli7ed in both academic and policy circles ib discovered b\ the Radcli lfe Comnuuee ot 1'):'7 in
1~llglalld and in this study. the vvorkahilit. of this ill >i,i~cria i, gilc'll some consideration
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'I he aim of thi~ paper is to ascertain quanrirative l. the impact of domestic debt on banks especiall- III

dcv cloping economies using igel'iil as an example,

2.0 LlT[I{ATl IlL In..: \ 1[\\
In "ignia, the hisior, of the existing market for local or domestic debt is traceable to the financial re Ior m ,
initiated b) the colonial administration in 19:,S that resulted in the establishment 01' the Central Ilank 01" '-.igt'I'ia
and the creaiion ofmarketab!e public securities to finance possible fiscal deficus .

.
Ciurk) and Sha« (1973) provided a theoretical basis for creaung public debt. According to them all cconom;
c,ln w el l achieve a hcaltb , growth only if it has Cl sound financial S) stem in which public debt plays an
important and indispensable role, This is because the health of financial systems is dependent on the l)I"ll\ ision
and s(lllndness of public debt including currency supp ly . Hence public debt though in some cases constitute a
problem tu the nl,lIlC1gers of ,In economy. it is also a tool for economic management.

Rapu C:!OO:» stated that factors responsible fix increase in domestic debt include large public cxpcuduure
gl'o\\Ih. high inflation rate and re lnrivety naITO\\ revenue base 11unessed since the 19S0s. high budget deficits
and kl\\ output gro\\ th. Output gro« rh declined sho« ing a record of an m erage value of :',9 percent in 1980-
1')S9: -1.0 percent between 1990-199~ periods. and 2.8 percent in 1998-1999 periods, Public e xpeudiiure ,I, a
percenl<lge or gross domestic product increased from 13 percent in the 1960-1969 period to 29,7 percent in the
I ()90- I ()')-I periods,

III the period of the oil boom. there was a stead) increase in public expeuditure how ever. when the: oil boom
declined In the I ()SO" gO\ ernment expenditure did not decline to be commensurate \\ irh declining rCI enuc.
Conscquenrly . the fiscal operation olrhe go\ernment gave rise to serious deficits, The level of de licit increased
persistent I) a\'CI"(lging :',1 percent in 1980-199-1 and 10.0 in 1990-199-1. Due to the increasing gU\ crnment
evpcnditure. deficits w erc financed in the periods through domestic sources or fund to an ,1\ eragc of 7'),2
percent between I 9S0 and) ear 2002 according to Rapu (2003)

Ola and .vdey emo 11995). w hi le e,\plilining the reasons for increasing public debt on the part 01" go\ernl11cllt
CCll11Clip \1 ith the 1l)lluII ing reasons:

(i) gC)\ ernrncru bOITO\\S to finance emergencies such as natura] disasters and economic depression.

(11) government borrows to finance important capital projects such as water darns. agricultul'al

dev elopmeru projects. I'i\ er basin dex elopmeru projects.

(iii) glwernnlent borrows to finance current exp~hditure in anticipation or reasonable I"t'\enue collection,

The use of budget deficit as an insuuruent of srabitization also is a major reason for the huge domestic debt.

According to Obadan 120(1). for a country like .igeria ilspiring to achieve em iable gro\\th that has been
limited b) domestic resource gap. borrow inj; is required to fill the gap, This is premised on the fact that if
economic gl'O\\ th is constrained b) the lack of borrowed fund, the dual gap analysis stresses the additional role
01" domestic and external bOITOII ing to complement available resources.ln effect, the need to maintain 01' ser, ice
the gO\ ernrnent deficit giljJ which reflects the excess 01' total recurrent and capital expenditure 01 er I'n tnut
which is it major cause of balance of payments gaps is one reason for borrowing funds,

The ill\ esunem. fiscal deficit and balance of pa) rnents gaps are e v iclences of 10\\ produci i, it). 10\1 tax effort.
meilgre foreign exchange earnings due to weak terms of trade. and import dependency. This was S) mbolicall.
represented b) 01110rU) i 1200-1) thus:

\1-:\ ~ I-S-G-T

\\ here
~'I-\ = current account gap

I-S= private sector investment gap

G-T= government deficit gap

3.0,\1 [THODOLOG'I
-I his stud) anal) ses quaruuau. el) the long-run equilibrium relationship and impact or domestic debt on banking
sector performance as it relates to variables such as return on capital employed, return on equit . ilnd e(lrnings
per share. Consequenrly . a micro-approach was usedwith each approach highlighting three variables « ithin the
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Ir.uncv or], nl' <imultnncous equations. The variablcs for the microanalv sis the variables Me the return capiur]
cmpluy cd. return nn cljuit: and carnin~s per share.

~Illirl(ld I 1()X:,) emphasised that the use of return on capital emplo , ed pro\ ides ,1 ~re(ller C\ idcncc 01 the
u\ll('cntr:llion-probabilit: n:lationship in bank> while other ernpiri 'al stlldies po,its that return (In equu , i-. more
depeudab!« in llle'lsurin~ the changes in bank performance 0\ er time be 'ill 1 e banks income and e x pcu-«:
compoueru are murc close:: related to assets.

The ~ 'nnallllldel olthc micro-uppi oa 'h i, cvprcssed <I,:
111'\1 I(Udll).

1-)1'\1 I{()L I{OCL. LPS

1-13',. I 13 \

\\ here I al'e the illCli\ idllal observations and FOB is foreign debts 11 hile DDI~ is domestic debt and 11)1) I, the
lLlt:iI debt.

lllllugh the: emphasis here is on a micro-nnaly sis or the impact or domestic debt on till) selected b;ln\..s the
illdustr: data of pc rforrn <Inee 11 ith reference tu the total ban], deposit. total ban], branches and iotal h;II)\.. lencling
can be explored and for « hich a macro-model to ease further anal:si, lIas developed thus:
HI'\I I nil. uu.. II3D

Ueht IIW, r Dll. ODI3

\\ here
111'\11\ Haul, Pcrlormance
I L~13IS -I otal Bun], Hrnnchc s
1 1-\1 is Tow I 13,m\.. Lend ing
'1 fIt) I, I oi.il !3,lIl\.. Deposit

Hence.
111'\1 a 'd TOR-:I FOB -a_DDI:3
I [)Il=b ., h I I )13-b DDI3-h 13P\1
I,cm c -L 11)13 ~ c , OJ)8~ C, HP\I
DDI3= d'c!_lDI3 -d .rne-a, 131'\ 1..

.. '.:'
.. ".6
..3,7

J8

1 DB is the: total debt while DOB is domestic debt and FDB is the foreign debt

A priori l'\pertatiolls
'I he :1 prior: expectation in this ,tud\ is that domestic debt will depress the performance 01' the b,lnking 5.:ctOI·
and thi, ha, t\l be \ alidared empiricalf . though what is not know» is the magnitude of the impact 01' the
domcxtic debt in gener<ll on the indusu, and specifically 011 the chosen bank s used for this stud)

Estimation Technique
I1I thi, stud:, n siarionaru. test using the unit root approach was fir,t conducted to confirm vvhethe r a long rlln
equilibrium re lauonship ex ists among the variables to .illstif\ the use or eo-integration technique however the
result showed that <Id rh \ ariables are integrated of different order. The implication or this i, that the ncce ssarv
condiuon Ior the use \)1' co-int >gr:ltion has not been fulfilled hence the \ ector Auto regression technique (\ -\ R)
lIa, round to be a better alternativ e and thus used.

One ad\ dllta~.: of \.-\ R 0\ er co-int ~ration is that it assumes all \ ariables ar endogenous and :1nill: ze a
sunuhancit , relationship among the variables in su h alia: that the direction of causalit , and e xogeneuv is
clearl: show n b: the result The uudcrly ing bnsis 1'01' the micro-approach also used is in tandem 11 ith the theory
of cone ntrarion-prufitahilin relationship in banking as was used b: Smirlo k (1985) as I\ell as the lIurk (11'

\latsungil (1985) from the understanding of the fact that banks income and e xpense features or components are
related to assets. \'AR estimation t chnique was also used with the return on equity. earning per share and return
011 cnpua] emp loy ed as proxies.
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l-oIICl\\ing the objectives of the stud) and being a time series analysis. the Vector Auiorcgressive (\ AR)
technique has been used 10 determine the nature of the relationship between l igeria', domestic debt burden and
the variables representing banking sector performance in a simultaneous manner. VAR sholls considerable
predictive abilit) and helps in defining evidence in terms of long run relationship betwee n variables. Vector
-vutoregres sion is one of the most successful. flexible and easy to use technique for the anal:si, of mulriv arinu:
ume series. It i, a natural exteusion ofthc uni varjste autoregressive model III d: narnic muh iv ari.uc time serie •.•.
rhi, \ .-\R model has proven to be especial I: useful for explaining the dv namic behaviour (If economic and
financial rime series and for forecasting, It usually prox ides superior forecasts to those lrou: univ ariaie rime
,eries Illodt:b and elaborate them: based simultaneous equation models.

In structural aualy s is. certain assumptions about the causal structure of the data under illlestigation arc imposed
and tile resulting causal impacts or unexpected shocks and innox auons to specified variables 011 the variahlc-, ill
the mode] ,II't summarized. These causal impacts Me usual I: summarized \I ith impulse reSp(IIlSe Iunctions ,llld
Illrec.bt error variance decornposiuon. l lerc in ill this ,tud: \ AR i~ rhu-, IN~cI tu analy z« the d:n<tmic impact uf
random disturbances 011 thc' ': sien: of I ariables. Debt burden variables arc the domestic debt (DDB), fort'ign
debt (1'f)13) ,Ilid the tGtal debt values (TDI3), whi!e the variables represeruing bank inj; sector performanc«
(Ill'\ I) ill thi, stud: are:
I{OI~ ~ Return 011 Equit:
ROCL - Return on Capital t.lllplo) ed
EPS= Eal'llings PCI' Share

The 1.lg Icngths are chosen usillg Akaike information 'niterion (AIC). c, is k no w» as the impulse innovation or
shocks in the language of \ .'\R. The estimate of \'AR hits been used to determine 01 trace the effect of one
,tanci;II'd dn iario» shock to one of the innovarions 011 current and future values of the endogenous variables.
This an:lhsis is called "Impulse response analysis". Also a difteren: method of depicting the Slstelll dv narnics
i, tll decompose the variations ill total debt burden variable into the component shocks to the' banking sector
performance I <triables ill the \'A IZ: this :In<1l) sis is called "\ariance decomposuion"

The allal: sis centres on both a micro-analy sis that looks at specific banks as a case study.

\.-\ R .-\\.-\ L \ SIS OF THE \IICRO-i\IODEL
The major objeciive under this allalysis is to determine the impact of domestic debt burden on ballkillg
performance on two selected banks. The selected ballks Me First Bank or '\!i~el'ia Plc and tnired Bank 1'01'

:\fiica while the banklllg performance micro-indicill$i's are the earning, per shure (EPS). return on el)uitl ROJ-.
and the rcturu 011 capital emplr» cd (ROCE) the resuliS' of 11 hich are presented beloll

-U) [\lI'II{ICAL RESL LTS;,
This section presents the results of the empirical analysis of the impact of domestic debt on banking sector
performance. The first section reports the results of stationary test conducted 011 each I ariable of the model and
the descriptive analysis. The second section presents the macro-analy sis of the relationship between debt
I nriables and ballkillg sector performance variables. The third-section presents the results of the relationship in it
micro sense using selected banks. while the last section discusses the filldillgs from the results.

The result of' the starionarity test in form of the Pltilip Peron Unit root test is presented in Table -1.2. This test is
Ilcces>:lr: tu avoid spurious regression and to confirm whether the variables do eo-integrate or 1101.- that is
11 herhcr a long-run equilibrium relationship exists among the I ariables.

\ :Iri,lhks in Table .. .Th e banking sector performance micro-variables are Return 011 Equity IlX both L niied
Bank For Africa (L BA) and First Bank (ROEL_ ROEF): Return 011 Capital Employed for the tvvo banks,
(I\OCI~l-\"D ROCEF): Earnin!;!, per shal-e for the 1110 banks (EI'Sl and I:PSI-). -I he third c<llegories arC' the
debt I ariables. These are Total Debt (TDI3)_ External Debt (EDB) and Domesi: Debt (DDI3)_

I he rcsul: ill Table -I.:: sholls that all the variables al-e integrated of different order. \\ hilc all the micro
I ariahles (ROE, I<.OCE. EPS) 1'01' the two banks and Totnl Bank Branches (TI3B) are integrated of order one.
I( I )_ the macro variables (T B L, TB D) and the debt variables (TDI3_ EDB and DDB) al-e each integraied of order
two denoted a, 1(::). The order of iruegrauon is the lev e] at which such it variable is made siarionarv , whi!e
stationarir, has to do \I ith persistence shock.

i\leitllll'hile, Table 4.2 revealed that all the variables are non-stationary it! their own levels (using their raw data)
but are made stationary at different orders. The implications of this result is that the lengths of sustained shock
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arc 1101the ~anlc alllong the variables. \ ariables integrated of' order 111011 ill e vhibit a nWIT p.:rsislenl shock than
the I( I) v ariablcs. Silllpl: put. anv shock received b) sucl: v ariablc» vv i]] l"kL' a ler) Illng p<.:rimi bcflllC Iht,
Cl"lt'Cl disappears, These results do not f;IIOUI' the required necessary condition for co-uuegrnrion. therefore a
condition for the better alternative. the Vector Autoregression (VAR) is met The result of' the VAR (Ire
discussed in subsequent sections.

'1',11 -t ') 1'1 T I'I 1 c .- . uup ('1'011 lilt o ot cst _ Ullllll;HY
I Series 1'1' Test St n rt PI '1., C. v :'% C.\. Integratioll

I
I) (TI3L.2) -10.281-1 -3.685:2 -29705 1(2)

I IXI Lm.2) - I -'. (!')C)7 -16852 -2.9705 1(2)

i DTBB -5.1710 -HF2 -2.9665 I (I)

DTDR(2) --1.-1761 -16852 -2.9705 1(2)

I D(EDI3.2) --1-1<)77 -3 ()852 -2.CJ705 1(2)

! D( DOLL:) -(15338 -3.6852 -2 9705 1(2)

I D(ROEF) -5.-1027 -3.6752 -2.9665 I (I)

D(lWEL ) -5.350., -36752 -2.9665 I (I)
I

I D(ROCELI) --1.39 I 9 -Hl6G1 -2.9627 I (I) I
I
I D(ROCEF) --1.88-19 -36661 -2.9627 I (I)
i

! D(EPSU) -)9808 -3.6752 -2.9665 I (I)
1
, 1)( FPSI:) -70529 -3.6752 -296()~ I (I)

"

l . It T S

Source: Computed lrom rail data ofthe study

\-\ R ,-\'\.-\ L \SIS OF TH E 1\11CRO-I\ I0 DEL
The majur obj ecu . e under Ihis ,111a 11sis is to determine the impact or debt burden 011 bankin:; performance in
1110 selected Banks, The selected banks are FirSI Bank of' Niuerian PLC anr] L:nitc:cI Bank for .vfrica (L BA).
while the banking performance micro-indicators are;q'he Earni~g per share (EPS). Return on Equit) (ROE) and
the Return o n Capiinl Elllplo: ed (ROCE), The Slllll4iar) of the result, of the \ AR analy s}, It)I' the two B,IIli--s
arc presented in Tables -1,6 and-1.7 (sec: the Appendi~:Ior the comprehensiv e result), .

Ta hlc -t.(,: Est imut io n Rcsu lt s for Second -order Frrst l3alll; \,.-\R Snlelll
Dcpcu dcu t va ria b lc El'S (F'lrnillo Per SI1'1r('), '- ~. ~

! \'<lriablc Coefficient Std Error
I

I El'S (-I) 0.2796 - 0,2285
;

.----,- ~--- ---- - ! - ------. ------- --
El'S (-2) -0,1:> 7-1 0.2336

--

DDB (-I) 7.5305 12.0383

DDI3 (-2) 7,8059 12,0679

1 EDI3 (-I) 707.:1 I 12.0358

EDB (-2) 7.7833 12.0759

I
TDI3 (-I) -70876 120333

TDB 1-2) -7.R349 120736

IC 60.3253 22.8016

R2 = O.S:" .-\dj. IU = 0.79. F - Test = 1-1.72
Source: Computed 1'1'0111ra« data
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TalJle 4 ( 0. );1 epelH CII ,Ina c: o a CJ 11("( CII
variable Coefficient Std [ITOI'

[PS (-I) -2.~-17S I .1 174
I

EPS (-2) -2.H>S0 I .1,:)25

DDS (-I) 35.053 .• 58.8704

DDS (-2) 25.55 50.0 I

TDI:3 (-I) -IS.97 58.8~16.:J

~DI:3 (·2) ·38.136 ~<)().:)

--

t \ . bl TDB (T t I D It 13

I{' 0 0.98; .-\dj. I~' = 0.97: F - STAT = 168.0017
Source: Computed from ra vv data

Table .:I.6b Dependent \';II'iable r{OC[ (Return on Capital Employed)-
Variable Coefficient Std error

! IWeE(-I) O..JO..JR ()2(J2..J

I ROCE (-2) O.IO..JO J)S50S

I OilS (-I) -O.OOOS 0.025<)

I DDB (-2) ·O.OOOS 0.02:'9

EDB (-I) -0.0008 0.0250

EOl3 (-2) -0.00085 0.0259

TOB (-I) 0.0008 002~0
i

I TOB (-2) 0.0008 0.0250

C 385 [-05 O.O~ /92

R' = 0.4( \ rHO r F )1(6TI146D \ bl «or (1< 1011 [quit'")); r- (1.1. = .:"I~ . - st» l. = _. ) a J e c qWIl( cut a 1"1a e: - et 1Irr
\ariable Cocffici cut Stc! [1'1'01' I
ROE (-I) 0.5~180

c • 020..J

I
...

I
ROE (-::)

I
0236 --.- o. rso:

i

I
OOB (-I) -00 18~ ... -- 0 122

I 0013 (-2) 0.021 ~ ... _ ...
() 122

! [\)13(-1) -0.015='
.""

O. 122

TDI3(-I) I 0.01<)5 0 1222

TOI3 (-2) -0.0207 0 1223
.-_ .... ._.". -

C 0.006 " O. 182:'
.---.- ---,- .",

f{' = 0.94: .-\d.i. f{" = 0.91: f- st.u = 37.82
Source: Computed from ra« data

The results in tab!e .:J.6 is a surnmarv of the VAR estimates of bank performance indicator using First Bank
!\Iguia IJLC". Comparing the R:. it IS revealed that theRe for dle Return 011 Equity (ROE) is highesl(0.94) while
that of the Earning Per Share is next (0.85) and Return on Capital Employed has the lowest (0 ..:j6). The
interpretation of this is stl'aight forward Return 011 Equity is most affected by the debt burden in First Bank
followed b) Earniru; Per Share and the least affected is the Return 011 Capita] Elllplcll ed.

The results ill Table .:j.6 also portra, sa negative impact ofthe debt variable on the bank performance indicators
in the bank The impact analysis is discussed in subsequent parts ofthis write-up.
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Taille -L7: Estilllation I~eslllts for Second - Order I.IBA \' -\R S, st c m.
Dependent \ ariablc: Larnuu: 1).:1'SItMC ([PS)- c-

va ri a blc Coefficient Std Error
- -

FIJSL (-I) 0.-1-10 I 02030

I-PSL (-2 ) 0.232-1 0_2-12g

I DDI3 (-I) (J.9:; ()<J I D.78
r

I)I)I~ (-2) 13%1 ID.SO

EDB (- I) I .1969 I (J.S I

EI)B (-2) I .1 :;116 I D.79

TUB (-I) -1_2089 I (J.S I

I -I DU (-::~) -1.OS90 10.7l)

C 7.17-17 ICd39
,

I{~= OK-I: Adj. W = (U8: I· - st a t. = 13.:'2
Source: Computed from 1'<1\\claw

Table -l 711 Dependent \'ariable- ROCF (Rct u rn on Capital Fmpl(l\cd)- - -' ------

i
\':I,-iable Co cfficieu: Std Error

I
IWC1:.I-I) -02575 0.1-16

- --- - -- . --- ---- ---- -------- ----- - ---- ----
ROCE 1-2) -D.28 10 OI~2

- - - - ------- --- --- -- -- - -- ---
DDI3 (-I) 0.00015 0.00006

DI)B(-2) 0.00026 .- 0.0006-1

1:1)13 (- I ) 0.000020 0.0006-1

EDB (-2) 0.00016 - -- 0.00006-1

I roe (-I) -0_0002 - .- 0.0006-1

I TDB (-2) -000018 -_ ... ._- 0_0006-1

( 0.016 "-- ..-. _... ". iJ.OO25
,

R~ = 0_7:'; Arlj. W = O.():'; F - s t a t = 7.:'1

T bl -17 Da c r cpcu ( cn t ilrlil c:
\ a riu blc Coefficient Std E rro 1-

ROE (-I) I 02C,22 0.2-18-1

ROE (-2) -0.2-15-1 0.2867

DDB (-2) -0.0-1-11 0.127

DDB (-2) -000768 .- 0.1271

EDB (-I) -00:;92 - _. - - 0.127:>

EDB (-2) -0.0 I 52 .... -~.. -- - 0.127-1

1 DB (-I) 00:;<)8 . - .----.--- .. O. I 272

TDB (-2) 0.0 1-17 -'-'-- .-, D.127:!

C 0 ..:1212 - 0.2~66
t

\ bl ROE

1{~=O.8-1;Adj. R~=O.78: F-st:ll.= 1-1.12
Source: Computed from ra« data
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I he resul: ill'l "hie -17 shuII, Ihe \'AR e,lilllalt::, for the three bank performnncc indicnro r- Ior l 'nired Bank for
Africa (L 1'3.-\) -I he I{ in the three v;)riahlcs are high but EPS and ROE all have tU-1 j(' and 0.7X Adjusted R
This shuII, that rhc effect o l debts on bank performance is equal on the bCllh the Eill'\ling I)e,' Share and RCllIJ'\l
on Equity Also. a negali\c rc latioushi» exists between EPS and the total debt (-I un) IIhilt: a negati\e
relationship exist between Return on Eqllil) (ROE and the domestic debt.

11\'1I'.-\CT A'\-\ LYSIS OF 1'111:: !\IICIHl-1\ 1OOEL
This section presents the analysis of the impact of debt variables on individual banks using the lirst l3i1nk of
i'\igeriil anci the Lniied Banl, [or ,\fl'ican (LI3r\) as case study The result o lihe variance dccomposuion of the
\ AI{ re,ulb presented in iablc-, -1,(, "llcl-1.7 are presented in Table 4.0

Tu hlc ,1.'): \'ariancc DtC'JllIjlo<;ition for hrst Bank PLC
\ ariancc i)eClllllpl)siliull lOf FI'S-

PCI'ilOd I:I)S 008 EDB TUI3
-- - -- - -------- ---,- -

I 100 0000 0.000 000

,1 67} 20.2 10.1 2.5

~ 67.2 10.~ 11.2 2.1

I 7 62R 20.0 In 1.0
1r ') ()2~ I ()3 16.S I .) I
I

10 (, I.~ 19.6 17.7 U

Table -I 0a \ .ui.uuc Dcco mpnsu iou of r~OCE
Period I~PS DDB I [DB I TDI3

! I lOO 0000 c' I 0.000 000 I

I

90,7 0.08 0.1:'

0.0 I I
Ii' 0.006 0.02

o.ocs 0.0) 0.012I :.

I 7 90.8 o.m I 0.09
I

0.012 I

99.6 0.12

0.012

-I0.10 0.012

Source: Computed lrorn ra« data

-I able -1 c) b \'ariallc(' Dcco mpo su io n of ROE

I
Period IWL DoB EDI-3 'I DB

1 I lOO 0.00 (lOO o.oo1

,1. -12.-1 ~ 7.5 2007 0,02

:' ~2.0 -12.9 2-107 0 I~

7 27.-1 -16.-1 260:; 0 1-1

I () 210 -1<)() 20.2 n. U

i 10 2::'.1 -1t).~ 2X.5 0 I~
!

First Banl, LHning per Sha rc (El'S)
Table -1.0 sho« that shocks received by Earning per Share ill First Bank are decomposed as follows: Sustained
impact from its lO\\n lag contributed about 67% in the 111'sl ~ period vvhi le domestic and external debts
conuibured 20~" and 10"" ill the same period. The suslainec' impacis effect fades ~\I'a) gl'adu811) over lime: to
about 67.2"0 in the :,'" period, 62.8"0 in the 7''' period and 61.:;°0 in the 10'" period. The negativ e impact or
domestic debt gradllall) oscillates throughout the 19-perilOci The impact of external debt however increases
from 11.2°·oin the <" period to about 14.3°0 ill the 7'h period and 17.7°/0 in the 10'" period. BUI the impact of
domestic debt in greater. The joint impact of the t wodeb: \ ariables is less and declines graduall , over lime.
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FirSI Ballk Rct u rn 011Capilal Ell1pl('.' eel (I{OCE)
The source of shoe], III Return 011 Capita! Emnloyer: (I~OCE) 011 Firsl nallk is ClHlCCIlII'<Ilcd ull the sustained
impact Iron: ils 0\\11 hlg. lOO"" impact comes [rorn the shock ill Ihe I" period: the shod, fades 0111bUI ICI')
slo\\ I) 01 Cl' the ) ears. 1I reduces 10 99.9 ill the 3rd period 10 about 99.7 and 9().6 in the 9' alld I a' period
respcclilel). -I he impact ofdomestic debt is ler) negligible. About a.OO(,"o in ihe third period which ill reases
ICrI ,iLl\\l~ III o.a.~ ill 7 period. O.D8 in the 9' period and 0.12 in the 10 period.

l lowe . er. the impact of e vternal debt 011 ROCT ill l-irs: Bunk is also ilhigl1ific,1Il1 and ab, 10' Ih:ll1 D..'"''
Ilmlllghullllhe 10 perio.!«. ·\i;.olhejllilll impact ofdebt 011ROCT i-, le" than 0.0:'''0 IlmHlglltlllllhc 10 pcnod».
A gO(ld ,11111111,11')nl'lhis rL"lill i, Ihal w he r: R()CI~ received il suoc], ill I irsl 13illlk i t i, susiuincd. illld never
\\ ipcd out

Fir\! Ballk Ret u ru 011 Lq u itv (HOE)
-\ccLlrtiillg ro -I able -1.9 Ihe source olshock 10 the Return Oil Equir, 011 l-irsl Banl, i~ disuihutcd alllollg the debt
lill'iabks and ils fl'l'dbacJ., I'rlllll ih (1\\11 laus. Shocks received from tecdbac], froru 'I~ o w n la~ \\as ah(llll-l~oo ill
the Ihird period. it reduce, 1,1 about -,-,",,-ill the :,d' period and Iurrher dies out 10 about :'I'~" III ihe I) period.
I he shocb recciled 11'0111doniesuc dcb: increases Iron: about .lS"" III Ihe.> pcriod 10 about -13"" III the "
period and III about 50u" ill the 9'[, period.

III like manner the hod. re .ei , ed from external debt increases from about 20°0 ill the 3 period III about 2-1"'0 III
:' and about :'<)0" ill the 91h period. The joint impact of debt 011 ROE ill First Bank is quire ne:!ligible. it i, less
than IJ.:'''" throughout the I() period. -\ major inference dr<1I11l from Ihis result is that domestic debt problem
impac: more 011 the Rellll'll 011 Equil\ than the e xu.rna] debt problem ill Ihe Fir,1 Rallk.

'1 ahle -1.10: \ a ria urc DI'UlIIlPO,ilioll Io r L 13.-\
\ <l1'iillleC:1)C:C:lIlllJ1l1~iliollllf I':I'S

, Period I LPS I DDB TO::'

I I lOO 0000 I 0.000 I 000

~ ~ 1<) I 8.7 9.~ 0.07
I ":' I 66.7 I ~" ().7 0.:':' I-.' ..)

7 I -I ~ 7 I -17.0 o.: I 0.19
, o I .~;):. -1-1.8 1:'.8 I 0.:'1,

i-l~·9 -10.:' I 0.:'210 16.7- I

T;lhlc -1.1Oa \'ariiIIlC(' Decomposition of' RaCE
I Period ROCE DDB ,_.- c fDFl TDB

I I 100 0.000 0.000 0.00

~ 19.1 26:3. 5-1.:' I 0.06

:' 17.:' ,~ ') -1:'.3 0.0'-,'1._

I 7 1:'.6 I 37.9 -I9 ..'i OO~

9 (1.8 -1:'.2 -17.9 00:'

10 S.9 -I:'.:' -18.6 0.02

a ) c a 1'1:1lice ccomposu ion 0 ~
Period I I{OF DOB EOB TOB i

I I I 100 0.000 0000 O.O()

I .> 76.-1 1:'.6 i.s: o 'cl:'
I < 57.3 .12.1 9.% 0.67, .
I 7 57.7 29.6 11.90 0.80

9 52.6 326 1-1.12 0.69

I 10 -19.9 35 I 1-1.32 0.67 I

T 11 -I lOb \ /) f nor
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l B.\ FamingperShare(EI'S)
lrom Tub!e -1.10. it is sho« n that shocks to E<1rning per share receiv ed from feedback effect of its 0\\ n l<1g \\ as
\cr) severe in fil'st:l periods but it fades <1\\a) gradu<1II). reducing to about 66.7°0 in the 51 period about-l-l°o in
the th anci 39.:::00 in the ()Ih period. However. shocks received frnm the problem of domestic debt in the
economy "as not so severe 011 UI3A Earnillg per share in the first 3 periods. Its impact \IOI'Sell'> a, it increases to
:::~.3I1U ill ,Ih period alid about ·'17°0 in the r: It tries to die out gradu,tlly b) reducing a little to about _1511" III the
<),1,period and :jO.:::oo in the 10'1 period.

Iltllle\ Cl'. the impact of c xrcrual debt on l BA earning per share \1<15 not as grievous as that of domestic debt:
but the impact increased throughout the io" period. It increased from about 9.3u" in the 3,,1 period to (l.7"" ill the
.".15.S""inthe()" and 1(1.7°" ill the 10' period. The combined ill1pactllfthedebt\ariilblesi,ncgligiblc:: le,s
thilll 0.)" u thrllllghllut the 10 periulis.

I B.-\ Rctu rn on Capital lmplo\cd (ROC[)
.-\ look ill Table -I. l Oa suggests that the feed back effect on Return on Capital Employed in ll3.-\ is \cr~ minimal
and reduces over the period. It reduces from 19.1°'0 ill the 3,,1 period to 17.5"0 in the s" 9.8°u in the ()'t. ilnd Of)I'O
in the I (J,h perilld. 011 the other hand. the impact of domesuc debt 011 UI3.-\ l{etul"I1 on Capita] I:nlplo) cd is grcat.
11 Illueil,e, from ::(,.Y'" in the :;,,1 period to 37.:::% the ),h -1:::.:::°0 in the ()II' and-12.:""" .n ihe ro" peiiod

(',lIl1r,II'1 tl) L.ill"lling pCI' Share (EPC,) observation. the impact o lex ternnl debt i, gn:,lIer ou the Return 011 capital
employed in L I3A. It \1(1, worse at the start. about ))()o ill the 3'" period but reduces gradually to about -1)°0 ill
the 5'h about 50"0 in the 711. 4So" in the (l and about -17% in the ro" period. It was also observed that
throughout the 10 periods. the impact ofexrernal debt on the return on capital employed is more than the impact
of domestic debt 011 the same variable. However. the combined impact of debt on the ROCE is quite
in,igniliLilnt.

l BA Return on [quit\ (I{QL)
I rom Tablc -I 10. the decornposu ion o lthc varitn ionor shocks In the Return on Lquit ill L 13.'\ is 11101'c ev eul.
disuilun ed. 7(,-1°" of such shocks. comes lrorn recce! back from its own Ing in the 3,,1 period. '1 his reduce,
coraclualh to about 57.~o·o in the "Ih )8°0 in the 7'h )~.6°,o ill the 9'h and about )O~" III the 10,1. period. The impact
~)rdomestic debt (DD!:)) \\iIS less severe at the beginning and about I ).6"0 in the 3'" period. I hi~ increased
gradualh to about 32"" ill the ),h :::9.(j() " in the r: 3:::.6 ill the 9'h and about 35°" ill the ro" period.

CO"CLl SIQ'\ .-\:'\1) R[CO.\'I.\I['\O.-\TIO'S
.ludging fl"lll11lhis stud). there is no doubt iha: domestic debt impairs the pwfitabilit) o lbanks and <15such other
,1,sl)ci,lted issues such as di\ idends paid to shareholders <11'e uuderminr d whi!e retained earlling, is also
ncgilli\~I) impa .ied. The resultant effect of this is rh~l"1"\igeria banks could be ncgativel) affected m, it concerns
thrir glub;ll cOlllpetiti\ cness. .,.'f .;.. e-, ;.!...•.~

In the nucro ;lIlal) sis \\ ith panicular reference ~Q the:ch;Jd5'~n, banks. domestic debt impacts 1110St neg<1tively 011
the return on equity of First Bank Plc followe€1 by its -effect on earnings per share whi le rt'turn 011 capital
employed is least affected b) demesne debt. However. in the case of United Bank for ..Hrica. going b) this
~lIlal: sis it is the return on capital employed that is most negativel) affected b) domestic debt and this is
fo llovved the return on equit) \\ hill' the earnings per share is least affected. It is thus reconunendedthat the share
ofihe domestic debt of the public debt should be less and in a situation where domestic debt mUSI be the option.
short tcrrn nature domestic debts is adv isable.
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