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ABSTRACT

This study examines the relationship between liquidity management and the financial performance of
deposit money banks in Nigeria, focusing on three key indicators: current ratio, cash ratio, and capital
adequacy ratio. Using an ex-post facto research design, secondary data spanning 2013-2023 was analyzed
from the financial statements of 10 purposively selected banks listed on the Nigerian Exchange Group.
The results of a panel least squares regression reveal that the current ratio positively and significantly
affects return on assets (ROA), while the cash ratio shows a positive but insignificant effect, and the
capital adequacy ratio has a negative and insignificant effect. These findings underscore the importance of
effective liquidity management strategies in enhancing bank performance, recommending optimal
liquidity balancing, cash management policies, and compliance with regulatory capital requirements to
improve operational resilience and profitability.
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11 INTRODUCTION

The performance of deposit money banks is pivotal to the overall health of a nation’s financial system and
economy. One principal objective of these banks is to enhance their financial performance, which serves
as their first line of defense against unexpected losses. Strong financial performance fortifies a bank’s
capital position and improves its future profitability (Ahmed, Mohammed, & Yahaya, 2023). Banks
primarily generate profit through the spread between interest earned on loans and interest paid on
deposits. Consequently, the performance of deposit money banks can be assessed by how effectively
management operates and the outcomes of their strategies. Metrics such as absolute profits, rate of return,
earnings per share, asset quality, liquidity levels, and their contribution to national economic growth are
commonly used for evaluation (Bacon, 2023).

Profitability is crucial for maintaining the ongoing activities of banks, ensuring fair returns for investors,
and strengthening solvency ratios. This becomes even more important in a competitive business
environment (Choudhry, 2022). Banks, like any other businesses, are established to generate profit for
their stakeholders. The achievement of these profits depends heavily on the financial health of the banks,
which is largely determined by their ability to maintain sufficient liquid assets in appropriate proportions.
This enables compliance with regulatory requirements while ensuring normal operations, such as meeting
depositors” demands and pursuing profitable investments (Choudhry, 2022).

A significant challenge faced by financial managers is maintaining sufficient liquidity to meet obligations
as they mature while achieving adequate returns on investments. This challenge stems from the inherent
conflict between maintaining high liquidity levels and maximizing profitability. According to Ndum
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(2021), these goals often conflict because efforts to achieve higher profitability can negatively impact
liquidity levels and solvency, and vice versa. Scholars such as Otekunrin et al. (2019) highlight that a
bank’s ability to meet customer withdrawal needs and other cash flow requirements is a key indicator of
effective liquidity management. Liquidity management encompasses maintaining adequate cash and
equivalent balances to satisfy customer demands and support daily operations while ensuring profitability
for stakeholders (Adhikari, 2018).
Liquidity is the ability of a bank to maintain sufficient funds to meet maturing obligations, including cash,
cheques, withdrawal demands, and new loan requirements, while complying with reserve requirements
(Okaro & Nwakoby, 2016). Effective liquidity management involves the strategic allocation or
withdrawal of liquidity to maintain short-term reserve levels without compromising profitability or
operational efficiency (Adegbie & Dada, 2018). This process requires daily assessment of liquidity
conditions to meet the banking system's needs without distorting financial performance.
On a macroeconomic level, liquidity management plays a critical role in monetary policy, financial sector
stability, and economic growth. Adequate liquidity supports a sound financial system, fostering
sustainable economic growth and development (Bianchi & Bigio, 2022). For monetary authorities,
liquidity management is integral to achieving monetary and price stability. In Nigeria, the Central Bank
has introduced various reforms to ensure financial system stability and restore confidence in the banking
sector (Eze & Agu, 2020). For instance, during the 2008—-2009 global financial crisis, the Central Bank of
Nigeria (CBN) injected over N620 billion into the banking system to address liquidity issues and prevent
systemic failure (CBN, 2013). During this period, Nigerian banks wrote off loans equivalent to 66% of
their total capital, and the number of banks significantly reduced due to recapitalization and consolidation
reforms (Corbae & D'Erasmo, 2021).
The importance of liquidity management cannot be overstated. While insufficient liquidity exposes banks
to risks of insolvency, excessive liquidity can result in missed investment opportunities and high
associated costs (Eze & Agu, 2020). Effective liquidity management requires a tradeoff between liquidity
and investment to avoid sudden financial shocks that could jeopardize a bank’s existence. Liquidity
challenges arise when there is a mismatch between a bank’s assets and liabilities, potentially leading to
financial losses and adverse effects on capital and earnings (Adegbie & Dada, 2018).
Studies have revealed mixed findings regarding the relationship between liquidity management and
financial performance. While some suggest a significant positive relationship, others find weak or
inconclusive connections. For instance, Waswa, Mukras, and Oima (2018) noted that liquidity strategies
had no significant impact on performance during periods of crisis. Similarly, Hassan, Khan, and
Paltrinieri (2019) observed that the impact of liquidity on profitability remains mixed, highlighting the
need for further research. This study aims to contribute to the discourse by examining the relationship
between liquidity management and the performance of deposit money banks in Nigeria.
Effective liquidity management is a cornerstone of a bank’s success. It ensures that banks can meet their
obligations while maintaining profitability. This study explores the balance between liquidity and
profitability, analyzing how it affects the overall performance of deposit money banks in Nigeria. By
addressing the challenges and complexities of liquidity management, this research provides valuable
insights into achieving optimal bank performance.
From the above, the work has the following as specific objectives;
. To examine the relationship between the current ratio and the performance of deposit
money banks in Nigeria.
. To analyze the relationship between the cash reserve ratio and the performance of deposit
money banks in Nigeria.
Il To evaluate the relationship between the capital adequacy ratio and the performance of
deposit money banks in Nigeria.
Based on the objective the hypotheses of the study are stated thus;
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Hoi:  There is no significant relationship between the current ratio and the return on assets (ROA) of
deposit money banks in Nigeria.

Ho2:  There is no significant relationship between the cash reserve ratio and the return on assets (ROA)
of deposit money banks in Nigeria.

Hos:  There is no significant relationship between the capital adequacy ratio and the return on assets
(ROA) of deposit money banks in Nigeria.

2.0 LITERATURE REVIEW

2.1 Conceptual Review

2.1.1 Concept of Liquidity

Liquidity management involves the strategies and practices employed by banks to ensure that they can
meet their cash flow needs while optimizing profitability. It is a delicate balance between holding enough
liquid assets to meet obligations and investing in higher-yielding, less-liquid assets to enhance returns.
According to Adegbie and Dada (2018), effective liquidity management requires daily monitoring of cash
flows and liquidity needs to ensure stability in operations. Excess liquidity, while providing a cushion for
unexpected demands, may lead to missed investment opportunities and lower profitability. Conversely,
insufficient liquidity can expose banks to solvency risks and regulatory penalties.

Types of Liquidity Ratios

According to corporate finance insititute, CFl (2023), the various types in liquidity ratios are current
ratios, quick ratio and cash ratio

1. Current Ratio

Current Ratio = Current Assets / Current Liabilities

The current ratio is the simplest liquidity ratio to calculate and interpret. Anyone can easily find the
current assets and current liabilities line items on a company’s balance sheet. Divide current assets by
current liabilities, and you will arrive at the current ratio.

2. Quick Ratio

Quick Ratio = (Cash + Accounts Receivables + Marketable Securities) / Current Liabilities

The quick ratio is a stricter test of liquidity than the current ratio. Both are similar in the sense that current
assets is the numerator, and current liabilities is the denominator.

However, the quick ratio only considers certain current assets. It considers more liquid assets such as
cash, accounts receivables, and marketable securities. It leaves out current assets such as inventory and
prepaid expenses because the two are less liquid. So, the quick ratio is more of a true test of a company’s
ability to cover its short-term obligations.

3. Cash Reserve Ratio

An important measure of the overall financial health of a company is the level of cash it generates through
normal business operations. As a company operates, cash flows into the business as income and out as
expenses. These activities, known as cash flows, are at the heart of all businesses and determine the
ability of the company to generate profits and continue its operations (Kliestik, et al., 2020).

Cash ratio is another variable used for liquidity management in this work and is of interest to creditors
who are attracted by the ability of a concern to settle her maturing obligations as at when due and
maintains a level of cash to take advantage of other investment activities. However, the level of cash
should be maintained through appropriate trade-off so that profit should be generated by investing any
excess cash to earn returns and identify when the cash level is low so as not to experience financial shock
that may lead to losses.

Cash Ratio = (Cash + Marketable Securities) / Current Liabilities

The cash ratio takes the test of liquidity even further. This ratio only considers a company’s most liquid
assets — cash and marketable securities. They are the assets that are most readily available to a company
to pay short-term obligations.
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4. Capital Adequacy Ratio

The capital adequacy ratio (CAR) is an indicator of how well a bank can meet its obligations. Also known
as the capital-to-risk weighted assets ratio (CRAR), the ratio compares capital to risk-weighted assets and
is watched by regulators to determine a bank's risk of failure. It's used to protect depositors and promote
the stability and efficiency of financial systems around the world (Adam, 2023).

Concept of Financial Performance

Financial performance refers to a firm’s ability to achieve profitability and sustainable growth, primarily
derived from its financial position and statements. These statements serve as tools to evaluate
performance, enabling executives to maximize shareholder wealth and mitigate risks. The performance of
financial institutions is assessed through metrics such as return on assets (ROA), return on equity, and net
interest margin. ROA, a common measure, reflects management’s efficiency in utilizing assets to generate
profits. It depends on policy decisions and external factors like economic conditions. This study adopts
ROA as a key proxy for bank financial performance (Onyekwelu et al., 2018).

2.2 Theoretical Framework

Shiftability Theory

The Shift-ability theory was propounded by Harold G. Moulton (1915). The shiftability theory of liquidity
posits that a bank’s ability to remain liquid hinges on its capacity to shift or sell its assets quickly in the
financial market without significant loss of value. According to this theory, banks should hold marketable
securities that can be readily converted into cash when needed to meet withdrawal demands or other
obligations. This approach emphasizes the importance of maintaining a portfolio of assets with high
marketability, such as government securities or short-term investments, to ensure liquidity under varying
economic conditions.

In the context of liquidity management for deposit money banks, the shiftability theory is particularly
relevant. Effective liquidity management necessitates balancing profitability with the need to meet
obligations as they arise. By adopting the principles of shiftability, banks can enhance their resilience to
liquidity pressures, mitigating the risks of asset-liability mismatches. This strategy also complements
regulatory requirements, such as maintaining cash reserve and liquidity coverage ratios, by ensuring that
banks hold assets capable of swift liquidation during times of financial stress.

2.3 Empirical Review

Abba et al. (2023) examined the relationship between liquidity and the performance of deposit money
banks in Nigeria. The study focused on three key liquidity ratios: current ratio, loans to deposit ratio, and
deposits to total asset ratio. Using secondary data from the banks' annual reports and the Nigerian Stock
Exchange, the results indicated that the current ratio had an insignificant negative relationship with bank
performance. The study recommended that regulatory agencies like the Central Bank of Nigeria (CBN)
enforce policies to ensure efficient liquidity management, thereby improving bank performance.
Igwenwanne et al. (2023) investigated the effect of liquidity management on the performance of banks in
Nigeria from 2012 to 2021. The study used liquidity ratio, cash ratio, efficiency ratio, and loan-to-deposit
ratio as proxies for liquidity management and regressed them against Tobin’s Q. The findings showed a
positive and significant relationship between liquidity management and bank performance, with the
efficiency ratio having the most significant impact. However, the cash ratio had a negative and
insignificant relationship. The study recommended that banks focus on effective liquidity management in
addition to profit maximization.

Bashiru et al. (2022) explored the impact of liquidity management on the financial performance of listed
deposit money banks in Nigeria from 2010 to 2019. Using capital adequacy ratio, liquidity ratio, and
loan-to-deposit ratio as liquidity proxies and Tobin’s Q for financial performance, the study found that
capital adequacy ratio positively and significantly affected bank performance. However, liquidity ratio
had a negative effect on performance, suggesting that higher liquidity ratios could reduce bank
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performance. The study recommended that banks invest idle cash in short-term portfolios to improve
returns and performance.

Ighoroje & Akpokerere (2021) examined the impact of liquidity management on bank performance in
Nigeria from 1980 to 2017. Using the ARDL technique and Granger causality test, the study found a long-
run relationship between liquidity management and bank performance. The liquidity ratio (LQR) was the
most significant factor. The study recommended that the Central Bank of Nigeria enhance monitoring of
liquidity policies to stabilize bank performance and strengthen the financial sector.

Ajose & Balogun (2021) analyzed the impact of liquidity management on Nigerian banks' financial
performance from 2011 to 2020. Using secondary data from annual reports, they found that liquidity
management positively and significantly affected performance. The study recommended that banks
maintain a reasonable level of liquid assets to improve returns and liquidity.

Eze & Agu (2020) studied the relationship between liquidity management and bank performance in
Nigeria, focusing on six internationally affiliated banks from 2013 to 2019. The study found a strong
positive relationship between capital adequacy and return on equity, while liquidity ratios showed an
insignificant negative relationship. The study recommended that banks maintain adequate capitalization
and adhere to regulatory requirements to remain stable.

Wuave et al. (2020) investigated the impact of liquidity management on Nigerian banks' financial
performance from 2010 to 2018. The study found that liquidity management significantly impacts
financial performance, with liquidity ratio, loan-to-deposit ratio, and cash reserve ratio as key liquidity
indicators.

Adhikari (2020) studied the impact of liquidity on profitability in Nepalese banks. The analysis of data
from 27 banks revealed that liquidity had an insignificant impact on profitability. The study aimed to
provide guidance for Nigerian banks' decision-making and policy implementation.

Afolabi & Williams (2019) assessed the financial performance of deposit money banks in relation to
liquidity management from 2009 to 2018. The study, using financial reports from 15 sample banks, found
both positive and negative impacts of liquidity management on bank performance. It concluded that
liquidity management significantly affects the financial performance of Nigerian banks.

Terseer et al. (2020) examined the effect of liquidity management on the financial performance of
Nigerian banks from 2010 to 2018. Using secondary data from five banks listed on the Nigerian Stock
Exchange, the study found a significant and positive effect of liquidity ratio on profitability. However, the
study's limited sample size restricted the ability to generalize the findings.

Dadepo & Afolabi (2020) assessed the impact of liquidity management on the performance of ten
manufacturing companies from 2012 to 2016. The study found a negative and significant effect of current
ratio on profitability (measured by return on assets), while cash and quick ratios had a negligible but
positive relationship with return on assets.

Emmanuel & Stephen (2020) conducted a study on liquidity management and the performance of six
internationally affiliated deposit money banks in Nigeria from 2013 to 2019. The study found a positive
relationship between capital adequacy and return on equity, while liquidity and current ratio had a
negative relationship with return on equity. Bank size had a strong positive relationship with return on
equity, highlighting the need for broader research.

3.0 RESEARCH METHODOLOGY

3.1 Research Design

This study adopts an ex-post facto research design due to the historical nature of the data utilized. The
research investigates the relationship between liquidity management and the performance of deposit
money banks in Nigeria, using secondary data sourced from the annual reports and financial statements of
selected banks. The period under consideration spans from 2013 to 2023, a timeframe that includes
significant challenges faced by the banking sector, particularly in the aftermath of the 2009 global
economic crisis.
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The population of the study consists of the twenty-two (22) deposit money banks listed on the Nigerian
Exchange Group (NGX). However, ten (10) banks were purposively selected based on criteria including
longevity, extensive branch networks, and consistent publication of financial statements. These banks,
which have been operational for over a decade, are considered representative of the banking sector in
Nigeria. The banks selected for the study include Access Bank, Fidelity Bank, First Bank, FCMB,
Guaranty Trust Bank, Stanbic IBTC, Sterling Bank, UBA, Union Bank, Wema Bank, and Unity Bank,
with a total of fifty (50) observations used for analysis.

Data on liquidity management proxies, including the current ratio, capital adequacy ratio, and cash ratio,
as well as financial performance measured by return on assets (ROA), were collected from the annual
reports and financial statements of these banks. The study aims to analyze how liquidity management
influences the financial performance of deposit money banks in Nigeria over the specified period.

Model Specification

This study adopted the following regression models to examine the liquidity management and financial
performance. The variables used are return on asset proxy for bank performance (dependent variable);
current ratio, cash ratio, and capital adequacy ratio (independent variables). To this effect, only one model
shall be formulated. The functional relationship of the model is as follows

ROA=F(CUR, CAR, CSR)...uiuiiiiiieieie e (1)
In the regression form, it is stated as follows:

ROAIt= Bo + B1CURIit + B2CAR it + B3CSRit + Wit....oneeeininiiiiiiiiiieen, (2)
where:

ROA = Return on Asset

CUR = Current Ratio

CAR = Cash Ratio

CSR = Capital Adequacy Ratio
it = Error term

4.0 DATA PRESENTATION AND ANALYSIS

4.1 Descriptive Statistics

The descriptive statistics are presented and analysed in this section, as presented in Table 4.1; it entails
the minimum, maximum and the average values from the data. It also contains the standard deviation,
skewness and kurtosis.

Table 4.1: Descriptive Analysis

ROA CUR CAR CSR
Mean 0.026304 1.145152 0.179674 0.191010
Median 0.019900 0.892850 0.180600 0.150900
Maximum 0.105400 8.456500 0.284800 1.775800
Minimum 0.000000 0.000000 0.000000 0.000000
Std. Dev. 0.019845 1.282980 0.042368 0.241760
Skewness 1.623785 4777838 -1.073374 5.776453
Kurtosis 6.422531 25.62248 8.360511 38.49231
Jarque-Bera 46.37590 1256.433 69.46584 2902.446
Probability 0.000000 0.000000 0.000000 0.000000
Sum 1.315200 57.25760 8.983700 9.550500
Sum Sq. Dev. 0.019297 80.65591 0.087957 2.863941
Observations 50 50 50 50

Source: EViews Version 10
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Table 4.1 above presents the summary of descriptive statistics. The table shows that ROA has a mean
score of 0.026304; this implies that the average score of return on asset in this domain is -0.026 percent.
ROA has a standard deviation of 0.019845, showing that the deviation from the mean is quite high hence;
the data is clustered around the mean. The minimum value of ROA for the firms is 0.000000 and a
maximum value of 0.105400. This reveals that the level of deviation of the minimum from the maximum
value is high. Thus, indicating that some of the banks have high return on assets, while others experience
low returns.

Current Ratio (CUR) has a mean score of 1.15 percent, with a standard deviation of 1.282980, indicating
a minimal deviation from the expected mean. This implies that the data is clustered around the mean. The
result also shows a minimum value of 0.000000 and a maximum value of 8.456500 percent

Furthermore, Capital Adequacy Ratio (CAR) from the table 4.1 reveals that the mean value is 0.179674
with a standard deviation of 0.04 percent, and this implies that capital adequacy ratio is widely scattered
around the mean. While the minimum and maximum values are 0.000000 and 0.22 percent respectively.
Cash Ratio (CR) has a mean score of 0.191 percent. It further shows a standard deviation of 0.241760
percent which indicates a low deviation from the mean. Similarly, cash ratio has minimum value of
0.000000 and a maximum value of 1.775800. This explains that some firms use high level of cash to
operate and run their activities and some others use very minimal level of cash and or consider low cash
in financing their activities.

The Jarque Bera probability value of all the variables is less than 5% level of significance which shows
that all the variables are not normally distributed. This demand that the natural log of all the variables
should be taken in order to make them normally distributed.

4.2 Correlation Analysis

In an attempt to show existence and degree of relationship between pairs of variables in the operational
diversification model, this section presents the correlation coefficients matrix. However, correlation
analysis only depicts the degree and direction of linear relationship between pairs of variables. The
correlation analysis is shown in table 4.2 below

Table 4.2: Correlation Analysis

Covariance Analysis: Ordinary

Sample: 2019 2023

Included observations: 50

Covariance
Correlation ROA CUR CAR CR
ROA 0.000386
1.000000
CUR 0.011620 1.613118
0.465720 1.000000
CAR 0.000205 -0.003313 0.001759
0.248521 -0.062188 1.000000
CSR 0.002786 0.131193 0.000496 0.057279
0.592590 0.431598 0.049373 1.000000

Source: E-views Version 10

The correlation result above shows that current ratio (CUR) shows a positive relationship with ROA of (B =
0.465720). This implies that increase in current ratio will lead to increase in return on asset. Also, the
relationship between capital adequacy ratio (CAR) and ROA is positive (p = 0.248521) at 5% level. This
implies that increase in capital adequacy ratio will lead to increase in return on asset. Similarly, the
relationship between cash ratio (CSR) and ROA is negative (B = -0.592590) at 5% level of significance.
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This also shows that increase in cash ratio will lead to increase in return on asset. The correction
coefficient of each variable is less than 0.7 which implies that there is absence of multi-correlation
between the variables.

4.3 Unit Root Test

The unit root test is performed to test for stationary of the variables. The summary of the panel unit root
test is shown in table 4.4 below.

Table 4.3: Summary of Panel Unit Root Test

Variables Levin, Lin & Chu t* Hadri Level of Co- | Remark
integration

ROA -5.59729 0.0000 0.0000 1(0) STATIONARY

CAR -3.12323 0.0009 0.0001 1(0) STATIONARY

CSR -10.0470 0.0000 0.0001 1(0) STATIONARY

CUR -7.40595 0.0000 0.0034 1(0) STATIONARY

Source: E-views Version 10

The panel unit root above shows that all variables in our study are stationary at levels i.e. 1(0) having a
coefficient value less than 5% in relation to Levin, Lin and Hadri test statistics. This justifies the use of
Panel Least square regression model in testing our research hypotheses.

4.4 Hausman Test

The scientific justification to determine the specific Panel Least square regression techniques to be
adopted is the Hausman test for random effects. According to Gujarati and Porter (2009), the null
hypothesis underlying the Hausman test is that the Random Effect Model (REM) estimators is more
appropriate. If the null hypothesis is rejected (when the chi-square statistics of the cross-sectional random
test is significant), the conclusion is that the REM is not appropriate, in this case the FEM is preferred to
REM

Table 4.4: Hausman Test

Correlated Random Effects - Hausman Test

Equation: Untitled

Test cross-section random effects

Chi-Sq.
Test Summary Statistic Chi-Sq. d.f. Prob.
Cross-section random 3.894087 3 0.0031

Source: E-views Version 10

From Table 4.4, the probability of the chi-square value standing at 0.0031 < 0.05 shows that there is
evidence to reject the null hypothesis. Hence, the difference in coefficients is systematic and substantial.
This implies that there is correlation between the random effects incorporated into the composite error
term and one or more of the firm-specific factors. Thus, the fixed model estimation becomes the best
model that is most efficient, consistent, and preferred in this study for conclusion and recommendation.
4.5 Test of Hypotheses

In this section, the study tests the hypotheses formulated for the study using the panel least square
regression model to determine the effect of Current Ratio (CUR), Capital Adequacy Ratio (CAR) and
Cash Ratio (CSR) on Return on Asset of deposit money banks in Nigeria, Table 4.5 presents the
coefficients of the variables of the study from which the hypotheses are tested
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Table 4.5: Panel Least Square Regression Analysis
Dependent Variable: LOGROA
Method: Panel EGLS (Cross-section weights)

Sample: 2019 2023
Periods included: 5

Cross-sections included: 10

Total panel (unbalanced) observations: 49

Variable Coefficient Std. Error t-Statistic Prob.
C -3.895470 0.662490 -5.880041 0.0000
LOGCUR 0.455915 0.058791 7.754879 0.0000
LOGCAR -0.133642 0.344774 -0.387623 0.7006
LOGCSR 0.087391 0.054750 1.596183 0.1192
Effects Specification
Cross-section fixed (dummy variables)
Weighted Statistics
R-squared 0.779900 Mean dependent var -5.059235
Adjusted R-squared 0.706533 S.D. dependent var 1.990852
S.E. of regression 0.450468 Sum squared resid 7.305169
F-statistic 10.63015 Durbin-Watson stat 1.821061
Prob(F-statistic) 0.000000
Unweighted Statistics
R-squared 0.656161 Mean dependent var -3.845499
Sum squared resid 7.500081 Durbin-Watson stat 1.539644

Source: E-views Version 10

Decision rule: The null hypotheses is rejected if the p-value is less than 5% level of significance
Table 4.5 presents the panel regression result.
HO.: There is no significant relationship between the current ratio and the return on assets

(ROA\) of deposit money banks in Nigeria.

The table reveals that log of current ratio (LOGCUR) has a coefficient value of 0.455915 and a p-value of
0.0000, which is significant at 5%. The result presents substantial evidence to reject the null hypothesis
and accept the alternative hypothesis, which states that current ratio has a positive significant effect on
return on asset of deposit money banks in Nigeria. It also signifies that increase in current ratio will lead

to increase in return on asset of deposit money banks in Nigeria
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HO,: There is no significant relationship between the cash reserve ratio and the return on assets
(ROA\) of deposit money banks in Nigeria.

The table reveals that log of cash ratio (LOGCSR) has a positive coefficient value of 0.087391 and a p-

value of 0.1192, which is not significant at 5%. The result presents substantial evidence to accept the null

hypothesis, which states that cash ratio has a positive but no significant effect on return on asset of

deposit money banks in Nigeria. It also signifies that increase in cash ratio will lead to increase in return

on asset of deposit money banks in Nigeria

HOas:  There is no significant relationship between the capital adequacy ratio and the return on
assets (ROA) of deposit money banks in Nigeria.

The table reveals that log of capital adequacy ratio (LOGCAR) has a negative coefficient value of -

0.133642 and a p-value of 0.7006, which is not significant at 5%. The result presents substantial evidence

to accept the null hypothesis, which states that capital adequacy ratio has a negative but no significant

effect on return on asset of deposit money banks in Nigeria. It also signifies that increase in capital

adequacy ratio will lead to decrease in return on asset of deposit money banks in Nigeria.

Summary of Findings

This study assessed the impact of liquidity management on the performance of deposit money banks in

Nigeria, focusing on three explanatory variables: current ratio, cash ratio, and capital adequacy ratio, with

return on assets (ROA) as the dependent variable. Using panel least squares regression, the findings were

as follows:

1. Current Ratio: The current ratio was found to have a positive and significant effect on ROA.
This result contrasts with Ashraf et al. (2017), who reported a negative relationship in the banking
sector of Pakistan, and Abba et al. (2023), who found an insignificant negative relationship in
Nigerian banks.

2. Cash Ratio: The cash ratio showed a positive but insignificant effect on ROA. This finding
differs from Igwenwanne et al. (2023), who observed a negative and insignificant relationship
between cash ratio and bank performance in Nigeria.

3. Capital Adequacy Ratio: The capital adequacy ratio demonstrated a negative but insignificant
effect on ROA. This outcome contradicts Eze and Agu (2020), who reported a strong positive
relationship with return on equity (ROE), and Dadepo and Afolabi (2020), who found a positive
relationship between capital adequacy and ROE in manufacturing companies. Similarly, Daniel
(2017) reported positive impacts of liquidity management variables, including capital adequacy,
on ROE in Nigerian banks.

These findings highlight the nuanced and context-dependent relationship between liquidity management
metrics and bank performance.

5.1 CONCLUSION
This study critically examined the impact of liquidity management on the performance of deposit money
banks in Nigeria. It explored the effects of three liquidity management indicators—current ratio, cash
ratio, and capital adequacy ratio—on the return on assets (ROA) of banks. The study relied on secondary
data obtained from the financial statements of selected banks, and panel least squares regression was
employed for data analysis. Based on the findings, the following conclusions are drawn:
i. The current ratio has a positive and significant effect on the performance of deposit money banks
in Nigeria, as measured by ROA.
ii. The cash ratio has a positive but insignificant effect on the performance of deposit money banks
in Nigeria.
iii. The capital adequacy ratio exhibits a negative and insignificant effect on the performance of
deposit money banks in Nigeria.
These findings emphasize the importance of effective liquidity management strategies to enhance the
financial performance of deposit money banks in Nigeria.
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5.2 RECOMMENDATIONS
Based on the findings of this study, the following three recommendations are proposed to improve the
performance of deposit money banks in Nigeria through effective liquidity management:
1. Banks should maintain an optimal current ratio to balance short-term assets and liabilities,
ensuring sufficient liquidity without excess.
2. Effective cash management policies should minimize excess cash to reduce opportunity costs
while maintaining operational stability.
3. Compliance with capital adequacy requirements is essential to build resilience against financial
shocks and support sustainable banking growth.
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