Balance Sheet M anagement and Outreach Successfor
MicrofinanceBanksin Nigeria

Adeyeye, P.
Oyetayo, O.

ABSTRACT

Traditionally, Microfinance Banks (MFBs) are saddled with a dual objective of
outreach and sustainability (efficiency). In the contemporary microfinance
literature, the question often asked is, “ Do the goals of financial viability and
outreach complement each other?” or “ isthere a trade-off between thetwo?” We
test the short and long run effects of balance sheet variables on outreach which
we divide into loans and savings outreach. Our classification of balance sheet
components and outreach is as given by the Central Bank of Nigeria (CBN) for
the operation of microfinance banks. While the financial activities of MFBs have
encouraged more of outstanding loans, savings balance has not been so affected.
Quitedisturbing isthe fact that overtime, MFBs capital hasworked against their
savings balance. Thereis a need therefore for MFBs in Nigeria to intensify their
savings mobilization drive.

Keywords: Microfinance Banks, financial viability, balance sheet components,
loans outreach, and savings outreach

INTRODUCTION
Asaninterventionist programmeaimed at achieving thegoal sof financial deepening at the
grassroots sector of the economy, the activities of MFOs (including MFBs) cannot be
overlooked (Microfinance Newd etter, 2009). Broadly spesking, MFBsare saddled with
respons bilitieswhich can be summarizedin two objectives: (a) increasing client outreach
inloansand deposits (b) sustaining their Organization through meagre but sustainable
profits, effectivel oan screening, administration and recovery. Thesetwo arefurther classified
respectively associa and financial objectives. Therewards of good performance and
costsof poor performancearerising asMFBsplay anincreasingly important roleinlocal
financia economiesand competefor customersand resources (Joachim, 2000). Theissue
of asset and liability management inthe money market, that is, deposit taking financial
inditutionsingenera ismoredynamic. Thecomponentsof theportfolio (assetsand liabilities)
are subjected to changesintermsof structureand amount fromtimetotimeand at different
stagesof transaction. Especialy for MFOs (whichinclude Microfinance Banks-MFBs),
their balance sheet componentsare said to be even more dynamic than those of commercia
banks (Greuning, Gallardo and Randhawa, 1998). It will becomeanecessity for MFBsto
behaveasmaingreamfinancid players, asthey begintodiversfy into new linesof busnesses
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(Christein, Rhyne, Vogel and Mcklean, 1995). Thismay include; insurance and voluntary
savings products, and al so seek to raisemoney from traditional financial markets. They
must design products (loan and deposit) suitablefor their clientsand ensurethat they
attract asmany customersaspossible. For MFBs, more emphasisisplaced on the number
of clientsbecause of the mandate on wide coverage and outreach. Also, by their design,
MFBsarenot expected to givelong termloans. They areto give short term loanswhich
could berevolving or seasonal with asuitableloan technology and also run an effective
repayment structure. Thereisalimit to theamount they can giveout per timeto ensurethat
they areableto serveasmany clientsas possible and al so keep therisk of defaultlow. On
the other hand, MFBsare opento different sources of funding some of which may bevery
volatile(eg. government subsidized funds), whilesomeareshort terminnaturewith changing
terms and repayment structures. Thereforeit is expected that MFBs have adynamic
bal ance sheet component which haseffectson their outreach and sustainability.

The success stories of microfinancing in the Asiaand Pacific countrieslike
Bangladesh, India, Maaysa, Guatema aand Boliviahasendeared theideato the heart of
many other countries. The success stories coming from these countries reveal that
microfinancing hashel pedto lift their extreme poor out of poverty (Rutherford andArora,
1997; IADB, 1997; ADB, 2000; World Bank, 2013). Therefore, many other devel oping
countrieslike Nigeriahavebeen quick to toethelineof microfinancing. Thebelief isthat it
can serve asapanaceato the extreme poverty problem of the majority of the Nigerian
people (Anyanwu, 2004). Theideaof microfinancingisnot entirely new in Nigeriabut for
the changesin the mode of operation. Thriving traditional rotating credit and savings
institutions abound in agood number throughout the country. In addition, therewerethe
community bankswhich were mandated to autometically metamorphoseinto microfinance
banks. Thegenerd shortcomingsobservedinthe operationsof thesetraditiona microfinance
institutionswasthat they werelimited in termsof capital and assuch couldn’t reach as
many customersaswere desiring to be reached. Against this backdrop, when Nigeria
adopted theforma microfinancing system, emphasi swas placed on capital. Government
ensured that M FBswere admitted into the mainstream financial sector, complying with
regul ationsand undergoing periodic examinations. Unfortunately, sncetheadoption of the
microfinanceframework with the establishment of microfinance banks (MFBs) in 2005,
Nigeriawaitsendlesdy for successstoriesto come. MFBsin Nigeriahavefailed onthe
two broad mandatesgivento them, that is; (i) they havenot lifted asmany poor peopleas
required out of poverty (ii) they have not been ableto sustain themsel vesas many of them
havegoneinto liquidationwithinfiveyearsof existence. It becameobviousthat the problem
facing the M FBsstemmed from their bal ance sheet when government asked them to shore
uptheir capital base. Striking aba ance between the socia and financial objectiveactualy
involvesrisk taking, identification, measurement and control. Thisiscalledrisk management.
Talking about risk, MFBsare faced with three major categories of risk whichinclude;
financia, operationd and strategic. Among dl therisks, financid isthemost crucid. Because
our focus, thiswork isdesigned to anadlysetheeffect of changesin bal ance sheet components
on outreach, we put theissue of risk management for MFBsaside.
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Balance Sheet Management and Successfor Microfinance Banks

Generaly in financial parlance, the term asset and liability management refersto a
management process that guarantees the spread on income coming from assetsto be
greater than the spread on expensesgoing toliabilities. Put differently, asset and ligbility
management ensuresthat the difference between interest rate on earning assetsand the
interest rate on borrowed fundsin positive. Originally, for MFBS, the asset side of the
bal ance sheet iscons dered asmost important. They justify thisby thefact that their primary
businessislending. Asaresult they have given more priority to devel oping products,
structuring their operationsand designing their proceduresto suit their credit administration
and loan recovering activities (Greuning, Gallardo and Randhawa, 1998).

Atinception, MFBsbecause of their social mission, receive concessional loans
and funding from both government and high net-worth individua s. Again, because of the
statusof thesefund providers(i.e. they possesshigh credibility), MFBstendsto taketheir
liability management for granted. They arerest assured that fundswill come steadily from
these sources. Later on, asMFBsgrow towards maturity; they discover the need to wean
themselvesfrom these sourcesif they must remain viable. The pressureto expand their
businessalso usually necessitates expansion of funding sources. Thistime, their funding
sourceswill include depositsfrom customers, loansfrom commercia banks, equity and
debt instruments. At thisstage, liability management becomesanecessity for MFBs. They
usually haveto develop detailed set of reports (both financial and operational) to be
presented to their creditorsand sharehol ders. They also design policiesand proceduresto
guidetheir selection of funding sources.

At the stagewhere fundsbecome scarce and expensivefor MFBsthey suddenly
realizetheimportance of managing their ligbilitiesjust asthey dofor assets. They redlize
thefact that asmuch asborrowing can help themincreasetheir returns, it can aso expose
themto greater risk (Interest raterisk). Inthe samevein, asmuch aslending to greater
number of customers can guaranteeincreased returns, it can also exposethemto greater
risk (credit risk). Therefore, MFBshave had to set astheir number one priority, theneed
to strike abalancein the managing of acombination of different funding sourcesand an
ever increasing and changing set of assets. Thesefactorsare considered to beresponsible
for thedynamic nature of MFBsbalance sheet. Aspart of their balancing act, MFBsfirst
consider thetypeof product they offer. Themgjority of their clientsbeing poor are offered
loan and savings productsthat aretailored to suit them. When clientsarewell served,
MFBscan beassured of their retention and loyalty. It has been established that microfinance
clientswant aproduct that iseasy to understand with flexiblerepayment structure (Campion
and Frankiewicz, 1999). The components of assets and liabilities as applicable to
microfinance banksare presented on table 2.

For Microfinance I ngtitutionsthat rely on savingsto meet up with loan request, it
al so behoves on them to have enough cash to meet their payment obligation asat when
due. Inaddition, microfinanceinstitutionsthat rely on depositsand borrowed fundsare
very vulnerabletointerest ratefluctuations. Thereforemicrofinanceingitutions, morethan
any other financia ingtitution, are supposed to diversify their funding sourcesaswell as
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their asset portfolio. Thestrategy used for achieving thisiswhat makestheir risk management
very interesting (Patten, Rosengard and Johnston Jr., 1999). Government onitspart can
aso comeupwith regulationsthat help to keep theactivitiesof microfinanceingtitutionsin
check. Greuning, Gallardo and Randhawa (1998) develop what they called financial
statement approach in determining the extent of government regulation. Their work isof
particular importancetothisresearch asit providesaplatformfor understanding the different
bal ance sheet structuresthat existsfor different microfinanceingtitutions. Especialy when
compared with that of commercia banks, theclassficationisquitereveaing. Ascontained
intheir work, microfinanceinstitutionsare distinguished by the structure and composition
of their financia statements. Within the balance sheet structure, the composition of assets
was defined asthose resourcesthat have been used to generate more resources.

Inamoreexplicit form, Net loansand short term investmentswere classified as
earning assts. Itisobservedintheir classfication, that earning assets makesup themgority
of thetotal assets of the microfinanceingtitutions. It isalso observed that therearefew
caseswhere non-earning assetswhich include property, equipment, land holdings, make
up asignificant part of microfinanceinstitution’stotal asset. Interestingly, theimportant
factorsthat make one microfinanceinstitution stand out from therest are seenmainly on
theliabilitiessdeof thebaancesheet. Nowonder theregulatorsof microfinanceingitutions
place more emphasison their funding sources. Basically, the differences observed are
between licensed and non - licensed microfinanceingtitutions. MFBsby their designare
givenasocid mission (i.e. to providefinancia servicesto the unserved and unbanked low
income poor population). Thisthey combinewith thefinancial objective of sustainability
and sdf-aufficiency (Christein, 1997). Performing and well managed M FBsattract constant
and good sources of capital whichinclude depositsand loansfrom commercial banksto
complement their lending activities.

Inorder to apprai setheefficiency of MFBs, somefinancia management concepts
are found relevant. Because microfinance Organizations like any other corporate
Organization placesemphasi s on efficiency and sustainability, wethereforelook at the
efficiency factorsand determinantsfor MFOs. Generdly, efficiency in the operations of
ingtitutionsisevaluated on thebasisof their financid viability. Rhyne (1998) givessome
key efficiency factorsthat affect alendingingtitution. They includethefollowing;

0] Sizeof Organization: Inthiscaselarger institutions may enjoy economies of
scalethat helpsto reducetheir cost per transaction

(i) Periodic Structuring of loan portfolio: Organizations must make a choice
between short term loanswhich attract higher administration costsand long term
loanswhichischesaper.

@iy  Ageof thelnstitution: Itisexpected that institutionsthat have beenin business
for long will do better than new entrants.

(iv)  Growthrate Thisreflectsinthedttitudeof inditutionstowardstheissueof efficiency
asthey experienceincreasein their tangible assets. Thereason being that their
profit isdiverted to the acquisition of these assets as against declaring excess
profit.
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Going by the efficiency factors highlighted above, MFOs may be said to beinefficient
when compared to other formal lending institutionsbased onthefollowing;
0] MFOsaresmaller in sizewhen compared to commercia banks
(i) MFOsby their nature, giveloanson ashort-term basisquite shorter than that of
commercia banks.
(iir) Most MFOsarenew entrantsinthefinancial market. They aretherefore susceptible
to mistakesand miscalculations.
Waterfield (1993) on his part argue that even though M FBs can adopt efficiency asan
objective, it should be noted that they are meant to have adual objective of outreach and
sustainability. What thismeansisthat, efficiency for MFBswill not only befinancial but
asoinclude socia. Therefore MFBs should be appraised on the basis of both financial
and socid efficiency. Inthe contemporary microfinanceliterature, the question often asked
is; Dothegoalsof financial viability and outreach complement each other?Istherea
trade-off between the two? These questions no doubt have produced two school s of
thought on theissue. The proponents of atrade-off between outreach and sustainability
are of the opinion that asMFBsstriveto break-even and achieve cost reduction, become
financialy independent and sustainthelr ingtitutions; they tend tolook away from the other
objective of outreach (CGAP 1998; 1999). Their argument isbased on thefact that most
of the poor client that MFBs serve may not beableto pay thefull cost of the servicesthey
enjoy over time. Onthe other hand, the proponents of sustainability arguethat MFBscan
only engagein large scal e outreach when financial independence and sustainability has
been achieved (UNCDF, 2002). According tothem, it takesafinancialy buoyant indtitution
to attend to the ever increasing loan request of clients

METHOD
Fiveba ance sheet componentsare surveyed asexplanatory variablesthat explain changes
inMFBsoutreach. Weidentified interest rate asthe macroeconomic factor that determines
changesto both asset and liability components. Thereforewe adopt the monetary policy
ratewhichisamore applicableratefor depository ingtitutions. Asfoundin the conceptual
literature, for the purpose of analysis, wedivide outreach into |loansand savingsoutresch.
The measurement of outreach actually posed alittle challengeto us. Asobservedinthe
conceptua framework given by the Central Bank of Nigeria(CBN), outreach holistically
isbest measured by thetotal number of clients, percentage of women, no of urban branches,
no of rural branchesetc. Aspart of theregulatory requirementsfor audited reports, that
informationiscontained inthefinancia report submitted by MFBsto CBN. However, in
the aggregated report on MFBs compiled by CBN, itisexcluded. Weweretherefore
limited in accessing theinformation aswe couldn’t afford to collect datadirectly fromall
the seven hundred and seventy seven (789) MFBsin existencein Nigeriaasat thetime of
thisstudy. Weresorted to using thel oan and savings outreach val ues as dependabl e proxies
for outreach. Thevariablesare defined asfollows:
LR =loan outreach (thisisproxied astotal balance of outstanding loans)
SR = savingsoutreach (thisisproxied astotal balance on savingsaccount)
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Asset Components
Earning Assets: Value of all theincome generating assetsunder investment, loansand
advances, depositswith CBN and other banksrepresented asEA.

Non-earning Assats Unimpaired valueof al fixed assets(building, furnitureand fixtures)
represented asNA.

Return (ROA): Thisistaken asthereturn ontotal assetscalculated as®/_, . OPrepresents
operating profit and TA representstotal asset.

Liability Components
Capital: thisisthe contribution of the owners (shareholders) of thebank. It isrepresented
asCA.

Deposit: Thisistheamount of money inthe custody of the banksunder different accounts
operated by them. It isrepresented as DE.

Borrowings: This involvesthevalueof loansof different forms (short and long term)
sought by the banksfor their operation. It isrepresented by BR.

Dataconsistsof quarterly closing values of variables covering the period 1992
Q1-2014-Q4. Theseare collected from the Central Bank Statistical Bulletin.

Model Specification: Based on the conceptual framework ontheinter-rel ationship that
existsamong asset-liability components and outreach in the previous chapter, amulti-
regression mode that rel ates outreach with asset and liability componentsisspecified. Ina
functiond relationship, themodd isspecified asfollows:

Outreach = f (assets, lighilities)
Outreachisfurther divided into two; |oan outreach and savings outreach. Specificaly, the
regression equationsaregiven asfollows:

INLR, = B, + B,INEA, + B,INNA, + B,InCA, + B,INDE, + B,InBR, + B,MPR, + ,
INSR, = f3, + B,INEA, + B,InNA, + B,INCA, + B,INDE, + 3,InBR, + B,MPR, + 11,

RESULTSAND DISCUSSION

Aspart of our diagnostic tests, first, we verify the normality of dataon selected variables
within the descriptive statisticsframework. Ontable 3, themean and themedian of dl the
variablesinthe dataset (outstanding loan, savingsba ance, deposit, borrowings, earning
assets, non-earning assets, capital, return monetary policy rate), liewithintheboundaries
of maximum and minimumva ues. Thisindicatesthat thevariablesarenormaly distributed.
Although the standard deviation of thevariablesarehigh, al thevariablesare positively
skewed. Every other variable hasakurtosisvalue of greater than 3 but for CA, DE, EA,
NEA and SR whose kurtosis values are less than 3. For the variables whose kurtosis
valuesaregreater than 3, it showsthey areleptokurtic (flatly shaped). Whilethosewith
vaueslessthan 3 arenot leptokurtic (steeply shaped). Result of the Jarque-Beranormality
test showsthat all variablesare significant at both 1% and 5%. Therefore we can accept
thenull hypothesisthat dataon variablesarenormally distributed.
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We begintolook at therelationshipsthat exist among variables by first carrying out the
correlation test. Thetest presented bel ow showsthat asset variables, EA and NEA have
positiveand high correlation coefficient 91.71%. Thisreved sthat MFBshavenot diversified
their assetsasthe correlation coefficient showsthat virtually al of their assstsmoveinthe
samedirection. Again, it isobserved that since most of the EAsarefixed income assets,
MFBstend to belargely affected by movementsin short terminterest rates. For liability
variables, CA and DE have apositiveand high corrdation 99.16%. Thisshowsthat MFBs
areableto attract depositsoncetheir required capital baseis settled. On the other hand,
CA and BR have positiveand rel atively low correlation 60.87%. Thisshowsthat MFBs
that have met therequired capital baserardly engageinlongtermborrowing. Itisinteresting
to notethat all the components of asset and liability have anegative and relatively low
correlation with MPR. This showsthat macroeconomic factorsasrepresented by MPR
movein oppositedirection with asset and liability componentsof MFBs. Therelatively
low value of MPRs correlation with asset and liability componentsimpliesthat thereisno
strong rel ationshi p between movementsin asset and liability components of MFBsand
MPR. Until recently when MFBswere admitted into the mainstream financia sector, their
short termlending ratewasnot at par with theruling primelending rate of banksingenerd.

The MPR being therate at which government will buy back its own securities
servesasabasisfor the determination of the primelending rate. That iswhy itisagood
indicator for short terminterest rate. L R and SR which are outreach variableshave positive
and high correlation valuesof 96.89%. Thisimpliesthat asMFBsincreasestheir balances
onsavings, their loansoutstanding dsoincrease. Thisistypica of the operationsof MFBs
ascustomers are encouraged to open savings account which automatically qualify them
for loans. LR and SR have positive and high correl ation with other components of assets
andligbility. Thissgnifiesthat movementinal thosevariablesisactudly smilar tomovement
inLRand SR that are actually dependent onthem. WhereasL R and SR have positive but
low correlation valuesof 50.7% with BR, negativeand low correlation value of 55.15%
withMPR. Thisimpliesthat MFBsborrowingsdon’t necessarily trandatetoincreasesin
outreach. Outstanding loan (L R) and Savingsbaance (SR) like other balance sheet issues
for MFBshavenegative and relatively low correlation valueswith MPR. Both theloan
given out and savings collected from MFBs customers haveratesthat arenot in tandem
withtheMPR.

Theresult ontable 6 showsthat the ECM coefficient isnegativeand significant as
required by themodel. TheAkaikeand Schwartz criterion are al so negative asrequired.
The co-€fficient of ECM measuresthe speed at which short run disequilibrium adjuststo
equilibriuminthelong run. Thisco-efficientwhichinthiscaseislessthan 1%at a5%leve
of significance, suggest that just about 1% of previous period’sdisequilibriuminthe
outstanding loans and bal ance sheet components of MFBsare corrected inthelong run.
Co-efficient of determination (R?), with avaueof 0.931782 showsthat just about 93% of
outstanding loansof MFBswithin the short run period have beenjointly explained by the
bal ance sheet and macroeconomic variables. The F-statisticswith avalue of 115.3410
significant at 1% reved sthat themodd isfit. Most importantly too, that the coefficients of
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thelagged variablesare significant in the short run with the exception of non-earning asset
(NEA). Theleve of their significance givescredenceto the strength of their effectsinthe
short run on outstanding loans (L R). It isobserved that EA and BR have negative effects
onoutsanding loansintheshort run, whileNEA, MRR (monetary policy rate), CA (capitd),
LR (outstanding loans) and DE (deposits) dl have positive effectson outstanding loansin
the short run. The unit root test result showsthat al themulti-regression variablesare of |
(1) series. Therefore, we proceed to test for co-integrating rel ationship among the multi-
regression variables. The co-integration result is presented on table 5. Theresult shows
that thereare co-integrating rel ationshipsamong variablesin thetwo multi-regress onmodels
gpecified. Inorder to analyzethe short term dynamicsof thevariablesasthey transit tothe
long term, the error correction method (ECM) isemployed. The summary of the ECM
result ispresented on table6.

Theresult ontable 7 showsthat the ECM coefficient isnegativeand significant as
required by themodel. TheAkaike and Schwarz criterion are a so negative asrequired.
The co-€fficient of ECM measuresthe speed at which short run disequilibrium adjuststo
equilibriuminthelong run. Thisco-efficient whichinthiscaseislessthan 1%at a5%leve
of significance, suggest that just about 1% of previous period’sdisequilibriuminthe
outstanding loans and bal ance sheet componentsof MFBsare corrected inthelong run.
Co-efficient of determination (R?), withavalue of 0.26020 showsthat just about 26% of
total savings of MFBswithin the short run period have been jointly explained by the
balance sheet and macroeconomic variables. The F-statisticswith aval ue of 3.38533
sgnificant a 5% reved sthat themodd isfit. Unlikeoutstanding loans, most of the coefficients
of thelagged variablesarenot significant inthe short run with the exception of non-earning
asset (NEA), monetary policy rate (MPR) and the lagged value of savings (SR). The
implication of thisisthat inthe short run, savingsismostly affected by non-earning assets
and macroeconomic factorsthan liability and capital issuesof MFBs. Customersare
attracted to bring their savings by what they see on ground; mostly the physical assets
whichformalarge part of the NEA, andinterest rate. Thelevel of their significancegives
credenceto the strength of their effectsin the short term on savings (SR). It isobserved
that EA and BR have negative effects on savings (SR) just like they have on outstanding
loansintheshort run, whileNEA, MRR (Monetary Policy Rate) and CA (capital) have
positive effects on outstanding loansin the short run.

Longrun Effectsfor Outstandingloans(L R) and SavingsBalance (SR)

Having estimated the short run effect of theindependent variableson the dependent (LR
and SR) and the speed of adjustment to thelong run, we proceed to estimatethelong run
effect of theindependent variableswith the parsmoniousmodel derived fromtheprevious
mode. Thelong runregressonresult showsthat DE, NEA and CA havesgnificant effects
on outstanding loansinthelong run. Deposits (DE) hasanegative effect of 40%, NEA has
apositive effect of 21% and CA hasapositiveeffect of 127%. Thisresultisin contrast
with what we saw inthe short run. Deposits (DE) which had apositive effect inthe short
run now hasanegativeeffect on outstanding loan. Theimplication of thisisthat at theinitial
stage of MFBs operation, they will encourage customersto open account and maintain
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deposits with them in order to qualify for loans. Over time, asthe amount of deposit
maintained increasesand MFBsare ableto consolidate, it can lead to areductioninthe
amount of loansgiven out. Inthetheoreticd literature, therearetwo opposing viewsonthe
rel ationship between bank capital and liquid creetion (loansoutstanding). Inthesubmission
of Berger and Bouwman (2009), in thefirst view, bank capital tendsto impedeliquidity
cregtionthroughtwodidtinct effectswhichare; * financid fragility Sructure’ andthe’ crowding
out of deposit’. According to thefinancia fragility structure, higher capital isassociated
withlessmonitoring which leadstolessliquidity creationi.e. loansoutstanding (Diamond
and Ragjan, 2000; 2001). Whilehigher capitd ratioscould crowed out depositsand thereby
reduceliquidity creetion (Gorton and Winton, 2000). Berger and Bouwan (2009) concluded
that thefinancia fragility and the crowding out effect isrelatively strong for small banks
becausethey raiseloca fundswhich arevery sensitiveto macroeconomic changes. Under
the second view, higher capital enhancestheahility of banksto createliquidity becauseit
alowsthemto absorb greater risk (Bhattacharyaand Thakor 1993; Repullo, 2004; Von
Thadden, 2004). Matz and Neu (2007) arguethat thereisacausal relationship between
liquidity creation and capital . According to them, asidefrom thefinancial fragility and
crowding out effectsof capital onliquidity, themore bankscreateliquidity, themorethey
areexposed to therisk of being unableto meet unexpected withdrawal sfrom customers.
Our result conformsto thefirst and second view. Thenegative rel ationship of deposit with
loans outstanding can be seen asthefinancial fragility and the crowding out of deposit
effect.

Non-earning assets (NEA) which was not significant in the short run now hasa
positive effect on outstanding loansin thelong run. Thiscan beadduced to thefact that as
MFBsimprove ontheir fixed and other physical assetsover time, they become more
stable. Their stability can encourage moreloansto begiven out. Capital (CA) which had
afar lessthan proportionate effect in the short run (0.000397%) now hasamorethan
proportionateand the highest effect i.e. 127%. Thiscan beadduced tothefact that overtime,
asMFBs capital baseincreasesand morefundsbecomeavailableinthelong run, they are
encouraged to give out loanseven morethan therate at which their capital hasincreased.
Thispostive relationship between | oans outstanding and capital can be seen assupporting
the second view on the theory of therel ationship between liquidity creation and capital.
TheF statisticsof 157.5195 significant at 1% showsthat themodel isfit. Coefficient of
determination (R?) with avalue of 92.19% impliesthat the balance sheet and economic
variableslargely explainvariationsin outstanding loansinthelong run. However, thelong
run regression presented abovereveal sthe presence of seria autocorreation going by the
value of the Durbin Watson statistics 1.03. Therefore, we make correction for thisby
regressing thelag of theresidualsusing the Breusch-Godfrey seria correlationtest. The
test reveal sthat thelagged residualshave effectswhich aresignificant.

Thelong runregressionresult for savingsbaance (SR) revealsthat DE, EA, NEA
and CA havesgnificant effectsinthelong run. Deposits(DE) hasamorethan proportionate
positiveeffect of 138%, EA a so hasamorethan proportionate positive effect of 120%,
NEA hasanegative effect of 19% and CA hasamorethan proportionate negative effect
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of 137%. Having separated savingsfrom other depositsin thisstudy, themodel and result
aretested to provideinformation on the effect of capital and liabilities (including other
formsof deposits) and the corresponding assets, on savings. Savingsasan outreach measure
reflectsthefinancial gainsand independence enjoyed by customersasaresult of having
benefited from access to credit. According to Dankor and Duah (2013), world over,
MFIshave often experienced that exclusively offering credit services canlead to undue
dependency on external sources of financing. Thisdependency can causethe MFIsto
concentrate on the demands of the donorsrather than on thedemandsof potential clients.

When compared with the short run effects, EA which now hasasignificant effect
wasnot significant; NEA which now hasanegative effect had apostive effect intheshort
run; CA whichisnow significant wasnot significant; DE whichisnow significant wasnotin
the short run. BRwhichwasnot significant intheshort runisstill not sgnificantinthelong
run. The significant positive effect of DE (deposits) on savingsin thelong run can be
adduced to thefact that; ascustomersbuild their current account and other depositswith
MFBsovertime, they areencouraged to start saving. Theresult showsthat customerswith
depositsin MFBsalso have more savingswith them. The positive effect of EA (earning
assets) can be adduced to thefact that asM FBsengagein moreinvestmentsand build up
their investment assetsto generate earnings, themorethey will place emphasison savings
whichisoneof their cheap sourcesof funds.

The negative effect of non-earning assets (NEA) can be adduced to thefact that
because customersarefirst attracted to what they seeon ground likethefixed and physical
assets, the depletionin these assetsfor the MFBs may have caused drastic reductionin
savings. Theeventsof 2010-2011 which saw theliquidation of many of theMFBsandthe
saleof their physical assetshassurely had anegative effect ontheir savingsbaance. This
issupported by the CBN financial statisticson MFBswhich showsadrastic reductionin
savingsover time. The negative effect of capital on savings can a so be adduced tothe
samereason givenfor NEA. Depletionin capital hasdiscouraged savings. However even
whenthereisrecapitalization, saversarestill skeptical about the MFBs. Asaresult, with
increased capital, MFBscan only give out moreloansto attract customers. Thereason
CA (capitd) hasamorethan proportionate positive effect on outstanding loansinthelong
run. When compared to some of the previous studieson credit and savings, our result
presents an interesting support. Adams (1985); World Bank (1989); Yaron, (1994);
Quaicoo, (2001), submitsthat thetargeting or directing and subsidization of credit often
delivered through specidized financia ingtitutionsnegl ected the overal | devel opment of the
rurd financial market. Theargument isthat subsidized and targeted credit doesnot aways
reach the beneficiarieswhileat the sametimejeopardizing thefinancial viability of the
lending ingtitutionsand discourage domestic savings.

Coefficient of determination (R?) at 98.25% showsthat variationin savingsbaance
of MFBsislargely explained by balance sheet and macroeconomic variablesinthelong
run. However, thelong runresult aboverevea sthe presence of seria correlation going by
the DurbinWatson value of 0.839496. Just likewedidfor LR, wecorrect thisby usngthe
Breusch-Godfrey test for serial correlation. Thetest showsthat thelagged valuesof the

International Journal of Economic Development Research and Investment, Vol.7, No. 1; April 2016 33
ISSN: 2141-6729



res dud shavesgnificant effectson savingswhich explainstheserid corrdaion. Theadjusted
long run regression result is presented in the appendix. Inall, we observethat for both
savingsand outstanding loansin the short andlong run, one of the balance sheet variables,
BR (borrowings) did not really have significant effects. Except for itsdifferenced vauein
theshort runfor outstanding loans, the variabledid not have asignificant effect on either
LR or SR throughout the period under study.

Table 1: Composition of MFBsBalance sheet

Liabilities
() Capita

(i) Reservesand Retained profit

(iii) Debts
(iv) Other Liabilities

Outreach
No of clients/ members

% of target clients served

No of women astotal %

of borrowers

No of women astotal %

of depositors

No of urban branches

No of rural branches

Ratio of deposits to volume
of outstanding loans

Assets

0] Cash and Balances
(i)  Balances with Banks and Call Money/Short Notices

(i)  Investments

(iv) Advancesand Loans
(v)  Other Assets
(vi) Fixed Assets

Source: Central Bank of Nigeria(2011)

Table2: Outreach and Sustainability

Loan Outreach
No of active borrowers

Total balance of
outstanding loans
Average outstanding

portfolio

Average growth of
loans outstanding
Average loan size

Minimum/maximum loan size

SavingsOutreach

Total balance of savings
accounts
No of savers

% of women
Value of average savings
account

Average disbursed loan size

Source: Central Bank of Nigeria(2011)
Table3: Descriptivedatisticsand Normality Test of Balance Sheet and Outreach variables

Test/Variables BR
Mean 1931.290
Median 115.2156

Maximum 25412.79

Minimum 8,525000
Std. Dev. 5249.618
Skewness 3.647593
Kurtosis 15.54952

Jarque-Bera  737.4853*
Observations 84

CA
37748.92
10572.91
139514.5
153.9781
44007.33
0.958328
2.439001
13.95901*
84

DE
27559.82
9637.619
109978.3
46.07500
30301.73
0.953200
2.651369
13.14566**
84

EA

38424.54
9198.088
139753.1
118.0750
45955.40
0.980850
2.430839
14.6027*
84

Nominal deposit interest rate

NEA

12448.75
6182.775
37622.90
93.06000
13119.83
0.805904
2.073273

12.09862** 21.46193*

84

Sustainability

Financial self sufficiency
Operational self sufficiency

Capital adequacy

LR

18807.94
4323.742
87737.02
48.34375
23636.87
1.227514
3.323748

84

*and** denotessignificanceat 1% and 5% level srespectively.
Source: Author’sE-view result 2015

Table4: Corrdation Result for Balance Sheet variables

Correlation Log LR

Log LR 1.00000

Log SR 0.968952
Log EA 0.977737
Log NEA 0.894383
Log CA 0.981553
Log DE 0.991412
Log BR 0.507007
MPR -0.551505

Log SR

1.000000
0.978651
0.893488
0.975744
0.972419
0.550697

-0.622701 -0.630041 -0.635232 -0.616776

Log EA

1.000000
0.917156
0.998562
0.985877
0.622021

Source: Author’sE-view result 2015

Log NEA

1.000000
0.923354
0.918584
0.549846

Log CA

1.000000
0.991554
0.608745

Log DE

1.000000
0.519778

R
20824.68
5618.728
74531.98
7.228125
23997.07
0.887096
2.285311
12.80489**
84

Log BR

1.000000

Subsidy dependence ratio

MPR
0.13553
0.13500
0.26906
0.05459
0.04581
0.74997
4.10530
12.150*
84

MPR

-0.577695 -0.477438 1.000000
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Table5: Summary of result for Johansen Co-integration Test

Variables Trace Max-Eigenvalue
LR,BR,DE, MPR, NEA, CA,EA 6 co-integrating equations 6 co-integrating equations
SR, BR, DE, MPR, NEA, CA,EA 6 co-integrating equations 5 co-integrating equations
Source: Author’sE-view result 2015

Table6: ECM Result Summary for LR (Over-parameterized)
Dependent variable DLog(LR)

ECMLR(-1) C DIog(EA(-1))  DIog(NEA(-1)) D(MPR(-1))  Dlog(CA) Dlog(BR) Dlog(BR(-1))  Dlog(DE) Dlog(LR(-1))
Coeff -4.38E-06 0.01089 -6.51E-06 3.81E-06 1.021788 3.97E-06 -1.22E-05 8.48E-06 0.973553 0.137008
t-Sat -2.0564** 1.41723  -2.3729** 1.057120 2.3969** 2.0527** -3.0730* 1.802586 18.7604* 3.227544*

R?=0.931782; Ak.C =-2.748004; * = 10%, ** = 5%, *** = 1%; Sc.C = -2.462615; F-Sta = 115.3410*
Note: Ak C represents Akaike info criterion, Sc.C represents Schwartz criterion

Source; Author’s E-view result 2015

Table7: ECM Result Summary for SR (Over-parameterized)
Dependent variable DIogSR

ECMSR(-1) C DIog(EA(-1)) DIog(NEA(-1)) D(MPR(-1))  Dlog(CA) Dlog(BR) Dlog(BR(-1)) Dlog(SR(-1))
Coeff -0.074541  0.050578 -1.08E-05 1.92E-05 2.379330 2.22E-06 -1.06E-05 1.52E-05 3.72E-05
t-Stat -2.4755%* 2.3625** -1.633986  2.10613**  2.1719** 0.337978 -0.969271  1.257092 2.04652**

R?= 0.260204;, Ak.C = -0.830477 * = 10%, ** = 5%, *** = 1%
Sc.C = -0.573627; F-Statistics = 3.38533**

*Note: Ak C represents Akaike info criterion, Sc .C represents Schwartz criterion

Source: Author’s E-view result 2015

Table8: Long run Regression Result Summary for LR (Parsimonious)
Dependent variable DlogLR

Dlog(DE) C Dlog(EA) Dlog(NEA) D(MPR) Dlog(CA) Dlog(BR)
Coeff -0.409244 0.11704 -0.036235 0.211530 -0.434370 1.272944 -0.007337
t-Stat -3.45028* 1.622312 -0.093013 2.180762** -0.834306 3.590210* -0.727984

R? = 0.921960; R?Adj = 0.916107 * = 10%, ** = 5%, *** = 1%
F-Statistics =157.5195%; DW stat = 1.031331
Source: Author’s E-view result 2015

Table9: Long run Regression Result Summary for SR (Parsimonious)
Dependent variable DIogSR

Dlog(DE) C Dlog(EA Dlog(NEA D(MPR Dlog(CA) Dlog(BR)
Coeff 1.382615 0.003821 1.208587 -0.197789 -0.143186 -1.368775 -0.013737
t-Stat 13.91033* 0.632067 3.702174* -2.433335** -0.328193 -4.606880* -1.626399

R?=0.983682; R?Adj = 0.982458 * = 10%, ** = 5%, *** = 1%
F - Statistics = 803.7376*; DW Stat = 0.839496

Source: Author’s E-view result 2015
CONCLUDING REMARKS

We concludethat changesinthe active componentsof assetsand liability (thatis, EA, DE,
CA and BR) do not affect savingsbalancein the short term. Eveninthelongrun, itis
observed that animportant balance sheet component; capital (CA) hasanegative effect
onsavings. Asanindicator of MFBsoutreach, savingsmobilizationiscrucid. Itisquite
unfortunatethat eventhe CBN financid statisticson MFBssavingsba ance showsgradua
depletion over theyears. MFBstherefore need to embark on aggressive savingsmoilization.
Theresult showsthat MFBsasset and liability management creates more of outstanding
loansthan savings. MFBsshould not focusonly on giving out loansaspart of their outreach
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drive; they should also pay attentionto their savingsmobilization. Aspart of their oversight
functions, CBN should mandate MFBsto provideintheir periodic reports, statisticson
their customers. Thisshould include number of clients, gender, occupation and location.
Thisistoaid proper assessment of their outreach performance.

APPENDIX A (i) Breusch-Godfrey Serial Correlation LM test for LR

F-statistic 13.46672 Prob. F(2, 78) 0.0000
Obs* R-squared 22.33043 Prob. Chi-Square(2) 0.0000
Test Equation:

Dependent Variable: RESID

Method: Least Squares

Sample (adjusted): 1992Q2 2013Q4

Included observations: 87 after adjustments
Presample missing value lagged residuals set to zero

Variable Coefficient Std. Error t-statistic Prob.

C -0.000882 0.006302 -0.139887 0.8891

DLOG(EA) -0.084430 0.341813 -0.247007 0.8056
DLOG(NEA) -0.059491 0.096998 -0.694794 0.0321

D(MRR) - 0.108843 0.456535 -0.238411 0.8122

DLOG(CA) 0.130587 0.311574 0.419120 0.6763

D(BR) 0.005636 0.008951 0.629662 0.5308

DLOG(DE) 0.007794 0.103992 0.074944 0.9405

RESID(-1) 0.436747 0.114303 3.820862 0.0003

RESID(-2) 0.140775 0.112581 1.250430 0.2149

R-squared 0.256672 Mean dependent variable 1.34E-17
Adjusted R-sgquared 0.180433 S.D. dependent variable 0.059098
S.E. of regression 0.053501 Akaike info.criterion -2.920537
Sum squared resid 0.223264 Schwartz criterion -2.665443
Log likelihood 136.0433 Hannan-Quinn -2.817818
F-statistic 3.366679 Durbin-Watson stat 1.911518
Prob(F-statistic) 0.002296

Source: Author’s E-views result 2015

APPENDIX A (ii) Breusch-Godfrey Serial Correlation LM test for SR

F-statistic 19.87155 Prob. F(2,78) 0.0000
Obs*R-squared 29.36604 Prob. Chi-Square(2) 0.0000
Test Equation:

Dependent Variable : RESID

Method: Least Squares

Sample (adjusted): 1992Q2 2013Q4

Included observations: 87 after adjustments
Presample missing value lagged residuals set to zero

Variable Coefficient Std. Error t-statistic Prob.

C -0.001228 0.004996 -0.245802 0.8065
DLOG(EA) -0.167365 0.272746 -0.613629 0.5412

DLOG(NEA) -0.038140 0.068014 -0.560767 0.5766

D(MRR) - 0.124212 0.361540 -0.343565 0.7321
DLOG(CA) 0.158590 0.248941 0.637058 0.5260

D(BR) 0.000603 0.006998 0.086111 0.9316
DLOG(DE) 0.048832 0.082788 0.589839 0.5570
RESID(-1) 0.546004 0.113225 4.822296 0.0000
RESID(-2) 0.070117 0.115752 0.605749 0.5464
R-squared 0.337541 Mean dependent variable 3.16E-17

Adjusted R-sguared 0.269596 S.D. dependent variable 0.049523

S.E. of regression 0.042324 Akaike info.criterion -3.389228
Sum squared resid 0.139723 Schwartz criterion -3.134134
Log likelihood 156.4314 Hannan-Quinn -3.286510
F-statistic 4.967886 Durbin-Watson stat 1.965259

Prob(F-statistic) 0.000054

Source: Author’s E-views result 2015
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