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Abstract
The paper employs panel data estimation techniguéss/estigate the effects of economic opennessiétrand
financial openness) and inflation on commercialksaprofitability in Nigeria. Using panel data ftine period
2005 to 2012 on a sample of 14 commercial bankkdncountry, the empirical analysis based on thelom
effect model selected on the basis of Hausmanréssit indicates that the impact of financial opsssion
commercial banks’ profitability was positive andrsficant while the impact of trade openness was gbsitive,
but statistically insignificant. Inflation and barsize were also observed to have had insignificapict on
banks’ profitability in the study period. Furthevidence from the analysis is that financial opesnasd
inflation adversely affected commercial banks’ fiadfility in the heat of the global financial c852007-2010),
marked by the downward trends in return on assetast of the banks within the period. These findisgggest
inter alia that economic openness could enhance the profitabfl commercial banks if the banks could take
advantage of the opportunities it offers. The paperefore recommends greater integration of thenty's
economy with the global market, active participataf Nigerian banks in trade finance and merchamtking,
establishment of foreign branches of the commefmaalks in other countries particularly in countneigh fast
growing economies, quality asset management, sestdation in cross-border capital flows and lowgrihe
rate of inflation particular in periods of glob@hdncial crisis, etc. to enhance the profitabitfythe commercial
banks.
Keywords: Financial OpennessTrade Openness, Inflation, Commercial Banks' Pabflity, Panel Data
Estimation, Nigeria.

1. Introduction

An open economy interacts with other economiesthef world through the channels of trade, finance,
information technology and international migrati@@onomic openness, according to Whitman (1969 tesm
used to signify a high degree of interaction with butside world. This interaction occurs throuigl ¢hannels
mentioned above. The degree of openness of an egodetermines to a large extent the volume of trade
between the country and the rest of the world (Dwei2006). It also determines the intensity oWflaf capital
and information between the country and the outsiddd, and the rate of international migration.

The effect of economic openness on economic grdwaghbeen the subject of intense debate in receas.t
While the proponents of neo-liberal economic pelicargue that openness is key to rapid economigtigr@and
that more open economies tend to experience fgebevth than the less open economies, the opporeatsf
the view that economic openness has tended tadréiargrowth of most less developed countries stheg
embraced neo-liberal economic policies.

Economic openness has pervasive effect on thethgrofaa country’s economy, as virtually all sect¢fdly or
partially liberalized and deregulated) are affecbgdit. The effect on any given sector is eithendfiial,
detrimental or insignificant, depending on the leskdevelopment, or the strength of the sectolis Thaper
investigates the effect of economic openness ormptbfitability of the banking industry of Nigeriafinancial
sector, focusing on the commercial banks.

Commercial banks are key players in the money etaakd by extension, the financial system of amenu.
They are seen as engine of growth of all economiegew of their role as mobilizers of funds frohetsurplus
unit to the deficit unit of the economy. They tHere play crucial roles in the financing of econorgrowth.
Commercial banks perform numerous functions, atjéted toward economic progress and developméet. T
ability of the commercial banks to perform theinétions is affected (positively or negatively) bultiplicity of
factors, some of which are bank-specific and otheos- bank specific. The bank specific factordude inter
alia bank liquidity, capital base, bank size, etc., lelthe non-bank factors affecting the performanté¢he
commercial banks include the macroeconomic andam@onomic factors such as inflation, trade andnfired
openness, monetary and fiscal policies, demanbdok loans by firms, etc.
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The ability of commercial banks to play their abed roles in the process of nation building depeaads very
large extent on their profitability, i.e., how wehley are able to generate impressive returns ein #ssets,
capital, shareholders’ equity investment, etc. mpowrcial bank whose profit is dwindling or decligimay
eventually become distressed, and an economy wahynof such banks is bound to retrogress, whergsas a
observed by Athanasoglou, Brissimis and Delis(206i&d in Alper and Anbar (2011), an economy with
profitable banking sector is better able to withdtanegative shocks and contribute to the stabditythe
financial system, and hence, to economic growthdewelopment.

Though several empirical researches have beenuctel to investigate the effect of various economic
variables on commercial banks’ profitability or fmmance, none have addressed the effect of ecenomi
openness on commercial banks’ profitability in Nige This paper represents the first attempt agstigating
the effect of economic openness on commercial banditability in Nigeria (using the methodology Bfnel
Data Regression), in the period following the cdidsdion exercise marked principally by the recaliation of

the banks which were directed to beef up theirtagiase to minimum o£N25 billion from minimum &2
billion. The consolidation exercise which startedJune 2004 ended in December 2005. At the endheof t
exercise, the country had 25 commercial banksgamst 89 pre-consolidation (Donwa and Odia, 2011).

2. Literature Review

2.1 Economic Openness and Commercial Banks’ Profitabity
i. Financial Openness and Commercial Banks’ Profitiaabil

The multilateral organizations such as the Wor&hiB International Monetary Fund (IMF), the Worldade
Organization (WTO), etc. advocate opening up offthancial system of developing countries to paay vior
entry of new competitors (foreign financial instituns) to bring about lower credit rates and cost strengthen
the countries’ financial system (Penido de Fre#tad Prates, 2000; Stichele, 2004). This is pa#ityltrue in
economies where there is credit crunch, and a langeber of the commercial banks have to borrow fthen
central banks to boost their lending capacitie® fidies at which they lend therefore depends oivdiné rate,
and in most cases where the bank rate is higHetiting rate will also be high. This is where fgreifinancial
institutions which are independent on loans fromdéantral bank of the countries in which they ofiereome in.
Since they are largely funded by the parent bamisgd in the highly industrialized countries, theg able to
lend at rates lower than that of their local coypaiets. Though this may be favourable to indusstisland other
borrowers, as well as to the entire financial systthe effect on interest income, and hence, tbétability of
the domestic banks could be adverse. Liu (2005¢mvies that the liberalization of trade in financarvices
under the WTO indeed strongly promotes bank loardeveloping economies, though not evenly, depgnadim
country characteristics.
It has been predicted that under conditions ofdpknness, “financial sectors in developing coestvwhich are
relatively capital poor by global standards shobkl swamped by foreign capital” (Pepinsky 2009, .p.1)
However, strong banks in developing countries coislle advantage of financial openness (or financial
globalization) to enhance their profitability bytaslishing offices or branches in other countrpgticularly the
fast growing emerging market economies to provid®vative financial products and services wherg tre
needed.
Financial openness implies capital account lihzstibn, and full liberalization of the financiaéator connotes
free movement of capital in and out of an econonthaut any restrictions. This suggests among ottieata
nation’s financial system is opened up to inteoral competition when it is fully opened or libézad. For an
ill-prepared economy such as those of the undeldped or developing world, financial liberalizati@ould
have adverse effect on the financial sector anddyeam economic growth (Aigheyisi, 2003). The adeesffect
of full scale liberalization of the capital accowtcurs through several channels or mechanisms.o®each
channels is the channel of capital flight which Idoadversely affect the availability of investitflends, driving
up lending interest rates or cost of capital, asdbmand for capital exceeds its supply, creatisigabntives for
investors to borrow and reducing commercial barrkditpas their net interest margins (NIM, calcuthtas the
difference between interest income and interesees@s such as those paid on deposits divided byesit
bearing asset, and multiplied by 100% to expresd\tiM in percentage), which is also a measure ofiability,
nosedive. Another channel through which financibédalization affect the financial sector is thrbudirect
investment of foreign banks headquartered in d@ezlacountries, in a developing or emerging markehemy.
The parent bank based in the foreign (developedintcy is responsible for a large percentage of the
funding/financing of the operations of its brana)(er subsidiaries in the developing world. Accogdito
Classens et al, 2001; Clarke et al, 2001, as aité@epinsky, 2009, the foreign banks operatingdmedbping
countries are able to outcompete their domesticteoparts by offering lower interest rate on loahigher
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deposit interest rate to depositors thereby mabdiznore fund from large depositors and earningenmofits
than their domestic counterparts, whose profitleaee more likely to decline. They are also ableutcompete
their local counterparts and expand their custodegosits by introducing attractive new banking picig
which the domestic banks are unable to developurthér mechanism is equity participation (throughefgn
portfolio investment, FPI) of foreign investorslatal firms (banks and non-banks) which reduces themand
for commercial banks’ loans and advances, conselyushrinking the banks interest income.

Penido de Freitas and Prates (2000) have showrthtbampact of inflows of foreign investment (diteand
portfolio) on the financial markets of Latin Ameaiit economies made possible by financial liberabpataries
according to the degrees of financial openness, gpecific institutional characteristics of each ioa@l
financial system, and the different macroeconon@oagement option with regard to external capitalvs The
researchers observe that as a result of finanbialdlization, foreign firms assume growing impada in the
Latin- American economies of Argentina, Brazil aiéxico, as the countries adopt liberalization meesuo
capitalize their banking systems, enhance compstiimong banks to seek new sources of profit and to
strengthen their positions in globalized marketse Tonsequence of this measure of financial libetbn has
not been too pleasant. For example, in Argentiegjnning from 1997, foreign financial institutioembarked
on series of total or partial acquisition of lobalinks, and this resulted in a situation where, tti¢hexception of
the country’s two big public banks (the Banco d&l&ion and the Banco de la Provincia de Buenossiirall
the main banks came under the control of foreigramsd the three biggest banks controlled by noitdeess
have continued to expand their market share, wwhédocal banks tend to have lagged behind.

Claessens, Demirguc-Kunt and Huizinga (2001) itigate how net interest margins, overhead, taxés qoad
profitability differ between foreign and domestiartiks using 7900 bank observations from 80 countnig¢ke
period 1988-1995 and find that foreign banks haighdr profitability than domestic banks in develupi
countries, while the opposite hold for developedntaes.

Bayraktar and Wang (2004) applying panel data ssjpe in a study to investigate the impact of fgnebank
entry on the performance of domestic banks and ti@wrelationship is affected by the sequence arfomal
liberalization in a sample of 30 developed and tging countries in the period from 1995 to 200&dfithat
foreign bank entry significantly improves domesdbiank competitiveness in countries which liberalizkdir
stock market first, and in these countries, praxfitl cost indicators are negatively related to taes of foreign
banks. The study also finds that countries whibbrklized their capital account first seem to biehess from
foreign bank entry.

The outcome of empirical research by AbdelazizuMband Helmi (2011) to investigate the effecffiofincial
liberalization on banking profitability in Tunisiasing panel data analysis of 9 Tunisian banks twermeriod
1980 to 2009 reveals, on the basis of random edfeetror component model selected using the Hanses, a
negative and significant relationship between faianiberalization and bank profitability in theentry.
Andries and Capraru (2013) analyze the impactnaficial liberalization and reforms on bank perfanoe in
17 countries from Central and Eastern Europe (CBE}he period 2004 to 2008 using a two-stage eicgdir
model that involves estimating bank performancehim first stage and assessing its determinanteemext
stage, and find that countries with higher leveliloéralization and openness are able to increaseefficiency
and eventually to offer cheaper services to clients

ii. Trade Openness and Commercial Banks’ Profitability
The extent to which trade openness affects théitgbdity of commercial banks depends on the degoé
openness of the economy, the volume of trade betwle® country and other countries, the extent tichvh
international traders (importers and exporters)eddpon, or make use of loan facilities from the owercial
banks for trade finance, and the extent to whiehdbmmercial banks engage in merchant banking raoi t
finanace, amongst others. Not much research hasdmelucted to investigate the effect of trade apes on
commercial banks’ profitability, and consequenthe tliterature on the effect of trade openness @ th
profitability of commercial bank is still very leaft is hoped that this research will contributgrgficantly to
expanding the extant literature. However, in a ptiadinvestigate the role of openness in bank iefficy with
respect to income levels of selected African cdastrAsongu (2012), using the fixed effect paneéhdmalysis
of 29 low and middle income countries in the coeihfinds that trade and financial openness bréesis
efficiency in low income countries. While financigpenness has same effect in the middle incometiéesinthe
effect of trade openness on bank efficiency in(thieldle income) countries is statistically insigoant.

2.2 Inflation and Commercial Banks’ Profiability

The effect of inflation on commercial bank prdfiiiity is an issue on which conclusion cannot bavdr hastily.
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Empirical investigations into the relationship beem the variables have been inconclusive as thénfis have
been mixed. While some investigations observe pesitelationship between the variables, others vese
negative relationship, and yet others observe gnifgtant relationship.

Empirical work by Tan and Floros (2012) to invgate the effect of inflation on bank profitabilily China
using a panel of 101 banks comprising 5 state-owmestks, 12 joint stock commercial banks and 84 city
commercial banks, and employing the two-steps @gdimed method of moments (GMM) reveals that in the
period 2003 to 2009 inflation was positively rethte bank profitability and cost efficiency. Thaidy further
finds a positive relationship between inflation ahdnking sector development as well as stock market
development. Similarly, in a study to investigdie factors explaining low profitability of Chinebanks in the
period 1997-2004, Garcia-Herrero, Gavila and Sartara (2009) find that inflation positively affedbanks’
profitability measured as pre-provision profit oassets and pre-tax return on asset (ROA).

Empirical research by Flamini, McDonald and Scheinga (2009) employs the two-step Generalised Mettiod
Moment to investigate the determinants of commeéiudak profitability in sub-Saharan Africa (SSA) imid
2000s using a sample of 389 banks in 41 SSA camand finds amongst others that inflation hassitipe
effect on banks profit, suggesting thenks forecast future changes in inflation corngeethd promptly enough
to adjust interest rates and margirtidowever, Munyambonera (2011) investigates sontbekey determinants
of commercial banks profitability in sub-Sahararriéd using an unbalance panel data set of 224 caoimhe
banks from 42 countries for the period 1999 to 2G0& employing the random effect estimator. Thalyesis
shows a negative, but statistically insignificaglationship between inflation and banks profitdyaili

Naceur (2003) investigates the determinants ofistaim banking industry profitability in the perid®80 to
2000 using the fixed effect panel data regressad,finds that inflation has no impact on bankenest margin
and profitability. Similarly, Alper and Anbar (20)L&xamine the bank-specific and macroeconomic detamnts
of profitability of banks in Turkey in the perio®@2 to 2010 using fixed effect panel data modedcted based
on the Hausman test on a balanced panel dataset(@0) commercial banks, and finder alia that inflation
(measured as percentage change in consumer pdes)iexhibits statistically insignificant effect drank
profitability measured as return on asset (ROA) ertdrn on equity (ROE). However, Abdelaziz, Mouddid
Helmi (2011) find a significant negative effectinflation on bank profitability in the country (Tigia) from the
random effect panel data analysis of a sampleraf munisian banks in the period 1980 to 2009.

Santoni (1986) observes that unanticipated imifativhich is the difference between realized inflatiand
anticipated inflation) causes the real value ofaakbto fall, and because banks are typically netlitors in
nominal instruments, bank owners lose wealth wheret is unanticipated inflation. He also observest t
increase in anticipated inflation affects banksaimvay that is quantitatively similar to unanticigétinflation
because both represent a misguess about inflation.

Boyd and Champ (2003) investigate the effect ofatidn on financial market performance, and finatth
inflation is negatively associated with banking ustty size, real returns on financial assets andk ba
profitability. It is also observed that that a piv@ relationship exists between volatility of asseturn and
inflation.

Syafri (2012) investigates the factors affectiragk profitability in Indonesia in the period 20622011 using
fixed effect panel data regression model. The em®irmnalysis reveals that inflation has negatiffece on
banks’ profitability, measured as ROA.

Using fixed effect panel data regression modelcteteon the basis of Hausman test, and adopting &@Anet
interest margin as measures of profitability, Yitm@013) analyses the determinants of bank pradifiitaln
emerging markets with unbalanced panel data orba8ks in the period 2005 to 2010. The analysisaievhat
for both measures of profitability, inflation imgacnegatively and significantly on commercial banks
profitability.

In a study to examine the profitability indicatm®22 public and private commercial banks of Pakisn the
period 2006-2009, Ali, Akhtar and Ahmed (2011) eoypthe least squares methodology and find thatas® in
consumer price index (CPI) negatively and signiftbaaffects profitability (or ROA) of commercialabks in
the country. Similarly, in a study to investigate tinfluence of bank-specific and macroeconomictofacon
profitability of commercial banks in Pakistan iretheriod 2007 to 2011, Bilal et al (2013), findttfa@ a sample
of 25 commercial banks selected out of a populatfd38 commercial banks in Pakistan as at 2011agtioh has
negative significant effect on ROA. However, Glushad and Zaman (2011) also investigates the impfac
assets, loans, equity, deposits, economic growflation and market capitalization on commerciahks&major
profitability indicators (such as ROA, return onuéy (ROE), return on capital employed (ROCE) arat n
interest margin (NIM) separately) for the Pakistacdnomy using the pooled ordinary least squaréS)@anel
data estimation technique for a sample of 15 coroi@ebanks in the period 2005 to 2009, and find®agst
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others, that inflation positively impacts commekdanks profitability, and this impact is signifitaat the 5%
level. However, considering the limitations of {@oled OLS panel data estimator, this finding cartmorelied
upon for policy.

For commercial banks in the Malaysian financiatteg Sufian (2009) finds that higher inflation gatas a
positive impact on Malaysian banks’ profitability the period from 2000 to 2004. It is also obsertieat
economic growth has a negative effect on Malaysianks’ profitability. Furthermore, the empiricahdiings
suggest that Malaysian banks with higher creditsrisnd higher loan concentration exhibit lower padiflity
level, while commercial banks with higher leveloafpitalization, higher proportion of income fromnAmterest
sources, and high operational expenses tend tdiextigher profitability level. Similarly, empiri¢aevidence
from the work of Sufian (2010) also indicates titammercial banks in the Republic of Korea with high
capitalization levels tend to have higher levelspdffitability. It also reveals that inflation haspro-cyclical
impact on banks’ profitability in the country. Tanel fixed effect regression results indicate thiiation has
significantly positive impact on commercial banksffiability measured as ROA.

Vong and Chan (2009) examine the impact of bardradteristics as well as macroeconomic and financia
structure variables on the performance of the bapkidustry in Macao using the GLS estimation tégha for

a regression based on fixed effect estimation bylipgp bank data across five(5) banks in the couirirthe
period 1993-2007. The analysis indicates amondwrpthat inflation has significant positive effemt bank
profitability (measured as ROA) in the country.

In a research to evaluate the impacts of speicifernal and external factors on bank profitabifity a sample
of 86 commercial banks in the new EU member stésgaria, Hungary, Lativa, Lithuania, Poland and
Romania) in the period 2003-2011, Roman and Torsaléa.d.), employing panel data find analysis fitidst
inflation has significant positive impact on comwial banks profitability measured as return on agerequity
(ROAE).

Aremu, Ekpo and Mustapha (2013) employ the metbbaointegration and error correction modeling to
investigate the determinants of banks’ profitapilit Nigeria using First Bank of Nigeria Plc as ttese study.
Evidence from the study indicates that inflatiors r@significant negative effect on the profitalyilaf the bank.
However, giving that the study only focuses onrayle bank, this finding cannot be generalized Far éntire
banking industry of Nigeria.

Trujillo-Ponce (n.d.) investigates the determisanit profitability of banks in Spain in the perim 1999 to
2009 by applying the system GMM estimator to adangmber of banks in the country. The empiricaliltes
indicate amongst others, that inflation has sigaifit positive effect on bank profitability measuesdROA, and
insignificant positive effect on profitability mea®d as ROE, in the country.

3. Variable Description, Model Specification and Estination Methodology
3.1 Variable Description/Definition and Sources obData
1. Profitability.
The measure of profitability adopted for this reshas the ROA defined as:

Profit after Tax (PAT)
Total Assets

Data used for the computation of the ROA of thegercial banks examined in this work were obtaiftech
their audited financial statements for various gear
2. Trade openness (TOPN)

Returnon dsset (ROA) = + 100%

This is defined as total trade (export plus impoetptive to gross domestic product (GDP), or titadle -to-
GDP ratio.
Export+ Import

Trade Openness (TOEN) = oD *100%

Data on export, import and GDP were obtained froenGentral Bank of Nigeria Statistical Bulletin 201
3. Financial Openness (FOPN)

Following Lane and Milesi-Ferretti (2001, 2006)¢ ttutcome measuref financial openness is defined as:

. . Foreign Assets+Foreign Lisbilities
Financial Openness (FOPN) = £ DF £

Data on foreign assets and foreign liabilitiesevebtained from the Central Bank of Nigeria Stai#gtBulletin,
2012,
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4. Inflation.

This is measured as the percentage change inotigumer price index (CPI). Data for this variablerev
obtained the Central Bank of Nigeria Statisticall&in, 2012

3.2 Model Specification and Estimation Methodology

The main objective of this study is to investig#te effect of economic openness (i.e. trade ananfiial
openness) and inflation on the profitability of aoercial banks in Nigeria in the period 2007 to 2640 a
sample of 14 (fourteen) commercial banks (see giperdix for a list of the commercial banks includedhe
sample), employing the methodology of panel datgessions. Three panel data models (pooled OLS or
constant coefficient model, fixed effect model anddom effect or error component model) will bamaated
for the investigation, and the outcome of each oektbf estimation shall be compared to see if thgrany
significant difference in the estimated coefficerffollowing Gujarati and Porter (2009), the pateh models
to be estimated are specified as:

ROA; = By + BoINF;; + BsFOPN; + B4 TOPN; + BsBNKSZ + [hovnvvvvvienennn. 1
ROA; = oy + apINF; + 03FOPN; + a4 TOPN; + 0sBNKSZ +[hteeeveeiiiiiiiiiiieeeeeen. 2
ROA; =81 + 8,INF;; + 33FOPN; + 8,TOPN; + 6sBNKSZ + & + Hiteenvvvenneennnnn. 3
ROA; =11; + ILINF;; + II;FOPN; + II,TOPN; + IIsBNKSZ +Wi....oovvveeeeennne. 3*
Wit = & + Mt
i=1to14
t=1to 8.

The variables are as previously defined. Bank @MKSZ) is included as a control variable. FollogilLaeven,
Ratnovski and Tong (2014), we measure bank sitieea®garithm of bank’s annual total assets. alpeiori
eXpeCtationS ar@i, ﬁzy(’.zynz) <0, (ﬁ3y(13, 03, Hg) >0, and 64, 04, O4, H4) >0, @5, 05, Os, H5) >0,.

Equation 1 is the pooled OLS model, also refercedst the constant coefficients model, EquationtBeasfixed
effects (regression) model (FEM), and Equation 39ris the random effect (regression) model (RE®IE0
referred to as the error components model (ECM)ichvihas a composite error tenw consisting of two
componentsg; which is the cross-section or individual-specéitor term and j which is the combined time
series and cross-section error component alsoreelféo as thediosyncratic termbecause it varies over cross-
section as well as time (Gujarati and Porter, 2008 features of the various panel data regressiogels as
well as their strengths (advantages) and weaknédsaslvantages) are well discussed in standarddguetrics
texts such as Greene (2003), Verbeek (2004), B4R&§5), Gujarati and Porter (2009), etc. Annuiziet series
data covering the period from 2005 to 2012 for @ssrsection of fourteen commercial banks will bedut
estimate the specified models with the aid of EVIEWeconometric software package. The model imastd
using logs of the variables

4, Presentation and Discussion of Results
a. Presentation of Results
The results of estimation of Equations 1, 2, arf@ B are presented in the Table 1.
Table 1 Panel Data Estimation Results (2005-2012

Dependent Variable is ROA

Regressors Pooled OLS Fixed Effect Random

Effect

c -3.9167 -3.2131 -3.7503 (-
(-0.7915) (-0.6786) 0.7960)

Log (TOPEN) 1.1998 1.1974 1.1871
(0.9878) (1.0232) (1.0254)

Log (FOPEN) 0.6609 0.7057 0.6711
(1.9577) (2.1358) (2.0811)

Log (INF) 0.1660 0.0978 0.1540
(0.4420) (0.2672) (0.4294)

BNKSZ 0.0018 -0.0269 (-] -0.0029
(0.0681) 0.8057) (:0.1078)

Diagnostic statistics
R? 0.052 0.2654 0.0547
F-statistic 1.247 1.6583 1.3162

T-ratios are in parenthesis under the estimateanpaters,Source Authors’ estimations using Eviews 7.
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Table 2 Hausman Test for Selection of Preferred Model
Correlated Random Effects - Hausman Test
Equation: Untitled
Test cross-section random effects

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

Cross-section random 8.286079 4 0.0816

Source Authors’ estimations using Eviews 7

b. Discussion of Results, Implications and Policy Reenmendations
The pooled OLS result shows that all the varialales positively related to commercial banks’ padditity,
though the sign on inflation variable does not oomf to a priori expectation. The result indicates that only
financial openness impacts significantly on comnagrbanks’ profitability. Considering the limitatis of
pooled OLS panel data regression, we shall not gneh attention to these estimates. The signs en th
coefficients of the variables in the fixed effeatdathe random effect models are similar. Howeves,Hausman
test results indicate that the more appropriate ehexlthe random effect model, as the null hypashdsat
random effect model is more appropriate is acceptetle 5% level of significance. Thus the estidatndom
effect model shall form the basis of our empirizahlysis.
The signs on the coefficients of TOPEN and FOPENhe REM) conform t@ priori expectations, while those
on INF and BNKSZ do not. The results indicate thatle openness and financial openness impact \lgitn
commercial banks’ profitability, though the impaaf trade openness is insignificant at the 5% leUdlis
suggests that commercial banks in Nigeria (paditylthe indigenous banks) are not yet fully posiéd to tap
the benefits of economic openness (globalizatipaiticularly trade openness, and do not yet agtipalticipate
in merchant banking and trade finance. It also fsoin the fact that Nigeria's volume of trade istgudow
(particularly, trade in non-oil commodities). Thesjtive and significant impact of financial openn@esn banks’
profitability could be attributed to expansion hetscope of operations of some of the major comialdranks
which now have branches in other countries, as aglthe introduction of financial services whickilitate
international transfers of funds or capital. Thepawts of inflation and bank size on commercial Isank
profitability in Nigeria in the study period haveedn insignificant. The insignificant impact of basize is
suggestive of weak assets management.
We also examine the effects of economic openmedsrdlation on commercial banks’ profitability Migeria in
the heat of the global financial crisis which sdrin the summer of 2007 and got intensified frospt&mber
2008 (Jones, 2009). The result is presented ineTABIin the Appendix. The results indicate thataitibn and
financial openness adversely affected commerciakd&agrofitability in the heat of the global finaaticrisis
(2007-2010). As a matter of fact, the returns csetisf most of the banks trended downwards withéngeriod
(See Figure Al in the Appendix). This is not unestpd considering the level of development of Nigeri
financial sector and the linkage of the economthodeveloped economies which were strongly hithieycrisis.

5. Conclusion and Recommendations

In this paper an attempt has been made to inastidne impact of economic openness (trade anddiakh
openness), and inflation on commercial banks’ pabfiity in Nigeria in the post-consolidation petig2005-
2012), using panel data regression. The impactiseofariables on commercial banks’ profitabilityNigeria in
the heat of the global financial crisis (2007-20%@ye also investigated. The empirical analysiscetgs that
trade and financial openness impact positively ommercial banks’ profitability, though the impadttoade
openness was statistically insignificant. This aétsibuted to the low volume of trade (particulaitynon-oil
commodities) between Nigeria and the rest of thedyand the low level of participation of manytbg local
or indigenous banks in trade finance and merchBm. analysis also finds that inflation and banle diad
insignificant impacts on bank’s profitability indhstudy period. It further indicates that the inmpafcfinancial
openness and inflation on commercial banks’ proflity in the heat of the global financial crisig007-2010)
was significantly negative, while the impact ofdeaopenness was insignificant. Based on thesenfisdiwe
conclude that economic openness could boost conmhdanks profitability if the banks are well pasited to
take advantage of the benefits it offers. In tigatliof the totality of the findings, the followirage recommended
for policy consideration:
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l. Greater integration of Nigeria’s economy with thebgl market. The government of the country should
take conscious steps towards expanding her tragedds and services, and this entails diversifyieg
export commodities as well as the destination (e@ror her exports. This way, commercial banks in
the country which have been recapitalized coulah theve outlets to channel (excess) funds, such as
trade finance and embrace merchant banking, tot loeis profitability.

1. Measures to insulate Nigeria's economy againsinfira crisis in the developed countries which could
affect economic activities in the country. Theselude consciously striving to reduce dependence on
the developed countries, and strengthening intatioeships with other countries particularly thage
same level of development. Considering that fin@n@penness and inflation adversely affect
commercial banks profitability in period of globfahancial crisis, there is need to impose restitsi
on cross border flow of capital, and also to mage of the relevant macroeconomic management tools
to control inflation in periods of crisis to mitigatheir effects on the profitability of commercianks.

M. Establishment of offshore offices or branches (&f indigenous commercial banks) in other countries
particularly the fast growing economies to expameirtoperations and increase their capacity to make
more profits.

V. Quality asset management for enhanced profitaliltthe commercial banks.
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APPENDIX

Table Al. Banks included in the sample for the regressions

1. Guaranty Trust Bank Plc (GTB) 8. First Bank of Nigeria

2. Skye Bank Plc 9. Diamond Bank Plc

3. First City Monument Bank Plc (FCMB 10. Stanbic IBTC Plc

4. Ecobank Nigeria Plc 11. Union Bank of Nigeria Plc
5. United Bank for Africa Plc (UBA) 12. Access Bank Plc

6. Unity Bank Plc 13. Fidelity Bank Plc

7. Zenith Bank Nigeria Plc 14. Wema Bank Plc

Source Authors’ compilation.

Table A2. Panel Data Estimation Results (2007-2010)

Dependent Variable is ROA
Regressors Pooled OLS Fixed Random
Effect Effect
C 22.61878 | 22.61878 22.61878
(1.405221) | (1.505578) | (1.504724)
INF -0.611062 | -0.611062 | -0.611062
(-1.873717) | (-2.007531) | (-2.007531)
FOPN -9.633509 | -9.633509 | -9.633509
(-2.308785) | (-2.473671)| (-2.473671)
TOPN 27.13773 27.13773| 27.1377.
(1.091692) | (1.169657) | (1.169657)
Diagnostic statistics
R 0.095048 0.408751 0.107596
F-statistic 1.820534 1.685132 2.089853

Source Authors’ estimation using EVIEWS 7.

Figure Al. Trends in ROA of the included commercial bank30&-2012).

[ROA (%) is on the vertical axis, while the crosstgmal units with dates (years) are on the hottaloaxis)
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