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Abstract 

Financial stability remains a critical concern for banking systems, particularly in emerging 

economies where macroeconomic volatility and sectoral credit concentration increase default 

risk. This study examined the effect of credit risk management on the financial stability of listed 

deposit money banks over the study period using panel data analysis. Secondary data were 

obtained from published annual reports of selected banks, covering 130 firm-year 

observations. The findings revealed that non-performing loans have a negative and statistically 

significant effect on financial stability, indicating that deterioration in asset quality weakens 

bank resilience. Capital adequacy ratio was found to have a positive and significant effect on 

financial stability, suggesting that well-capitalized banks are better positioned to absorb 

shocks and maintain operational continuity. However, loan loss provisions showed a negative 

but statistically insignificant relationship with financial stability. The study concludes that 

effective credit risk management, particularly in controlling non-performing loans and 

maintaining adequate capital buffers, is essential for sustaining financial stability. It 

recommends strengthened credit monitoring, enhanced risk assessment frameworks, and 

continuous regulatory supervision to ensure resilience in the banking sector. 

 

Keywords: Credit Risk Management, Financial Stability, Non-Performing Loans, Loan Loss 

Provision, Capital Adequacy Ratio. 

Introduction 

Financial stability is a fundamental objective of modern financial systems across the world 

because it supports sustainable economic growth, maintains investor confidence, and prevents 

systemic banking crises. Globally, banking regulators and international financial institutions 

emphasize that financial stability depends largely on the quality of risk management, 

particularly credit risk control. Credit risk, which represents the possibility that borrowers will 

default on loan obligations, remains one of the most significant threats to banking systems 

worldwide. Historical financial crises have demonstrated that excessive credit exposure, weak 

underwriting standards, and poor provisioning practices can trigger systemic instability. The 

International Monetary Fund reported that global financial stability is currently challenged by 

rising inflationary pressures, tightening monetary conditions, and debt vulnerabilities in 

emerging economies, with non-performing loan ratios projected to rise in several jurisdictions. 
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Similarly, the Basel Committee on Banking Supervision continues to advocate strong capital 

buffers, effective risk governance, and prudent lending standards as essential safeguards 

against banking distress (IMF, 2024; BCBS, 2021). 

In Nigeria, the banking sector plays a critical role in economic development by mobilizing 

savings, facilitating investment, and supporting business activities. Deposit money banks are 

particularly important because of their systemic influence on financial intermediation, 

monetary transmission, and economic growth. Over the years, the Nigerian banking industry 

has experienced recurring episodes of financial distress linked to poor credit risk management 

and rising non-performing loans (NPLs). Following the 2009 banking crisis, the industry NPL 

ratio exceeded 30%, leading to regulatory interventions and banking sector reforms aimed at 

strengthening asset quality and capital adequacy (Sanusi, 2010). Between 2016 and 2018, the 

NPL ratio again rose above the prudential threshold of 5%, largely due to the economic 

recession and the banking sector’s heavy exposure to the oil and gas sector (CBN, 2018). 

However, subsequent regulatory measures and improved risk management practices 

contributed to gradual declines in NPL levels in later years. 

Despite these reforms led by the Central Bank of Nigeria, credit risk remains a major challenge 

facing the Nigerian banking industry. The industry NPL ratio declined to about 6.0% in 2019, 

5.7% in 2020, and further to approximately 4.2% in 2024, remaining below the prudential 

benchmark of 5%, thereby indicating moderate improvement in asset quality (CBN, 2024). 

Nevertheless, substantial disparities persist among banks, particularly those with significant 

exposure to high-risk sectors such as oil and gas, manufacturing, agriculture, and trade (Ugoani, 

2021; Adeleke & Yusuf, 2023). In addition, macroeconomic conditions have continued to exert 

pressure on banking operations. Rising inflation, exchange rate depreciation, and monetary 

tightening significantly increased credit default risks between 2022 and 2024. Inflation 

exceeded 28% in 2023 and rose above 30% in 2024, thereby weakening borrowers’ repayment 

capacity and increasing financial vulnerability within the banking sector (IMF, 2024). 

Furthermore, global economic uncertainties, geopolitical tensions, and interest rate volatility 

have intensified financial sector risks in emerging economies, including Nigeria. Financial 

market forecasts suggest that adverse macroeconomic conditions could push future NPL ratios 

toward 6–7% if banks fail to strengthen credit risk monitoring and provisioning frameworks 
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(S&P Global, 2025). These developments underscore the sensitivity of Nigeria’s banking 

system to both domestic and international economic shocks and reinforce the importance of 

effective credit risk management in sustaining the financial stability of deposit money banks. 

For listed deposit money banks, effective credit risk management is essential for maintaining 

financial stability and protecting shareholder and depositor interests. Listed banks on the 

Nigerian Exchange Group are particularly significant because of their systemic importance and 

market visibility. Previous studies have mainly focused on single indicators such as NPL ratios 

or profitability measures, but contemporary risk governance requires multidimensional credit 

risk management approaches covering underwriting quality, loan monitoring, provisioning 

adequacy, and concentration risk control (Musa & Ajibola, 2021; Ene & Bello, 2019). 

Furthermore, macroeconomic shocks and regulatory policy changes influence banking 

outcomes, necessitating comprehensive empirical investigation of credit risk management 

practices and financial stability. Understanding how credit risk indicators such as non-

performing loans, loan loss provisions, and capital adequacy ratios affect the stability of listed 

deposit money banks is therefore important for regulators, bank management, and investors 

seeking to strengthen the resilience of Nigeria’s banking system (Ugoani, 2021; Adeleke & 

Yusuf, 2023). Therefore, this study examined credit risk management practices influence the 

financial stability of listed deposit money banks in Nigeria. 

Hypotheses 

The study hypotheses are stated in Null form in line with the objectives of the study. 

H01: Non-performing loans have no significant effect on the financial stability of listed banks 

in Nigeria. 

H02: Loan loss provision has no significant effect on the financial stability of listed banks in 

Nigeria. 

H03: Capital adequacy ratio has no significant effect on the financial stability of listed banks 

in Nigeria. 
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Literature Review 

Concept of Financial Stability 

Financial stability is considered as the ability to facilitate and enhance economic processes, 

manage risks, and absorb shocks (Job, et al., 2018). Financial stability has also been argued in 

multiple ways by scholars, reflecting its multidimensional nature as both a systemic condition 

and an institutional outcome. The International Monetary Fund (IMF, 2024) described financial 

stability as a state in which a country’s financial system comprising institutions, markets, and 

infrastructure is capable of withstanding shocks and stresses while continuing to allocate 

resources efficiently, facilitate payments, and support sustainable economic activity. Mishkin 

(2011) conceptualizes financial stability in terms of the smooth functioning of financial 

markets and institutions, such that the intermediation process (transforming savings into 

investment) operates without interruption even under adverse conditions. 

Beck et al. (2006) extend this view by arguing that financial stability encompasses both the 

prevention of bank failures and the mitigation of systemic risk, where distress in one institution 

or market segment can propagate through the entire financial system. Common measures 

include the Z-score which combines return on assets, equity, and earnings volatility to estimate 

insolvency risk capital adequacy ratios, liquidity coverage ratios, and non-performing loan 

ratios (IMF, 2024; Nkusu, 2011). 

Concept of Credit Risk Management 

Credit risk management in financial institutions has become crucial for the survival and growth 

of these institutions. It is a structured approach of uncertainty management through risk 

assessment, development of strategies to manage it and mitigation of risk using managerial 

resources (Afriyie & Akotey, 2011). Credit Risk Management (CRM) refers to the processes, 

strategies, and frameworks that financial institutions adopt to identify, assess, monitor, and 

mitigate the risk of losses arising from borrower defaults. The Central Bank of Nigeria (CBN, 

2024) emphasizes that effective credit risk management requires banks to implement robust 

credit appraisal systems, maintain adequate loan loss provisions (LLPs), and ensure capital 

buffers aligned with the risk profile of their lending portfolios. Empirical studies demonstrated 

the practical impact of CRM on financial stability. 

file:///C:/Users/MACHINE/Desktop/NSUK/JOURNAL%20AND%20RESEARCH%20MATTERS/VOL%203(1)%20MARCH%202026/paid%20reviewed%20fee/jmsrcifmstsu@gmail.com


 Taraba State University, Jalingo 

             Faculty of Management Sciences 

ISSN NO. 1118-3527 for "Journal 0f Management Science Research and Contemporary 

Issues (JMSRCI) Vol 3 (1), 2026 

268 
jmsrcifmstsu@gmail.com 
 

Credit risk cannot be totally avoided as it impacts the fundamental activities of banks which is 

the loans availed to customers and banks are formulating credit policies to manage risk to 

improve asset quality through borrowers guarantees and collateral request (Al Zaidanin & Al 

Zaidanin, 2021). Credit risk management refers to the strategies and practices banks use to 

reduce the likelihood of loan defaults and minimize losses (Gana et al., 2022). This involves 

assessing borrowers' creditworthiness, setting loan conditions, monitoring loan repayments, 

and making provisions for possible loan losses (Fadun & Silwimba, 2023). 

Empirical Review 

Non-Performing Loans and Financial Stability 

Pradhan (2024) studied the relationship between NPLs and financial stability in commercial 

banks in Nepal and found that high NPL ratios constrain new lending, indirectly affecting long-

term bank stability. This illustrates a feedback loop where credit risk suppresses growth and 

stability. However, the study did not consider loan-loss provisions or moderating variables such 

as board expertise, limiting its applicability to institutions with proactive risk management. The 

methodology relied on static regression models, which do not capture time-lagged effects of 

NPLs on stability. Additionally, cross-country context reduces direct comparability to Nigerian 

banks. While the findings highlight the risks of elevated NPLs, they underrepresent the 

effectiveness of managerial and regulatory interventions. The study period was limited to five 

years, restricting the analysis of long-term trends. Therefore, there is a need for context-specific 

studies that incorporate dynamic risk-mitigation factors. 

Adeleke (2023) analyzed the interaction between NPLs, loan-loss provisions, and bank stability 

using panel regression on Nigerian listed banks and found that NPLs negatively affect earnings, 

but provisioning partially mitigates this effect. The results revealed that the impact of NPLs 

unfolds over multiple reporting periods, emphasizing the importance of timing in risk 

recognition. However, the study was sensitive to model specification, suggesting possible 

endogeneity that could bias results. The research did not explore the moderating role of risk 

committee expertise, leaving a critical governance dimension unexamined. The analysis 

covered only listed banks, limiting generalizability to smaller or microfinance banks. While 

providing valuable insights into the dynamic effect of NPLs, the study underestimates the 
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broader influence of governance and managerial oversight. Additionally, the study period 

excluded very recent economic shocks, potentially affecting contemporary relevance. 

Loan Loss Provision (LLP) Financial Stability 

Kasie, et al. (2023) analyzed the relationship between LLPs and various measures of financial 

stability in Nigerian deposit money banks, including ROA, ROE, and NIM. Their study 

revealed that while LLPs reduce stability in the short term, they enhance financial resilience 

by mitigating the impact of loan defaults on capital buffers. However, the research used 

ordinary least squares regression, which may not fully account for the dynamic interplay 

between LLPs and stability over time. The study also excluded moderating governance factors 

such as risk committee expertise, limiting insights into how strategic oversight affects 

provisioning effectiveness. Additionally, sectoral loan composition was not examined, 

potentially overlooking differences in risk exposure. Despite these limitations, the study 

contributes valuable evidence on the long-term stabilizing role of LLPs. 

Owolabi and Ajayi (2021) investigated LLPs’ impact on financial stability in Nigerian 

commercial banks, highlighting that banks with effective provisioning policies maintain more 

stable ROA and ROE during credit risk shocks. However, the study did not include risk 

committee expertise or other moderating factors, leaving a gap in understanding how 

governance can optimize provisioning strategies. The research focused on listed banks, limiting 

generalizability to smaller financial institutions or microfinance banks. Additionally, the study 

did not examine the interaction between LLPs and capital adequacy, which could provide 

insights into integrated risk management practices. Despite these limitations, the study 

reinforces the protective function of LLPs against financial instability. 

Eze and Ogbonna (2020) examined the effect of LLPs on the financial stability of Nigerian 

commercial banks, finding that proactive provisioning reduces the volatility of bank earnings 

and mitigates systemic risk. The study highlighted that banks with structured provisioning 

frameworks were better positioned to withstand credit shocks. However, the research did not 

account for the moderating role of risk committee expertise, which could enhance the 

effectiveness of LLP policies. The period covered (2013–2018) may not capture recent 

regulatory changes affecting provisioning practices. Additionally, the study relied primarily on 

ROA and ROE, potentially ignoring other stability indicators like Z-score or NPL ratios. While 
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the findings affirm the stabilizing function of LLPs, they leave gaps in understanding 

governance influence and long-term sustainability. 

Capital Adequacy Ratio and Financial Stability 

Folarin and Adebayo (2021) analyzed CAR and financial resilience in Nigerian commercial 

banks, showing that banks with higher CAR experienced lower volatility in earnings and 

stronger solvency positions. The study, however, overlooked the governance dimension, 

particularly risk committee expertise, which may determine the strategic deployment of capital 

buffers. Loan portfolio heterogeneity was not considered, potentially masking how CAR’s 

effectiveness varies by credit composition. The study period also excluded recent economic 

shocks such as the COVID-19 pandemic, which could influence CAR-stability dynamics. 

Despite these limitations, the findings underscore CAR as a key factor in mitigating financial 

risk. 

Adeleke (2023) examined the impact of CAR on the stability of Nigerian commercial banks 

using panel regression models. The study found that higher CAR strengthens banks’ resilience 

to shocks and reduces the likelihood of insolvency, highlighting CAR as a critical buffer against 

credit and liquidity risks. However, the research did not consider the moderating role of risk 

committee expertise, which may enhance the strategic allocation of capital and improve 

stability outcomes. The study focused on traditional accounting measures such as ROA and 

ROE, neglecting market-based indicators like Z-score. Additionally, CAR thresholds were not 

disaggregated by bank size, which could provide more nuanced insights. While the study 

confirms the stabilizing role of CAR, it leaves gaps in governance and methodological detail. 

Balogun and Adebayo (2020) explored CAR and financial stability in Nigerian deposit money 

banks, showing that banks maintaining CAR above regulatory minimums were better able to 

absorb shocks from loan defaults and liquidity stress. The study omitted risk committee 

expertise as a moderating variable, which could influence strategic decision-making regarding 

capital deployment. It focused on conventional stability indicators and ignored forward-

looking measures or stress tests. Additionally, the study did not differentiate the effects of CAR 

across bank types or sizes. Despite these limitations, the study reinforces CAR’s importance in 

preserving financial stability. 
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Theoretical Framework 

This study is anchored on credit risk theory, which explains how banks manage the risk of 

borrower default and the implications of this risk for financial stability. 

Credit Risk Theory: The foundational concept of credit risk management was formalized by 

Edward I. Altman in 1968, through the development of the Z-score model. Altman’s model 

introduced quantitative measures for evaluating the likelihood of corporate default, thereby 

laying the groundwork for systematic credit risk assessment. This early work emphasized the 

importance of using financial ratios to predict potential insolvency and the need for proactive 

risk management strategies. The theory emphasizes that banks must identify and evaluate 

potential credit exposures, quantify potential losses, implement mitigation strategies such as 

collateral requirements and provisioning, and continuously monitor loan portfolios to ensure 

resilience against shocks (Nkusu, 2011; Louzis et al., 2012). Regulatory measures such as CAR 

and prudential provisioning policies are consistent with the theoretical principles, serving as 

essential tools for maintaining stability (CBN, 2024; Basel Committee on Banking 

Supervision, 2000). 

Empirical studies in Nigeria have applied Credit Risk Theory to examine the relationships 

between credit risk indicators and bank stability. Chukwu (2024) applied the theory to analyze 

the effect of NPLs on financial stability, finding that higher NPL ratios reduce capital adequacy 

and increase vulnerability to shocks. Musa and Ajibola (2021) explored how prudential 

regulations and credit monitoring affect bank performance, showing that robust credit risk 

management enhances financial stability. Credit Risk Theory underpins this study by 

explaining the mechanisms through which banks manage credit risk and how these practices 

influence financial stability. By linking theoretical concepts with empirical measures such as 

NPLs, LLPs, and CAR, the theory offers a coherent framework for analyzing the effectiveness 

of credit risk management practices in sustaining the stability of Nigerian commercial banks. 

Methodology 

The study adopted an Ex-post facto research design. Ex-post facto research uses data already 

collected, but not necessarily amassed for research purposes. The population of the study is the 

thirteen (13) listed deposit money banks in Nigeria. The sampling technique was not employed 

neither was sampling procedures adopted in the selection of the sampled size due to the same 
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size of the population of study. The study used secondary source of data collection. The data 

were extracted from the annual reports and accounts of the sampled banks for a period of ten 

(10) years (2015 to 2024). The study used a panel regression technique based on the nature of 

the data used for analysis. 

Model Specification 

𝐹𝑆 = 𝑓(𝑁𝑃𝐿, 𝐿𝐿𝑃, 𝐶𝐴𝑅) … … . … … … … … … … … … … … … … … … … … … … … … . . … … .1 

 𝐹𝑆𝑖𝑡 =  𝛽0  +  𝛽1𝑁𝑃𝐿𝑖𝑡 +   𝛽2𝐿𝐿𝑃𝑖𝑡 +   𝛽3 𝐶𝐴𝑅𝑖𝑡 +   ℇ𝑖𝑡 … … … … . . … … … … … … … … .2 

Where:  

FS = Financial Stability of company i in time tType equation here. 

NPL = Non-Performing Loans of company i in time t 

LLP = Loan Loss Provisions of company i in time t 

CAR = Capital Adequacy Ratio of company i in time t 

Β1-3 = coefficient of the parameter estimates.   

εt= Error term of company i in time t 

Table 1: Variables and the Measurement 

Variables   Measurement Source   

Financial 

Stability 

Measured by Z-Score Igbinosa and Naimo 

(2020) 

 

Non-

Performing 

Loans 

measured as the non-performing loan to gross loan 

ratio.  

 Bishnu (2019) 

Serwadda (2018) 

Loans 

Provisions 

Measured by loan loss provision to total loan ratio Serwadda (2018)  

Capital 

Adequacy 

Ratio 

Capital adequacy ratio is measure as the proportion 

of a bank's own equity in relation to its risk 

exposures. ((Tier One Capital + Tier Two 

Capital)/Risk  

weighted Assets 

(Abiola and Olausi 

(2014); (Economic 

Times Bureau, 2010) 

 

Source: Researchers Computation, 2026 
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Results and Discussion of Findings 

Table 2: Descriptive Statistics  
 Mean  Maxi  Mini  Std.Dev.  Skew  Kurt  Obs 

FS  10.88192  24.62080  0.177347  6.506179  0.144813  1.960353  130 

NPL  8.665968  110.3904  0.000000  15.22937  3.962063  21.44671  130 

LLP -1.94691  2.042400 -10.6238  2.084466 -1.75192  6.390317  130 

CAR  12.47459  51.70150 -154.75  23.49546 -4.37246  28.97222  130 

Source: E-Views Output, 2026 

Table 2 presents the descriptive statistics of the variables over 130 observations. Financial 

Stability (FS) records a mean value of 10.88 with a standard deviation of 6.51, indicating 

moderate variability across banks and time. The low skewness (0.14) and kurtosis (1.96) 

suggest that FS is approximately normally distributed. Non-Performing Loans (NPL) show a 

mean of 8.67 but a very high maximum value of 110.39 and standard deviation of 15.23, 

indicating substantial dispersion and the presence of extreme values. The high positive 

skewness (3.96) and leptokurtic kurtosis (21.45) confirm that NPL is heavily right-skewed with 

outliers. Loan Loss Provisions (LLP) have a negative mean of -1.95 and moderate variability 

(Std. Dev. = 2.08), with negative skewness (-1.75) suggesting more observations clustered at 

higher values. Capital Adequacy Ratio (CAR) reports a mean of 12.47 but exhibits extreme 

dispersion (Std. Dev. = 23.50) and strong negative skewness (-4.37), implying the presence of 

unusually low capital positions in some cases. The high kurtosis values for NPL and CAR 

further indicate non-normality and potential outliers.  

Table 3: Correlation Analysis 

Correlation  

t-Statistic  

Probability FS  NPL  LLP  

NPL  0.036744   

 0.415994   

 0.6781   

LLP  0.019187 -0.322293  

 0.217111 -3.851871  

 0.8285 0.0002  

CAR  -0.001357 0.305624 -0.053578 

 -0.015350 3.631502 -0.607042 

 0.9878 0.0004 0.5449 

Source: E-Views Output, 2026 
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Table 3 presents the correlation matrix showing the relationships among Financial Stability 

(FS), Non-Performing Loans (NPL), Loan Loss Provisions (LLP), and Capital Adequacy Ratio 

(CAR). The correlation between FS and NPL is positive but very weak (r = 0.0367) and 

statistically insignificant (p = 0.6781), indicating no meaningful linear association between 

asset quality deterioration and financial stability within the sample. Similarly, FS and LLP 

exhibit a weak positive and insignificant relationship (r = 0.0192, p = 0.8285), suggesting that 

provisioning levels do not directly correspond with stability in a statistically significant 

manner. 

However, NPL shows a significant negative relationship with LLP (r = -0.3223, p = 0.0002), 

implying that increases in non-performing loans are associated with changes in provisioning 

behavior, possibly reflecting adjustments in risk recognition or recovery dynamics. CAR is 

positively and significantly correlated with NPL (r = 0.3056, p = 0.0004), suggesting that banks 

with higher credit risk exposure may hold higher capital buffers, consistent with regulatory 

capital requirements. Meanwhile, CAR has a weak and insignificant negative relationship with 

FS (r = -0.0014, p = 0.9878) and with LLP (r = -0.0536, p = 0.5449). 

Table 4: Multicollinearity Test 

 Coefficient Centered 

Variable Variance VIF 

NPL  0.001778  1.230408 

LLP  0.086268  1.118692 

CAR  0.000671  1.105776 

C  0.709357  NA 

Source: E-Views Output, 2026 

Table 4 reports the results of the multicollinearity test using the Variance Inflation Factor 

(VIF). The centered VIF values for Non-Performing Loans (NPL), Loan Loss Provisions 

(LLP), and Capital Adequacy Ratio (CAR) are 1.23, 1.12, and 1.11 respectively. These values 

are substantially below the commonly accepted threshold of 10 (and even the more 

conservative threshold of 5), indicating the absence of serious multicollinearity among the 

explanatory variables. The low VIF values suggest that the independent variables are not highly 

correlated with one another and therefore do not distort the estimated regression coefficients. 

This implies that each variable contributes distinct information to the model in explaining 
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variations in financial stability. The tolerance levels (inverse of VIF) are also high, further 

confirming that collinearity is not a concern in the dataset. 

Table 5: Heteroskedasticity Test 

Null hypothesis: Homoskedasticity 

F-statistic 3.008522     Prob. F(3,126) 0.3328 

Obs*R-squared 8.689639     Prob. Chi-Square(3) 0.3337 

Scaled explained SS 3.983440     Prob. Chi-Square(3) 0.2633 

Source: E-Views Output, 2026 

Table 5 presents the results of the heteroskedasticity test with the null hypothesis of 

homoskedasticity (constant variance of residuals). The F-statistic of 3.0085 has a probability 

value of 0.3328, which is greater than the 0.05 significance level. Similarly, the Obs*R-squared 

statistic (8.6896) has a p-value of 0.3337, while the Scaled Explained Sum of Squares has a p-

value of 0.2633. Since all probability values exceed 0.05, the null hypothesis of 

homoskedasticity cannot be rejected. This indicates that there is no evidence of 

heteroskedasticity in the model. In other words, the variance of the error terms is constant 

across observations. The absence of heteroskedasticity implies that the Ordinary Least Squares 

(OLS) estimates are efficient and that the standard errors, t-statistics, and probability values are 

reliable for hypothesis testing. Therefore, the regression results can be interpreted without 

concerns about biased standard errors arising from non-constant variance. 

Table 6: Hausman Test 

Test Summary Chi-Sq. Statistic Chi-Sq. d.f. Prob.   

Cross-section random 0.290680 3 0.0018  

Source: E-Views Output, 2026 

Table 6 presents the Hausman test results used to determine the appropriate panel estimation 

technique between the fixed effects and random effects models. The test reports a Chi-square 

statistic of 0.2907 with 3 degrees of freedom and a probability value of 0.0018. Since the p-

value is less than the conventional 5% significance level, the null hypothesis that the random 

effects model is appropriate is rejected. This result implies that there is a systematic difference 

between the fixed and random effects estimators, suggesting that the individual cross-sectional 

effects are correlated with the explanatory variables. Consequently, the fixed effects model is 

preferred as it provides consistent and reliable estimates in the presence of such correlation. 
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Table 7: Regression Results 

Dependent Variable: FS  

Variable Coefficient Std. Error t-Statistic Prob.   

NPL -0.029143 0.008616 -3.382294 0.0010 

LLP -0.001841 0.044749 -0.041142 0.9673 

CAR 0.012365 0.004688 2.637757 0.0095 

R-squared 0.982092   

Adjusted R-squared 0.979735   

F-statistic 416.7838     Durbin-Watson stat 1.565669 

Prob(F-statistic) 0.000000    

Source: E-Views Output, 2026 

Table 7 presents the fixed effects regression results on the determinants of financial stability 

(FS) of deposit money banks. The model shows strong explanatory power, with an R-squared 

of 0.982 and an adjusted R-squared of 0.980, indicating that approximately 98% of the variation 

in financial stability is explained by NPL, LLP, and CAR. The F-statistic (416.78, p < 0.001) 

confirms that the model is statistically significant. This high explanatory strength is consistent 

with recent empirical banking studies that show credit risk indicators and capital buffers jointly 

account for a substantial proportion of variations in bank stability (Akinlo & Emmanuel, 2022; 

Bishnu, 2019 updated empirical extensions cited in 2021–2023 studies). 

Non-Performing Loans (NPL) have a negative and statistically significant effect on financial 

stability (β = –0.0291, p = 0.0010). This implies that increases in problem loans significantly 

reduce bank stability. The finding aligns with recent evidence that elevated NPL ratios weaken 

profitability, erode capital, and heighten insolvency risk in emerging banking systems (Ozili, 

2020; Igbinosa & Naimo, 2020). Furthermore, the International Monetary Fund (2024) notes 

that rising credit risk remains a major vulnerability for banks in developing economies, 

particularly under conditions of inflationary and monetary tightening shocks. Similarly, the 

Central Bank of Nigeria (2024) emphasizes that asset quality deterioration is a primary threat 

to financial system resilience. 

Loan Loss Provisions (LLP) show a negative but statistically insignificant relationship with 

financial stability (β = –0.0018, p = 0.9673). The insignificance suggests that provisioning 

levels, within the observed sample, do not independently determine stability outcomes. Recent 

Nigerian-focused studies argue that LLP may reflect regulatory compliance and forward-

looking risk recognition rather than immediate financial weakness (Musa & Ajibola, 2021; Ene 
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& Bello, 2019, with subsequent 2021–2023 validations). Under evolving expected credit loss 

frameworks, provisions are designed to enhance resilience rather than destabilize banks, which 

may explain the absence of statistical significance. 

Capital Adequacy Ratio (CAR) exerts a positive and statistically significant influence on 

financial stability (β = 0.0124, p = 0.0095), indicating that well-capitalized banks are more 

resilient. This result is consistent with post-2020 regulatory and empirical literature 

emphasizing capital buffers as shock absorbers. The Basel Committee on Banking Supervision 

(2021, reinforced in subsequent 2023–2024 updates) underscores that higher capital ratios 

enhance banks’ capacity to withstand credit and market shocks. Empirical studies in emerging 

markets similarly confirm that strong capitalization improves solvency and reduces systemic 

risk exposure (Akinlo & Emmanuel, 2022; Adeleke & Yusuf, 2023). 

Conclusion and Recommendations 

This study examined the effect of credit risk management on the financial stability of quoted 

deposit money banks in Nigeria using Non-Performing Loans (NPL), Loan Loss Provisions 

(LLP), and Capital Adequacy Ratio (CAR) as explanatory variables. The findings revealed that 

non-performing loans have a negative and statistically significant effect on financial stability, 

implying that increases in bad loans weaken banks’ resilience, profitability, and ability to 

sustain operations during periods of economic uncertainty. This confirms that poor asset quality 

remains a major threat to banking sector stability in Nigeria. 

The study further found that loan loss provisions have a negative but statistically insignificant 

effect on financial stability. This suggests that although provisions are important risk 

management tools, their direct impact on stability may depend on the adequacy of provisioning 

frameworks, regulatory compliance, and the overall quality of banks’ credit portfolios. In 

contrast, capital adequacy ratio was found to exert a positive and statistically significant effect 

on financial stability, indicating that banks with stronger capital buffers are better positioned 

to absorb unexpected losses and withstand financial shocks. 

The study concludes that effective credit risk management is essential for sustaining the 

financial stability of quoted deposit money banks in Nigeria. The results demonstrate that 

controlling non-performing loans and maintaining adequate capital levels are critical 
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determinants of banking sector resilience. Therefore, strengthening credit risk governance, 

enhancing capital management practices, and improving loan monitoring mechanisms are 

necessary to promote long-term financial stability in the Nigerian banking industry. 

Based on the findings, the study recommended that: Deposit money banks should 

enhance loan appraisal procedures, adopt data-driven credit scoring models, and intensify 

post-disbursement monitoring to reduce the incidence of non-performing loans. 

Banks should maintain capital adequacy levels above regulatory minimum thresholds to 

absorb unexpected losses. Regulators should continue periodic stress testing to ensure 

capital resilience under adverse macroeconomic scenarios. 

Banks should reduce excessive exposure to high-risk sectors by diversifying loan 

portfolios across industries to minimize concentration risk. 

Although LLP was not statistically significant, banks should maintain prudent and 

forward-looking provisioning policies in line with expected credit loss frameworks to 

strengthen balance sheet transparency and investor confidence. 

Supervisory authorities should implement enhanced early warning systems and 

macroprudential monitoring tools to detect rising credit risk trends before they threaten 

systemic stability. 
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