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ABSTRACT

This study examines the relationship between asset structure and profitability in
microfinance banking in Akwa Ibom State, Nigeria. It is prompted by the quest
for empirical evidence of the link between asset classes and profits made by
Microfinance Banks (MFBs). Data relating to income-earning assets and profits
are obtained from selected registered MFBs in Akwa Ibom State, between 2007
and 2015. Descriptive and inferential statistical tools, including regression and
correlation tests were used for data analysis. The results show that asset classes
have varying effects on profits of MFBs, and that over eighty-eight per cent of the
total variationsin profits made by this category of banking can be explained by
the combined effect of the asset structure. The study recommendsthat in order to
maximise the returns on assets, MFBs should pay adequate attention to the mix
and reward-to-variability ratio of their assets; and that in making asset
allocations, preference should be given to loans and advances to take advantage
of their positive influence on profits.
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INTRODUCTION

Theintroduction of microfinance banking in Nigeriawas primarily intended to support the
economically active but poor citizens, and to devel op capacitiesand savingsculturein
them, whilecontributing to the nation'sgrossdomestic product (Idol or, 2010; Microfinance
Banks Newsletter, 2009). The capacity to meet these objectives depends, to agreater
extent, on the manner in which Microfinance Banks (MFBS) structuretheir assets. In
financial theory, abank's assets are those resourcesfromwhichit receivesincome and
profit. Theseresourcesinclude both financial and real assets, such asloansand advances,
treasury bills, sharesand bonds. The combination of both financial and real assetsof an
entity isotherwisereferred to as asset structure or asset portfolio. According to Hatgj

(2013), optimal asset structure of banks is an interesting problem both from banks

management and regul atory perspective. MFBsacquireand dispose of financia and real

assetsin the course of their operations. These assets serve as value creation, and can
affect their profitability, growth and survival (NigeriaMicrofinance Newsd etter, 2009).
Accordingly, changesin these assetsaffect the va ue maximisation and goa sattainment of
the banks (Amadi and Eyo 1999; Onoh, 2002; Svetlana, 2011). Thisimpliesthat the
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judiciousdlocation of fundsamong assetsisone of thefundamenta strategic management
decisonsabank must taketo ensurelong term sustainability growth. Microfinance banks
encounter awidearray of risksin their asset allocation decisions. They are exposed to
financid riskssincethevariety of their assetsareby definition, ascomplex asthoseavailable
inthecommercial banks. Banks assetsarerisky resources, which can bedivided into
high-risk, high-yield assetsand low-risk, low-yiel d assets (Nnanna, 2003; Bron, 20009;
Alexiou and Sofoklis, 2012). The main task in decision making relating to thistype of
asstsisto comparetheestimated risk differential sof variousasset classestoensure prudent
miX. Thisisnecessary in order to ensure abalance between liquidity, earningsand safety.

Incommercia banks, asset and liability managementisnormally carried out by a
committeeof trained and experienced Saff becauseit involvesboth operationsmanagement
and treasury activities (L edgerwood, 1999; Ndibe, Igbokwe, Daudaand Abdul azeez,
2013). Thecommitteefunctionsinvolve setting policiesand guiddinesto establish therisk
tolerance of the banks. The committee determinesthe asset structure of the bank and
makes appropriate recommendationsto the Board of Directors. Inthe event of the bank
exceedingitsrisk limitinthecourseof operations, the committeeintervenesto ensurethat
thelevd of riskisinlinewith expected returns, and cons stent with broad objectivesof the
bank. Most MFBsdo not havefinancia and operationa capacity to createacommittee.
Inthiswise, asset structuredecisonswould likely betaken by staff withlittleor notraining
inassat-liability management.

Olasupo, Afolami and Shittu (2014) observethat MFBs, especially in Nigeria
have not been very profitable. A recent target examination of all MFBsin Nigeriacarried
out by the Central Bank of Nigeria(2012a) disclosesthat out of 820 MFBs examined,
224 or 27% werefound to be*terminaly distressed” and “technically insolvent” and had
closed shopfor at least six months. Thisresulted inthewithdrawal of operating licencesof
224 MFBsin September 2010. Thissituationisamajor threat to the achievement and
sustai nability of microfinance objectivesof credit delivery and poverty dleviationinthe
country. Inthe quest to explain banks performance, anumber of studies have examined
therelationship between asset structureand profitability of commercid and merchant banks
(Amadi and Eyo, 1999; Adebisi, 2010; Amedu, 2010; Svetlana, 2011; Umar, 2012).

However, the case of specidised banks, including M FBsattractslittleor noresearch
attention over theyears. Tothebest of our knowledge, most of the available studiesonthe
subject focused primarily on conventional commercia banks, with the policy conclusions
being used in directing or benchmarking theaffairsof MFBs. Thisgeneralisation may not
only beinappropriate, but can be mideadingin establishing policiesmeant for thegrowth
of MFBsin Nigeria Congdering theoperationa peculiaritiesand specidised rolesexpected
of MFBsin Nigeria, to carter for thefinancial needs of some segment of the society to
dleviate poverty, through the empowerment of micro and small entrepreneurs, policies
meant for commercia banks may not be effectud inthe actudization of MFBS goals. In
thiswise, thisstudy isdesigned to examinethe rel ationship between theincome earning
assets and profits of MFBs. Within such aframework, appropriate policies on assets
allocation for MFBscan be articul ated as part of the decision support system.
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TheConcept of Micro-financing

The concept of microfinanceisnot new. Historically, savingsand credit groupsaresaid to
originatefrom India(Arinde, 1998). Itisreferredto as"Chit funds' inIndia, "susus' in
Ghana, 'Ajo’ (Yoruba) or '‘Akawo’ (Igbo) and Adashi (Hausa) in Nigeria Itisalsoreferred
toas"tandas’ inMexico, "arisan” inIndonesia, "cheetu” in Sri Lanka, and "pasanaku” in
Balivia, wheremembersundertaketo contributeaspecified or equa sumof money monthly
or periodically to acommon pool. Thetotal anount contributed ishanded over to one
member or gppropriated among somemembersuntil every member benefitsinturn (Hallis
and Sweetman, 1996; Arinde, 1998).

According to theCentral Bank of NigeriaGuidelines(2012), microfinanceisthe
provision of abroad range of financial servicessuch assavings, |oans, payment services,
money transfers, and insuranceto poor and low-income persons, househol dsand their
microenterprises. Microfinance servicesare provided by threetypesof indtitutions:

[ Formal ingtitutions, such asMicrofinance Banksand Commercia Banks,
i Semi-formal ingtitutions, such asMulti-purpose Cooperative Societies,
i Informal ingtitutions such asVillage Savings, Credit Associationsand Money
Lenders.
Thecreation of forma microfinanceingtitutionsfor the provision of microfinance services
to thosetraditionaly neglected by the devel opment financeingtitutionsisnot also arecent
development. Thefundamenta principle upon which microfinance operationsishbuiltisthe
provisionof small loans (typically without collateral) and accepting petty savingsdeposits.
Theunderlyinglogicisthat itisgood not to despise small beginnings, aphenomenon some
refer toasthinkingbig, but starting small. Inan aitempt to tracethe evol ution of microfinance,
Hollisand Sweetman (1996), give perhapsthe best account of the Irish Loan Fund System,
which provided small loansto therural poor with no collatera, initiated intheearly 1700s
by Dean Jonathan Swift. According to the authors, Swift provided £500 inthe 1720sto
belent to‘poor artisansof Dublin’inloansof under £10 each for short periods. Theidea
began dowly but by the 1840s had become awide spread institution of about 300 funds
all over Ireland, with several thousand familiesbeing relieved inthe space of afew years.
Today, although the Irish Loan Fund System has undergone several modificationsand
legidativereforms, the fundamental principle cannot be changed, with many countries
including theWorld Bank sponsoring similar schemes. By the sametoken, varioustypesof
formal credit institutionshave emerged in Europe and other societies, including Nigeria
(Hollisand Sweetman, 1996). Theseingtitutionsare popularly known as Credit Unions,
Savingsand Credit Co-operative Societies, Peoples Bank and Microfinance Banks.
InNigeria, Microfinance banksarelicensed and supervised by the Central Bank
of Nigeriato deliver microfinance services. The Revised and Supervisory Guidelinesfor
Microfinance Banksin Nigeria, empowersthree categories of microfinance banksfor
microfinanceservicesin Nigeria, namdy: unit microfinancebank; state microfinancebanks;
and nationa microfinance banks, each having theminimum paid-up sharecapita of twenty
millionnaira(N20.0 million); one hundred million naira(N100.0 million); and two billion
naira(N2.0 billion) respectively (CBN, 2012b). These bankscan amongst othersperform
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thefollowing servicesbased ontheir licensing regime: accept different kinds of deposits
such assavings, time, target and demand from individuals, groupsand associations. They
can provide credit to their customersincluding formal and informal self-help groups,
individualsand associations. Also, they can provideloan disbursement servicesfor the
delivery of credit programmesof government agencies, and invest their surplusfundsin
worthwhileinvestments, such astreasury billsfixed deposit accountswith correspondent
banks. Microfinanceclientsaretypically saf-employed, low-incomeentrepreneursin both
urban and rurd areas. Microfinance clients, asobserved by Onoh (2002), are oftentraders,
street vendors, small farmers, service providers (hairdressers, cart pushers), artisansand
small producers, such asblack-smithsand seamstresses. Their activitiesprovideincome
(oftenfrom morethan oneactivity) for theindividua sandtheir house-holds. Although they
are often poor, they are generally not considered to bethe‘ poorest of the poor’. These
micro-entrepreneursrequire credit for business expansion and accessto other financial
sarviceslikeinsurance (usualy provided through informal network of family and friends).

According to Ogwu (2016), there are estimated 37 million economically active
poor in Nigeriaoperating microenterprises and small businesses. Most of them do not
have accessto adequate financial services. To meet thissubstantial demand therefore,
microfinance practitionersare expected to adopt along-term perspectivein their funding
plansand capacity building of usersof microfinance services. Thishasgivenrisetothe
variousdiscuss onson microfinance. Microfinance hasevol ved asan economic deve opment
approach intended to benefit low-income people. Thisisbecausein additiontofinancia
intermediation, many of theearly providersof micro-credit provided both credit and socia
intermediati on servicessuch asgroup formation, capacity building for group devel opment,
capacity building programsin health, sanitation and social empowerment (such as self-
confidence), andtraininginfinancid literacy and management capabilitiesamong members
of agroup. Their ability to providetheseintegrated servicesand effectively play their
intermediation roleprofitably, will depend onthe management and the efficiency withwhich
their assetsare combined.

Asset Sructureand Profitability

The concept of asset structureiscentral to the planning and evaluation of therelative
magnitudesand quadity of items(assets) inthestatement of financia position of anentity. In
the context of abank, the basicideabehind asset Structureisthat the quality of assetsheld
inabank constitutesone of the primary criteriafor assessing theearnings capacity andits
relativeliquidity position. Every bank operatesastatement of financia positioninwhich
theassets of the bank are stated. These assetsare classified into non-earning and earning
assets. Non-earning bank assets, otherwisereferred to asprimary reserves, include specia-
purpose depositswith the Central Bank of Nigeria, which may not earn any interest but
must be set asidein linewith the directives of the monetary authorities. They alsoinclude
demand depositswith local and foreign correspondent banks, vault cash and cash on
transit from other banksaswell asother credit balanceswith other banks. Itisdesirable
that abank hold non-earning assetsin addition to earning assetsasaprecautionary measure
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againgtilliquidity, and the need to strike abal ance between liquidity, earningsand safety. In
the contrast, bankswould prefer holding only earning assetsintheir portfolio of assetsas
aprobableway of maximizing profits. Earning bank assets on the other hand, arethose
that yield returns, and are classified into secondary reservesand loans and advances.
Secondary reservesincludetreasury billsand treasury certificates. They areinterest bearing,
with varying tenorsandyields. Unlike non-earning assets, earning assetsare profitableand
tend to suffer littleor no depreciationin valueat maturity or at the point of being converted
into cash. Loansand advances, on the other hand, relate to short, medium and long term
facilitiesgranted by the banksto their customers.

Intermsof there ationship between asset sructureand profitability of microfinance
banks, themost frequently exploredissuesaretheimportanceof profitability intheevauation
of firms’ performance and how profitability can be affected by other economicfactors
(Lev, 1983; Davidson and Dutia, 1991; Ngerebo, 2002 and Ekpo, 2015. Profitability is
oneof the most important objectives of an entity because of the agency and trusteeship
roleit performsin organizations (Jensen and Meckling, 1976). Profitability isconcerned
with maintaining or increasing thefirm’ searningsthrough attention to cost control, pricing
palicy, turnover, asset management, and capital expenditures. Every financing activity inan
enterpriseinvolvesexpected positivereturns. The performance of abank to agreat extent
dependsonitsmanagement and theefficiency withwhichitsinvestment in assetsissiructured;
and performanceisafunction of profitability and growth overtime.

Dueto theimportance of profitability, Burns (2001) stressesthat theaim of a
businessisnot only to generate sales, but also profits. Microfinance banks are profit
oriented, with assetsintheir books. Low profitability contributesto under-capitalization,
becauseit leadstolower retained earnings, and heavy relianceon externd capita. However,
profitability has been said to be affected by many factors such astype of products (bank
facilities), degree of competition and firmsize (Burns, 2001).

Thejudiciousallocation of fundson aportfolio of bank assetsto maximizethe
expected returnsfrom each asset can be explaned within theframework of modern portfolio
theory or mean-varianceandyss. Theprincipa ideaabout portfolio theory istheassessment
of risk and return, such that therisk and returnseval uation are not carried out exclusively
onaparticular asset asagaingt therel ative contribution to the portfolio’ soverdl risk-return
payoff. According to Markowitz (1952), it ispossiblefor different portfoliosto have
varying levelsof risk and return. But the decision maker must decide how muchrisk hecan
handle and then allocate (or diversify) hisor her portfolio. Markowitz theory therefore,
suggeststhat for abank to ensure optimal all ocation of fundsamong assets(financial and
real assets), it should make an effort to reducethe portfolio risk by holding acombination
of assetsthat are perfectly positively correlated. That isto say, banks can reducetheir
exposuretoindividual asset risk by holding diversified asset Structure. Asset alocation can
a so beexplained intermsof macro models. According toAmadi and Eyo (1999), wecan
usethe Pool-of-fundsmodel, theAsset Allocation (or conversion of funds) model andthe
Management Sciencemodd to explain asset alocation patterns. The Pool-of-fundsmodel
requiresmanagersto pool al thefundsof the bank from various sources such asdemand,
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savingsand time deposit, as capital funds. The pooled funds are all ocated to the bank
assetsafter identifying theliquidity and profitability requirements. TheAsset Allocation
Mode (AAM) ispremised ontheneedto alocateavail ablefundsto assets of thetypeand
maturity appropriateto thevelocity or turnover of thesefunds. The Management Science
model employs sophisticated model sto analyze the complex inter-rel ationshipsamong
various components of the balance sheet and income statements. It utilizes linear
programming mode whichincorporatesthe asset management probleminitsanayss. It
asoincorporatesboth profitability and liquidity constraints. Thus, themodel can beused
to test the sengitivity of management decisionsto changesin the banking environments.

Inall, the application of modern portfolio theory or asset allocation modelsin
asset structure decisions does not replace the role of an informed asset management
committee of banks or the bank manager’s expertise; the models can best serve as
complementary toolsfor decison making.

For several yearsresearchershavetried to understand how banks managetheir
statement of financia position (otherwisereferred to asbal ance sheet), and alocatefunds
to assets of various classes (Stoughton and Zechner, 2007; Daniel sson, Jorgensen, De-
Vriesand Yang, 2008; Thakor, Mehran and Acharya, 2010). The need for understanding
this decision process is not met and the quest is unending. Indeed, maximization of
shareholders vaue, whichisat leastinlega theory, the best objectiveafirm should pursue,
could be considered an optima criteriafor optimal alocation of fundson corporate assets.
Other useful criteriahave been suggested by eminent scholars, such asthe maximization of
income (Thakor, Mehran and Acharya, 2010); maximization of risk-adjusted profit
(Stoughton and Zechner, 2007); and risk-constrained profit (Danielsson, Jorgensen, De-
Vriesand Yang, 2008).

According to Hatg (2013), optimization-based approach to banks' asset structure
can beapplied in varioustheoretical and practical contexts. It can beintegrated asan
integral part of asset-liability management decision process (Kusy and Ziemba, 1986;
Adam, 2008). Asobserved by Paries, Halg) and Kok (2016), many optimization-based
model sincorporateincomeinto their asset structure considerations. Amadi and Eyo (1999),
intheir empirical examination of the relationship between the profits of merchant banks
and the pattern of asset allocation found that merchant banksin Nigeriashift fundsto
unspecified assetsin order to enablethem engagein activitieswhich areat variance with
gtipul ationsof monetary authorities. Theauthorstherefore, concluded that considering the
importance of Asset-Liability management in therealization of banks' objectives, bank
managers, to whom the assetsand liabilitiesare entrusted, ought to know the most optimal
mix of such assetsand the most efficient allocation of bank funds so asto increasetheir
profits.

In arelated study, Nwankwo (1991) outline certain factorsthat should guide
bankers in alocating funds to the various asset categories. These are prudence and
transactionsdemand, legal requirements, maintaining ahigh degreeof liquidity, and the
need to earn sufficient income. Also, based on Svetlana (2011) research, banksneed to
pay attention to their balance sheet for effectivefinancia risksmanagement. All financial
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ingtitutions take risks to make money, but an effective risk management guarantees
appropriate balance between risk and reward. Alexiou and Sofoklis (2012) argued that
asset-liability management requiresthat attention be paid to each asset category to address
their peculiar problem for improved profits. ASMFBsdiversify their funding sources,
sound asset and liability management iscritical to hel p them accessand managefinancial
risk. Thecurrent globd financid crisishighlightstheimportance of good asset and liability
management. Asfunds becomeincreasingly scarce and expensive, asset management
becomes ever moreimportant. Whileincreased borrowing can help MFBsincreasetheir
returns, it also exposesthem to greater risk.

METHOD

Thisstudy isempirical in nature. It employed secondary datafor al necessary analysis. To
represent asset structure, the study focused on income earning assets. These were
investment infixed deposits, investment in treasury bills, and loansand advances. Profit
after tax was used for profitability measure. Therelevant datawere obtained from the
annual financial reports of selected MFBsin Akwalbom Statefor the period 2007 to
2015. Thechoiceof thisperiod wasto cover period when microfinance banks commenced
operationsin the state. Regression and correl ation model s were used to establish the
rel ationship between income earning assets of MFBsand profitability, and to ascertain
whether any relationship existsbetween thevariables. The popul ation of study comprised
al MFBsoperatinginAkwalbom State asat 31st December, 2015; whichtotal iseightin
number. Based on assumed rel ati onshi p between asset Sructureand profitability, Regresson
mode swere specified for empirica investigation and analysis. Themode for thisstudy is
expressed inafunctiona formasfollows:

PMFB = f(IFD, ITB, LAD)
Where
PMFB = Profit of Microfinance Banks
IFD = Investment in Fixed Deposit
ITB = Investment in Treasury Bills
LAD = Loansand Advances
Themodel wasrestructuredinto linear multipleregression equation asfollows:
PMFB = b,+bIFD +bITB+b,LAD + e

Where: bi (i=0,1,2...) arethemodel coefficientsdenoting the effect of the respective
asset classeson MFBS' profitability; e, isthe error variable. IFD, ITB and LAD are
independent variablesmeasured by theval ue of income earning asset categories.

RESULTSAND DISCUSSION

Theaggregated datare ating toincome earning assetsand profits of M FBsbetween 2007
and 2015 were analyzed using the multipleregression model. Thiswasto establishthe
relationship between theindependent variables (investment in fixed deposits, treasury bills
and loans and advances) and the dependent variable (profits). Theresultson table 1
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indicatethat investment in fixed deposits, treasury billsand loans and advances (asset
structure) will jointly increase the profits of MFBs. Analysisyielded f-ratio of 19.749,
whichwasfound to besignificant at 0.05 aphalevel. A co-efficient of multipleregression
of (R) 0.968 and adjusted multiple regression square (R?) of 0.889 were observed. This
indicatesthat 88.9% of thetota variationin profitsof MFBsisexplained by thecombined
effect of the asset structureor portfolio. Thisisto say that investment in fixed deposits,
treasury billsand loansand advancesjointly contribute about 88.9% of the profits made
by MFBs. Theresultson table 2 show that theindependent variables (investment in fixed
depodits, treasury billsand loansand advances) had significant rel ativeinfluence on profits
of MFBs. Loans and advances had the highest influence (B = 2.709; t = 5.861; p =
<.004); followed by investment in treasury bills(B =-1.866; t = -4.231; p = <.013); and
lastly investment in fixed deposits (B = -1.306; t = -5.355; p = <.006). The results of
correlationson table 3 show that loansand advances (r=0.693; r’=0.48) isableto explain
about 48% of thevariationin profitsof MFBs, whereasinvesment intreasury bills(r=0.622;
r?=0.387) explainsabout 38.7%, whileinvestment in fixed deposits (r=-0.169; r>=0.028)
canonly explain about 2.8%. From foregoing findings, thefitted modd is:

PMFB =-421.201 - 75.678IFD —205.098 I TB + 20.642 LAD.
Theresultsimply that theinclusion of investment infixed deposits, treasury billsand loans
and advancesinthemodd issignificant, and that they aredtaidticaly reated totheprofitability
of MFBs. From thefitted model, the profitability of MFBsisexpected to decrease by |
75,678,000 for each unit increaseininvestment in fixed depositswhile holding investment
intreasury billsand |oans and advances constant. Thismeansthat investment in fixed
depositshasanegative effect on profitability of MFBs. Also, the profitability of MFBsis
expected to decrease by | 205, 098,000 for each unit increasein investment in treasury
billswhile holding loans and advances constant. Thus, investment in treasury billshasa
negative effect on profitability of MFBs. On the other hand, the profitability of MFBsis
expected toincrease by | 20,642,000 for each unit increasein loansand advanceswhile
holding investment infixed depositsand treasury billsremainscongtant. Inthiswise, Loans
and advances have apositive effect on profitability of MFBs.

Theresultsconfirm thefindingsof Amadi and Eyo (1999) and Svetlana (2011).
Although the earlier studieswere based on conventional commercia banks, thefindings
have proved that the assetsavailablein MFBscollectively affect their profitability like
thoseavailablein thecommercia banks. Additional support for thisresult can befoundin
Alexiou and Sofoklis(2012) who arguethat asset-liability management requiresthat attention
be paid to each asset category considering their peculiar natureand returnson investment.
Theseresultshave shown adeeper level of implications of the asset componentsinthe
portfolio and the statistical testswhich indicated anegativeimpact of some assetson
profits. Interestingly, thefindings of negativeimpact of investment in fixed depositsand
treasury billson profitsdo not come asasurprise asthemgjority of the sampled banksdid
not invest in elther of theinvestment options. M oreover, apart from the smaller number of
MPFBsthat invested intheseinvestment options, theamountsactudly invesed wererdatively
inggnificant. Theimplicationsof thesefindingsto the management and regulatorsof MFBs

International Journal of Finance and Management in Practice, Volume 4, Number 1, June 2016 54
ISSN: 2360-7459



arecompelling. First, most of the selected banksdid not invest in treasury billsand fixed
deposit. They concentrated their investmentsinloansand advances, probably because of
the perceived differencesinreturnscompared with other investment options. Thisviolates
therequirement of Section 9.1(a) of the Guidelinesfor MFBsin Nigeriawhich statesthat
al MFBsshal berequired to maintain not lessthan 5 percent of their deposit liabilitiesin
treasury bills. Second, thefindingsconfirm theneed to adequatdy addressMFBS orientation
and attitudein the pursuit of their objectives. Thefindingsof Amadi and Eyo (1999) that
merchant banks shift their fundsto unspecified assetscontrary to CBN directivesarein
conformity with theseresults. Third, it behoovestheregulatorsof MFBsto encouragethe
integration of asset dlocation modd sinther regulatory provisonsinlinewithinternational
best practices. The existence of such provisionswould equally attract public confidence
for themicrofinanceingtitutions, asit would safeguard them against the all ocation of funds
on unproductive purposes.

CONCLUSIONAND RECOMMENDATIONS

Fromtheforegoing, it can be seen that asset-liability management of bankshaslong attracted
theattention of researchers. Most of the previous studieswere designed with emphasison
conventional commercial banks. Little attention was given to the specialized financid
ingtitutions, whose objectivesare peculiar and somewhat different fromthoseof conventiond
commercia banks. Thisisamgor limitationintheknowledge of asset-liability management
of microfinanceingtitutions, aspolicy conclusonsmeant for conventional commercia banks
may not bequiteappropriatein their devel opment.

Theempirical findingsof thisresearch show that thereisasignificant positive
relationship between asset structureand profitability of MFBs. Fromtheresultsof our first
test, wefound that asset structure contributes about 93.7% to the profitability of MFBs.
The second test resultsalso buttressthefirst with the evidence that investment in fixed
assets, investment in treasury billsand loans and advances contributeto MFBS' profits.
based on thesefindings, we makethefoll owing recommendations:

I The management of MFBs should invest agreater percentage of their fundson
loansand advancesasit would guaranty both profitability and survival. Inthis
regard, MFBsthat prefer to speculate on the Stock Exchangeand invest agreater
part of their fundsin unspecified assetswhich are at variance with regulatory
requirementswould betaking unduerisk.

ii. Each MFB should set up atechnicd cdll or committeewithtrained staff toformulate
schemesfor fundsall ocation and asset planning. Moreover, expertise should be
devel oped among the management staff on investment/portfolio management.

. The Centra Bank of Nigeriashould play amoreactiverolein advisng MFBsin
managing their funds, in appraising their asset structure, and in making proper
end-useof credit for improved profit.

V. Finally, futureresearch needsto bedoneinthisareatoimprovetheresultsof the
study; by incorporating nonincomeearning assetsinthemode andincreasingthe
number of observations.

International Journal of Finance and Management in Practice, Volume 4, Number 1, June 2016 55
ISSN: 2360-7459



Table1: ANOVA summary showing the combined effects of independent variables (asset
portfolio) on profits

Source of Sum of Mean Square f-ratio p-value(sig.) Reg.Analysis
Variation df Squares

Regression 3 23081327 7693775906 19749 007 R=.968

Error 4 1558332468  389583.117 R?=.937

Total 7 24639660.19 Adj. R?=.889

Sour ce: Regression Results (2016)
Table 2: R ative effect of independent variableson profits

Model Coefficients?
Unstandardized Coefficient Standardized Coefficient t-ratio p-value
B Std. Error BETA
Constant -421.201 360431 -1169 0307
Invf -75678 14133 -1.306 -5355 0006
Invt -205.098 48.480 -1.866 -4231 0013
LAD 20642 3522 2709 5861 0004

a. Dependent Variable: PMB. Sour ce: Regression Results (2016)
Table3: CorrelationsMatrix

PVIFB IFD ITB LAD

PMFB Person Correlation 1 -.169 622 693

Sig. (2-tailed) 690 100 057

N 8 8 8 8
INVF Person Correlation -.169 1 -137 326

Sig. (2-tailed) 690 747 431

N 8 8 8 8
INVT Person Correlation 622 -137 1 .853**

Sig. (2-tailed) 100 747 007

N 8 8 8 8
LAD Person Correlation 693 326

Sig. (2-tailed) 057 431

N 8 8 .853**,0078 18

** Corrdationissgnificant at the0.01 level (2-tailed). Sour ce: Regression Results(2016)
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