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ABSTRACT

Thisstudyexamined theeffectofe-banking income, fee income,andfirmsizeonmarketvalue
addedofDepositMoneyBanksinNigeria.TheeightbankscategorisedbyCentralBankofNigeria
in2014tobeDomesticSystematicallyImportantbankswereselectedusingthepurposivesampling
technique.DatacollectedfromtheannualreportsandaccountsandtheNigerianStockExchange
websiterespectivelyforaperiodof11years(2008-2018)wasused.Thedescriptivestatisticsand
econometricanalysiswereemployedusingthePanelDataAnalysismethod.Findingsfromthestudy
revealedthate-bankingincomeandfeeincomeeachhasasignificantpositiveeffectonmarketvalue
addedofDMBsinNigeria.ThestudyrecommendsthatbanksinNigeriashouldfurtherdevelopits
internetandotherelectronicplatformsthatcanimproveitsincomefrome-bankingoperationssince
e-bankingincomeisshowntobeastrongandemergingcomponentthatboostsbanks’performance.
Largerandinvestment-orientedbanksshouldfocusonincreasingtheirshareofinterestincometo
becomemorestable.
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1. INTRoDUCTIoN

Banks are very important organisations which aid in the execution of socio-economic activities
undertakenbyindividuals,businessorganisationsandthegovernment.Theyserveprimarilyasa
mediawhichbridgethegapbetweensurplusanddeficitunitsinaneconomy(Damankah,Anku-
Tsede,&Amankwaa,2014).Thisfundamentalfunctionofbanksgeneratesinterestincomewhich
hasovertheyearsbeenthemajorsourceofrevenue,sinceloansformagreaterportionofthetotal
revenue-generatingassetsofbankspriortoevolutionofdigitalbanking.Theseassetsgeneratehuge
interestincomeforbankswhichtoalargeextentdeterminestheirfinancialperformance(Mabvure,
Gwangwava,Faitira,Mutibvu,&Kamoyo,2012).
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Basically,financialflowsofDepositMoneyBanks(DMBs)arefromtheintermediationprocess
(forexample,interestpaidondeposits(interestexpense),interestreceivedfromloansandsecurities
(interestincome),andtheresultingnetinterestmargins.Bankspromoteeconomicgrowthprimarily
bymediatingbetweensurpluseconomicunitsanddeficiteconomicunits.Intheprocess,theyfacilitate
capitalformationandlubricatetheprocessofproduction.Thisintermediationfunctionisimportant
because, in theabsenceofbanks, savingswouldhavebeen fragmented in smallpockets,butby
poolingtogethersuchsavingsbanksareabletoattaineconomiesofscalewithbeneficialeffectsfor
theircreditcustomers(Nzotta,2004).

Banks exist because they mitigate a lot of problems that otherwise would have prevented
liquidityfromflowingdirectlyfromagentswithexcessliquidity(depositors)toagentsinneedof
liquidity(borrowers).Theseproblemsarisebecauseofinformationasymmetries,contractingcosts,
andscalemismatchesbetweenliquiditysuppliersandliquiditydemanders.DepositMoneyBanks’
therefore,areseenassolutiontotheseproblemsbyvirtueoftheirintermediatingrolebecausethey
haveacomparativeadvantageatgatheringinformationonborrowers’creditworthiness;betterable
tomonitorborrowers than individual lenders;provide increased liquiditybypooling funds from
manyhouseholds,businessesandbyissuingdemandabledepositsinexchangeforthesefunds;and
alsodiversifyawayidiosyncraticcreditriskbyholdingportfoliosofmultipleloans(DeYoung&
Rice,2004).Therelevanceofthebankingsectorisjustifiedbythefactthattheynotonlyprovide
theintermediationusedinpoolingfundsfromsaversbutatthesametimeredirectsthemtoinvestors.
Italsoprovidesthepaymentsystemthatfacilitatestradeandexchangeaswellasaplatformforthe
workingoutofthemonetarypolicieswhichprovidesmacroeconomicstabilityforalleconomicagents
(Saunders&Walter,2005).

Forbanks toperformefficiently anddischarge the said core functions, it is imperative that
thebanksareviableandhealthyandthattheentireindustryisstableandsound.Itisagainstthis
backgroundthattheindustrygloballyisheavilyregulated,andmosttimeseitherproactivelyorin
responsetocertainindustryinefficiencies,embarksonreformstorepositiontheindustryinorder
tomeetdesiredobjectives(Ebong,2006).Also,inviewofenhancingtheoverwhelmingroleofthe
financialsectorandsavethebankingindustryfromimminentcollapse,theCentralBankofNigeria
(CBN)continuallyreviewstheCBN’sprudentialguidelineswhichmustbecompliedwithbyDMBs
intheiroperationstoavoidfailuresandenhancemaximumprofitability,liquidityandsolvencyinthe
banks’lendingactivities(Olokoyo,2011).

Conversely,theglobalfinancialcrisisof2008,theNigerianBankingSectorreformsof2004,
theadventofTreasurySingleAccount(TSA)whichdeprivesbanksaccesstogovernmentfunds,the
introductionofIslamicBankingwhichdoesnotchargeanyinterestonloans,highincidencesofnon-
performingloansoccasionedbyincreaseddefaultsinrepaymentofloansandadvancesresultingin
impairmentsorwrite-offsfrombanksearnings,increasedcompetition,technologicaladvancement,
financialmarketintegration,country’sspecificregulatoryandlegislativeinnovation,amongothers
hadposeduntoldhardshipsonbanks’incomehence,reducingtheamountofincomeavailablefrom
traditionalactivitiesofbanksinNigeria.Thesefactorswhichcreatedpressureontraditionalbanking
activitieshavemadebankstorefocusandshifttheirrevenue-mixbydiversifyingfromitsinterest
basedactivitiestonon-interestbasedactivitiestoboostandsustaintheirrevenuebaseandfinancial
positionas financial intermediaries (Dong,2012) inorder tosustain their financialperformance
andremaininbusiness.Noninterestincomeservicesareofcontinuousdevelopment,butwhether
noninterestincomecanhelpenhanceDMBs’financialperformancehasremaincontentious.

Priorstudieshavebeenconductedinthisareaofresearchbyscholarsinadvancedanddeveloping
economieslikeUnitedKingdom,UnitedStates,Ghana,China,Kenya,Bangladesh,Uganda,etc.with
noneconsideringtheNigerianenvironment.However,giventheconflictingviewsofthesescholars
resultingininconclusiveandlackofuniformityintheirsubmissions,thisstudybelievesadditional
evidencewouldbeneededtoaddresswhethernoninterestincomeaffectsthefinancialperformance
ofDMBsinNigeria.
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This paper is structured into five sections. Following the introduction is section two which
discussestheliteraturereviewandhypothesesdevelopmentunderthreesub-headsas:conceptual
review,theoreticalreviewandreviewofempiricalstudies.Sectionthreeharpsonthemethodology.
Thisisfollowedbysectionfourwhichfocusesonestimationresultsanddiscussionoffindings,and
finally,sectionfivepresentstheconclusionandrecommendations.

2. LITeRATURe ReVIew AND HyPoTHeSeS DeVeLoPMeNT

2.1. Concept of Noninterest Income
Noninterestincomeisbasicallyincomeearnedfromsourcesotherthanreturnsonbankadvances.
Noninterestincomeisthepartofabank’srevenuethatisnotgeneratedbyitsinterest-bearingactivities.
Theyarerevenuesthatbanksearnfromareasoutsidetheirlendingoperationsoranyincomethat
banksearnfromactivitiesotherthantheircoreintermediationbusinessorfrominvestmentinother
businessportfolios(Khrawish,2011).Noninterestincomeisgenerallyderivedfromcommissionand
feeactivities,e-channelsactivities(suchasAutomatedTellerMachine,PointofSale,Mobilebanking,
Internetbanking,andsoon)andtradingactivities.Theyareusuallyfee-generatingactivitieswhich
rangefromunderwritingactivities,cashmanagementandcustodialservicestoderivativearrangements.
Non-interestincomealsoincludesactivitiessuchasincomefromtradingandsecuritization,investment
bankingandadvisoryfees,brokeragecommissions,venturecapital,fiduciaryincome,andgainson
non-hedgingderivatives.Theseactivitiesaredifferentfromthetraditionaldeposittakingandlending
functionsofbanks.Intheseactivities,banksarecompetingwithothercapitalmarketintermediaries
suchashedgefunds,mutualfunds,investmentbanks,insurancecompaniesandprivateequityfunds
whichareimportantforfinancialstability(Brunnermeier,Dong&Palia,2012).

Thecomponentsofnon-interestincomeofbanksinNigeriaincludemonthlyaccountservice
charges, deposit and transaction fees, commissions, dividends and trading profits on securities,
foreignexchangenetgains,insufficientfundsfees,annualfees,inactivityfees,chequeanddeposit
slipfees,andotheroperatingincome.Bankschargefeesonsomeactivitiesthatprovidenon-interest
incomeasawayofgeneratingrevenueandensuringliquidityintheeventofincreaseddefaultrates
(Kaufman&Mote,1994).Aspartoftotalbankearnings,noninterestincomeisgainingprominence
inrecenttimesparticularlyintheUSandEurope,ascompetitionintensifiesinthetraditionalbanking
businessofdepositmobilizationandloanadvances(DeYoung&Rice,2004).Noninterestincome
iswhatbanksarestrivingforinrecentyearsbecauseofthevigorouscompetitionamongDMBsdue
toincreasinglyopenmarketandtoughregulationsfromtheCentralBankofthesevariouscountries
(Sun,Wu,Zhu&Stephenson,2017).Bankstherefore,areincreasinglydependingonnoninterest
incomefortheirsurvivalandsuccessingeneratingrevenuesandprofit(Bian,Wang&Sun,2015).

AccordingtoRitterandUdell(1996),thissourceofrevenuehasbecomemoreimportantinrecent
timesasbankshaveshiftedfromthetraditionalinterestincometomoreofnon-traditionalincome
knownasnoninterestincomeorfeeincome.Thisshifttowardsnoninterestincomehasincreased
banks’revenueasnoninterestincomeisoneofthesignificantfactorsinfluencingbanks’profitability
(Oniang’o,2015).Thisincomesourcehasgreatgrowthsignificanceonthetotalincomeandfinancial
performanceofbanks.

2.2. electronic Banking
Accordingtothe“ReportofTechnicalCommitteeone-banking”(CBN,2003),e-bankingis“ameans
wherebybankingbusinessesaretransactedusingautomatedprocessesandelectronicdevicessuch
aspersonalcomputers,telephones,facsimile,internet,cardpaymentsandotherelectronicchannels.”
Electronicbankinginvolvesthedeliveryoffinancialservicesoutsideconventionalbankbranches,
usingtechnologiessuchascard-readingPoint-of-Sale(POS)terminals,AutomatedTellerMachine
(ATM),MobilePhones,Internet,andsoontotransmittransactiondetails(Onwudiwe,2017).
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InformationandcommunicationtechnologiestrendsinthebankingindustryhasmadeDMBsto
introducemobileapplicationsandSmartATMstoreplacehumantellers,internetbankingtoeradicate
theproblemofgeographicaldistanceaswellastheemergingdigitalpeer-to-peerbanking.Among
otherbenefits,e-bankingincreasesbanksrevenue,customersneednotvisitthebank’sbranchand
bankshavetheopportunityofenhancingtheircustomerbasetherebyexperienceimprovedprofits
(Okibo&Wario,2014).

According to International Monetary Fund (2010), financial innovation has resulted to the
emergenceofvitalservicesthatevaluate,allocateandmonitortheuseofcapital,whileenhancing
transactionsandriskmanagement.Theseimprovementshaveresultedtosignificantchangesinthe
demographicsoftheoperationofcommercialbanksallovertheworld.Analysisoftheaudited2018
annualreportsof11DepositMoneyBanksinNigeriashowedtheirrevenueearnedfromelectronic
transactionsgrewfromN86.72bnin2017toN124.5bnin2018,representinga43percentgrowth
rate(FinancialPunch,2019).

2.3. electronic Banking Channels
It is important tonote thatnoninterest incomechannels entirely comprise technologicallybased
financialinnovations(Alubisia,Githii,&Mwangi,2018).Assuch,technologicallybasedfinancial
innovation is at theheartof commercialbanks’businessas they seek toprofit fromnoninterest
income(Becketal.,2016).Thereareseveraltechnologybasedfinancialinnovationsthathavebeen
developedforeaseofdoingbusinessinthebankingsectorandsomeofwhichincludeATMs,credit
anddebitcards,onlineandmobilebankingapplicationsaswellasfundstransfersystems(FTS)such
asrealtimegrosssettlement(RTGS)andelectronicfundstransfers(EFT).Theseelectronicbanking
channelsarebrieflyexplainedbelow.

2.3.1. Automated Teller Machine (ATM)
AnATMisbasicallyacomputerterminalthatcomprisesofacashvaultandarecordkeepingsystem
capableofholdingrecordsofaccountinformation.AnindividualwhowantstoutilizeATMservices
shouldhaveacreditordebitcardthathasachipwith theiraccount informationaswellas their
PersonalIdentificationNumber(PIN)thatwillcommunicatewiththeATMcomputerandallowthe
transaction(Shaikh&Karjaluoto,2015).TheATMoffersanumberofservicestoitsusersincluding
theabilitytowithdraw,deposit,buyairtime,payutilitybillsortransfercashfromonegeographical
location toanother electronically.Theyarewidespread, andneednotbephysically locatednear
bankinginstitutions.

2.3.2. Online Banking (OB)
Anonlinebankingisaserviceprovidedbyacommercialbankthatallowscustomerstoconduct
financialtransactionsasiftheywerephysicallypresentinabankinghallwhileinrealitytheyare
usingtheirmobilephones(Shaikh&Karjaluoto,2015).Itentailsaccessingbankingservicesviathe
internetwhichisalsoreferredtoasinternetbanking(Yee-Loong,Chong,Ooi,Lin&Tan,2010).
Thismeans,bankingservices(suchasaccessingaccounts,checkingbalances,pointofsalepurchases
andtransferoflargeamountsofmoneyviaElectronicFundsTransfers(EFT)thatwouldotherwise
beonlyavailableinabankinghallareaccessibleremotely.Itusessoftwareintheformofanappthat
isprovidedbythefinancialinstitutiontothecustomerforthesolepurposeoftransacting.

3. FUND TRANSFeR SySTeM (FTS)

FundTransferSystem(FTS)comprisesofsystemsthatfacilitatethetransferoflargeamountsofmoney
fromoneinstitutiontoanother(Worku,2010)andincludesRealTimeGrossSettlement(RTGS)and
ElectronicFundsTransfers(EFT).RTGSenablesthemovementoffundsfromonebankinginstitution
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toanotherinsuchawaythatthesettlementisinrealtime,thatistransactionsarenotsubjectedto
time,andtakeplaceinstantly.Inessence,settlementsarecompletedassoonastheyareprocessed
onaonetoonebasis,eliminatingtheneedfornettingwithanyothertransactionatthebank.This
hasrevolutionizedtransactionsthatareofhigh-valueandrequireimmediatesettlement.Ontheother
hand,EFTisaformofelectronicfundstransferthatalsohandleshigh-valuetransactions.However,
settlementsdonethroughthissystemarenotrealtimebutalsorelyonanetworktofunction(Jack,
Suri&Townsend,2010).Basedontheabove,thefirsthypothesisofthisstudyispresumedasfollows:

H01:ElectronicbankingincomehasnosignificanteffectonmarketvalueaddedofDepositMoney
BanksinNigeria.

3.1. Fee Income
Feeincomeistherevenuetakenbybanksfromaccount-relatedchargestocustomers.Chargesthat
generatefeeincomeincludenon-sufficientfundsfees,latefees,over-the-limitfees,wiretransferfees,
monthlyorannualservicecharges,accountresearchfeesandmanymore.Creditunions,banksand
creditcardcompaniesaretypesoffinancialinstitutionsthatearnfeeincome.Financialinstitutions
earnasignificantportionoftheirincomefromfeeswhichalsoformspartofnoninterestincome.

Before the deregulation of the mid-1980s which offered banks more opportunities to sell
non-traditionalfee-basedservices,non-interestincomehadalreadyaccountedfornearlyaquarter
ofalloperating incomegeneratedbycommercialbanks(DeYoung&Rice,2004).Thedramatic
increaseinnoninterestincomeatU.S.bankinginstitutionsoverthelasttwodecadesreflectsnotonly
diversificationofbanksintonon-traditionalactivitiesbutalsoashiftonhowbanksearnmoneyfrom
theirtraditionalbankingactivities.Duringthisperiod,deregulationopenedthedoorforcommercial
bankstoearnfeeincomefrominvestmentbanking,merchantbanking,insuranceagency,securities
brokerage,andothernon-traditionalfinancialservices.

NoninterestfeeincomeactuallytookoffwiththeGramm–Leach–Bliley(GLB)Actof1999,
alsoknownastheFinancialServicesModernizationActof1999wasenactedNovember12,1999as
anactofthe106thUnitedStatesCongress(1999–2001),whichcreatedafinancialholdingcompany
(FHC)frameworkallowingcommonownershipofbankingandnon-bankingactivities.TheGLBAct
wasthecatalysteliminatingthevauntedGlass-SteagallActof1933,whichprohibitedthemixing
ofcommercialbankingwithotherfinancialservicesactivity,suchasinvestmentbankingservices,
securitiesservices,andinsuranceservices.Williams(2016)arguesthattheincreaseinfeeincomeis
notonlyduetothedecreaseinnetinterestmarginsbutalsoowingtothechangeofbankingbusiness
models.Onthecontrary,theScopeofBankingActivities&AncillaryMatterAct,2010ofNigeria
introduced a narrower banking services model restricting banks from performing non-banking
activitiessuchas insuranceandportfoliomanagementbusinesses inNigeriadespite thefact that
increasedrelianceonfee-basedincomemayincreasebanks’earningsstreams.Itisonthisbasisthat
oursecondhypothesisisstatedasfollows:

H02:FeeincomehasnosignificanteffectonmarketvalueaddedofDepositMoneyBanksinNigeria.

3.2. Firm Size
Thesizeofthefirmisoneofthedecisivefactorsintheachievementofefficiencyinitsoperations.
Thesedays,large-scaleproductionisconsideredtobringmosteconomicresultsbywayoflowercosts
andhigherreturns.Therefore,therehasbeenatendencytowardsincreaseinthesizeoftheindustrial
unitsinordertoorganisemassproductionandbulksalesindiversifiedmarkets.Largerfirmsmay
alsoenjoyeconomiesofscaleinmonitoringtopmanagement(Hummelberg,Hubband&Palia,1999;
Penrose,1959).Largerfirms,accordingtoShepherd(1970)mayalsobeabletoleveragetheirmarket
power.ZeitunandTian(2007)alsopositthatfirmsizehasapositiveimpactonfirms’performance
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aslargefirmshavelowbankruptcycosts.Also,theeffectofthisvariableonefficiencyislikelytobe
positiveaslargerfirmsareexpectedtousebettertechnology,bemorediversifiedandbettermanaged.

Thegenerallyacceptednorminmoderneconomicanalysisisthatasthefirm’sbusinessgoes
onexpanding,thecostperunitwouldbedeclining.Therefore,allfirmstendtoexpandtheirscaleof
operationsinordertospreadtheircostsoverlargeroutput.However,thereisalimittowhichthey
cangrowwithoutadverseeffectonitsprofitability.Growthbeyondthatlimitmaygivedecreasing
returnperunitofinvestmentduetomanagerialandfinancialstrains.Therefore,anegativeeffect
maybeobservedinsituationswherethereislossofcontrolresultingfrominefficienthierarchical
structuresinthemanagementofthecompany(Williamson,1967).Largerfirmsalsotendtoincur
largermonitoringcostswhichmayoffsetthebenefitsofeconomiesofscalestatedabove.

Firmsizeismeasuredbythenaturallogofthefirm’stotalasset.AccordingtoCBN(2014),
banksize(BSZ)ismeasuredbythetotalassetofthebank.Inthisstudytherefore,wewouldexpect
apositiverelationshipbetweenfirm’ssizeandfinancialperformanceofdepositmoneybanksin
Nigeria.Thus,ourthirdhypothesisisstatedasfollows:

H03:FirmsizehasnosignificanteffectonmarketvalueaddedofDepositMoneyBanksinNigeria.

3.3. Market Value Added (MVA)
MarketValueAdded(MVA)isdefinedasthedifferencebetweenthecompany’smarketvalue(Debt
and Equity) and the economic capital invested in the business (Young & O’Byrne, 2000). The
economiccapitalorinvestedcapital(IC)representstheamountthathasbeenplacedinthecompany
andconsistsmainlyofnon-currentassetsplusnet-workingcapital.MVAisanexternalvalue-based
performancemeasure,whichisconsideredtobethebestindicatorofshareholders’valuecreation
(Khan,Chouhan,Chandra,&Goswami,2012)unliketheeconomicvalueaddedthatisdeemedto
measureperformanceinternally(Kiwan,2010).MVAhaspresentedanewshareholders’valuemeasure
(Stewart,1991)whichdescribesthemarketbasedvalueaddedoverthebookvalueofinvestedcapital.
Inthestudyconductedby(Stewart,1991;Alipour&Pejman,2015),MVAwasusedasadependent
variableanddisplaysthevalue-addedcreatedfortheshareholdersandinvestors.

Although,themarketvalueaddediscalculatedatacertainpointintime,itcanbecalculatedfor
severalperiodsforthepurposeofdeterminingthedifferenceorchangeinvalueaddedandtoknow
whethertherehasbeenimprovementorreversal(Bognarova,2017).ApositiveMVAindicatesthat
thevalueandinvestmentcreatedbythemanagementismorethanthecapitalsuppliedbytheinvestors
whileanegativemarketvalueindicatesadeclineordecreaseinthecompany’svalue(Wibowo&
Berasategui,2008).Whereanenterprisehasmadeareturnequaltothecostofitscapital,themarket
valueadded in thiscasewouldbezero,but if theenterprisecouldachieverevenueshigher than
thecostoftheinvestedcapital,themarketvalueaddedwouldbepositive.Themarketvalueadded
representstheamountofwealthgeneratedfromthecapitalandreflectsthemarketassessmentofthe
effectivenessoftheenterprise’smanagementintheuseandcontrolofavailableresourcesandthe
competitivepositioninthemarket(Jadoo,2007).Inthiscontext,theMVAisthedifferencebetween
equitymarketvalueandequitybookvalue(InvestedCapital)(Panigrahi,2017)asshownbelow:

MVA=EquityMarketValue–InvestedCapital

where:

EquityMarketValue=NumberofOutstandingSharesXMarketPriceperShare
InvestedCapital=Non-CurrentAsset+WorkingCapital
WorkingCapital=CurrentAssets–CurrentLiabilities
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4. ReVIew oF THeoRy

4.1. Modern Portfolio Theory
TheModernPortfolioTheory(MPT)isaninvestmenttheorydevelopedbyMarkowitz(1952).MPT
isoneofthemostimportantandinfluentialeconomictheoriesdealingwithfinanceandinvestment
management.Theideabehindthistheoryisthatrisk-averseinvestorscouldcomeupwithinvestment
portfoliostooptimizeormaximiseexpectedreturnsbasedonagivenlevelofmarketrisk,emphasizing
thatriskisaninherentpartofhigherreward.TheMPTshowsthatspecificriskcanberemovedthrough
diversification.Thetwomainconceptsin“ModernPortfolioTheory”arethat:(i).aninvestor’sgoal
istomaximizereturnforanylevelofrisk,and(ii).Riskcanbereducedbycreatingadiversified
portfolioofunrelatedassets.Technicallyspeaking,theMPTcomprisedofMarkowitz’“Portfolio
SelectionTheory”,first introducedin1952,andWilliamSharpe’scontributions to the theoryof
financialassetpriceformationwhichwasintroducedin1964,whichcametobeknownastheCapital
AssetPricingModel(“CAPM”)(Veneeya,2006).

Essentially, MPT is an investment framework for the selection and diversification of
investment portfolios based on the maximisation of expected returns of the portfolios and
thesimultaneousminimisationofinvestmentrisk(Fabozzi,Gupta,&Markowitz,2002).The
fundamentalsofMPTareasset’srisk-returnontheoverall investmentportfolio.Theviewof
Markowitz(1952)isthatanasset’sriskandreturnshouldnotbeassessedbyitself,butbyhow
itcontributes toaportfolio’soverallriskandreturn.MPT,however,showsthatamixtureof
diverseassetswillsignificantlyreducetheoverallriskofaportfolio.However,riskhastobe
seenasacumulativefactorfortheportfolioasawholeandnotasasimpleadditionofsingle
risk.MPTassumesthatinvestorsarerisk-averse,meaningthatgiventwoportfoliosthatoffer
thesameexpectedreturn,investorswillpreferthelessriskyone.Conversely,aninvestorwho
wantshigherexpectedreturnsmustacceptmorerisk.Theconceptof“riskandreturntrade-off”
asrelatestoMarkowitz’sbasicprinciplestatesthattheriskiertheinvestment,thegreaterthe
requiredpotentialreturn.Thus,generallyspeaking,investorswillkeepariskysecurityonlyif
theexpectedreturnissufficientlyhighenoughtocompensatethemforassumingtherisk(Ross,
Westerfield,&Jaffe,2002).Hethereforestatesthatinvestorsshouldbeawareoftherelationship
betweenriskandreturnofafinancialasset.

Overall, the risk component of MPT can be measured, using various mathematical
formulations, and reducedvia theconceptofdiversificationwhichaims toproperly select a
weightedcollectionofinvestmentassetsthattogetherexhibitlowerriskfactorsthaninvestment
inanyindividualassetorsingularassetclass.Diversificationis,infact,thecoreconceptofMPT
anddirectlyreliesontheconventionalwisdomof“neverputtingallyoureggsinonebasket”
(McClure,2010;Fabozzi,etal.,2002).

The Modern Portfolio Theory (MPT) is adopted as the most appropriate economic
theoryon finance and investmentmanagement in this studybecause literatureonbanks’
diversification of products and services essentially from interest based activity towards
noninterest based activity and its characteristics revolve principally around the modern
portfolio theory. This theory develops a framework where, any anticipated return has
differentexpectedoutcomes,thus,guidestheinvestoronrulingoninvestmentportfolios.The
acceptanceofMPTmodeltoexplaintherisk-returntrade-offisduetoanumberoffactors
suchascompleteinformationavailableinthemarkets,investinginportfoliostocksrather
thanindividuals,anddiversifiedportfoliosheldbyinvestorsovershortobservationperiods.
Furthermore,diversificationandinvestmentportfoliosarethecoreconceptofMPTwhich
form thebasisof this study.Moreso,othereconomic theorieson financeand investment
managementlikecapitalassetspricingmodel(CAPM)andArbitragePricingTheory(APT)
wereupshotsanditerationsofMPTofMarkowitz(1952).
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4.2. Review of empirical Studies
Gueyié,Guidara,andLai(2019)examinedtheimpactofnoninterestincomeonCanadianbanks’
risk,performanceandcapitalunderthedifferentmajorregulatorychangesmadetotheBankActof
CanadausingthebigsixCanadiancharteredbanksquarterlyfinancialstatementsanddailystock
marketdatafrom1982to2018.Thebanks’quarterlyfinancialstatementsanddailystockmarket
datawereanalysedusingdescriptivestatisticsandregressions.TheirresultsshowedthatCanadian
banks’expansionintonontraditionalactivitieshadslightlydecreasedtheirrisksandsignificantly
improvedtheirperformancefromincomediversification.Moreover,whileadheringtocapitaladequacy
regulation,reshufflingbanks’portfoliotowardsnon-traditionalactivitiesdidnotreduceCanadian
banks’capitalratio.

Isshaq,Amoah,andAppiah-Gyamerah(2019)examinedthedeterminantsofnoninterestincome
anditsimplicationsforbankrisk-returntrade-offs,medium-termprofitabilityandprofitvariabilityin
Ghana.Specifically,variablesconsideredwereReturnonAssets,non-interestincometototalassets,
noninterestincometoshareholdersequity,netinterestmargin,returnonequity,commissionsandfees
tototaldeposits,netinterestincometoshareholdersequityandcost-to-incomeratio(interestexpense
andoperatingexpensetototalrevenue).Secondarydatafromthebank-levelfinancialstatementand
WorldDevelopmentIndicators(WDI)wereobtainedfromtheGhanaBankersAssociationandthe
WorldBankrespectivelyfortheperiod1999to2015with200observations.Thedatawereanalysed
usingdescriptivestatisticsandregression.Theyfoundthatcost-efficiencyiskeytogeneratingand
profitingfromnon-interestincomeasthevolumeofloansgeneratedandliquidassetswereheldby
thebank.Theirfindingsalsorevealedthatwhilelargebanksmayprofitfromnoninterestincome
but,notnecessarilyrelyingonitfortheirprofits,theydonotfindnon-interestincomedetrimental
tobanksolvency,perhapsbecausethenatureofnon-interestincomeofthesamplebanksmaynot
exposebankcapitaltosignificantriskofloss.

Andrzejuk(2019)examinedtherelationbetweennoninterestincomeandbank’sprofitabilityfor
Liechtensteinbanks.Thestudyexamines12Liechtensteinbankswhichspecialisedinprivatebanking
andwealthmanagementservicesfortheperiod2014to2016.Datausedinthestudyweregotten
fromthepublishedfinancialstatementsofthebanks.Therelationshipbetweenprofitability,proxied
byreturnonequity(ROE)andreturnonassets(ROA),andnoninteresttointerestincomeratiowas
analysedusingPearsoncorrelationcoefficient.Resultsshowedanegativecorrelationbetweennon-
interesttointerestincomeratioandROA.Norelevantcorrelationwasfoundbetweennon-interest
tointerestincomeratioandROE.

Okello and Muturi (2018) investigated the influence of non-interest income on financial
performanceofcommercialbankslistedontheNairobiSecuritiesExchangefor2012to2017periods.
Thevariablesusedinthestudywerenon-interestincomeasindependentvariableandperformance
asdependentvariable.Theindependentvariablewhichisnoninterestincomewasproxiedbybank
commissiononloansandadvances,incomefromforeignexchangetrading,investmentincomeand
transaction and account related income while the dependent variable which is performance was
proxiedbyReturnonAssets(ROA).Theresearchdesignemployedwasadescriptivesurveywitha
samplesizeofeleven(11)commercialbankslistedontheNairobiSecuritiesExchange.Thestudy
usedthesecondarydatacollectionmethodfordatageneration.Themultipleregressionanalysiswas
doneusingSPSStoanalyzedatacollected.Thestudyconcludedthattherewasapositiverelationship
betweennon-interestincomeandfinancialperformanceofcommercialbanksinNairobi.Thestudy
furtherestablishedthatnon-interestincomeinfluenced28.5%ofthetotalvarianceincommercial
banksfinancialperformance.

Huseyin(2018)examinedtheimpactofnon-interestincomeonbanks’profitabilityinTurkey.
Hissamplesizeconsistsof205countriesbanksfortheperiodof1999-2015usingthebreaksOLS
regressionandBayesianImpulseResponseanalyses.Thestudyfindingsshowedthatfortheyear
2011,non-interestincomerateshadpositivesignificantimpacton205countriesbanks’returnonasset
ratios.Moreover,fortheperiod1999-2013,therewaspositiveandsignificantrelationshipbetween
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highincomecountries’banks’profitsandnon-interestincomerates.Norelationshipwasfoundfor
mediumand low incomecountries.Non-interest income thereforehadapositiveandsignificant
impactonTurkishbanks’profitsforallthebreaksofJanuary2003-July2015.

Sun,Wu,ZhuandStephenson(2017)investigatedtherelationshipbetweennoninterestincome
andperformanceofcommercialbanksinChinausing16listedChinesecommercialbanksforthe
period2007to2013.Theregressionanalysistechniquewasemployedusingapanelthresholdmodel
withbalancedpaneldatasettoanalyzedatagenerated.Thefindingsshowedanonlinearrelationship
betweennoninterestincomeandperformanceofcommercialbanksinChina.Also,ageneralnegative
correlationexistsbetweenthenoninterestincomeratioandperformanceofcommercialbanks.

Al-Tarawneh,Abu-Khalaf,andAl-Assaf(2017)investigatedtheimpactofnoninterestincome
onfinancialperformanceofbanksinJordan.Theyused16banksinJordanduringtheperiod2000
to2015.Variablesusedwere;Size,Loans,Capitaladequacy,Overheads,Noninterestincomemargin
asproxiesforindependentvariableswhileprofitabilitywasusedasproxyfordependentvariable.
Datawascollectedfromeachbank’sannualreports,financialstatements,andinformationavailable
ontheAmmanStockExchangewebsite.Datacollectedfromthesesecondarysourceswereanalyzed
usingdescriptivestatisticsandcorrelationmatrix.Theirfindingsshowedthatnoninterestincome
hasasignificantimpactonbanksperformancebyincreasingtheequitycapitaladequacywhichin
turnpositivelyaffectsprofitability.

Gichure (2015) investigated the relationship between noninterest income and financial
performanceofcommercialbanksinKenyausing42commercialbanksoperatingbetween2010and
2014.Thedatacollectedfromtheannualreportsandaccountsofselectedbankswasanalyzedusing
SPSSversion20,ANOVA,descriptiveandregressionanalyses.Findingsfromthestudyshowedthat
therewasanegativerelationshipbetweennoninterestincomeandfinancialperformanceoccasioned
bythevariabilityintheratioofnon-interestincomeandnetinterestincomeofbanksinKenya.

5. MeTHoDoLoGy

Thisstudyadoptstheex-postfactoresearchdesignwithanextensiverelianceonsecondarydata
obtainedfromthecorporateannualreports&accountsoftheselectedbankslistedontheNigerian
StockExchangeasat31stDecember,2017.Thepopulationofthisstudyconsistsof16DMBslisted
intheNigerianStockExchange(NSE)asat31stDecember2017,fromwhichasampleofeight(8)
bankscategorisedbytheCentralBankofNigeria tobeDomesticSystemicallyImportantBanks
(D-SIBs)(CBN,2014)intheNigerianbankingsectorwasselected.Thepurposivesamplingtechnique
wasadoptedinselectingthesamplesizefromthepopulation.Thestudycoveredaperiodofeleven
(11)yearsspanning2008-2018.Thestatistical toolsemployedwerethedescriptivestatisticsand
econometricanalysis.Multipleregressionmodelwasemployedtocapturefour(4)variablescomprising
dependentand independentvariables.Thespecifiedvariablesaremarketvalueadded,electronic
bankingincome,feeincome,andfirmsize.Datageneratedfromtheselectedbanks’corporateannual
reports&accountsandNSEwebsitewereanalysedusingtablesandregression.

Themodelisexpressedfunctionallyas:

Marketvalueadded=f(Electronicbankingincome,Feeincome,Firmsize)

Theeconometricmodelisexpressedthus:

MVAit=ß0+ß1EBit+ß2FEEit+ß3FSIZEit+εit (1)

where:
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MVA=MarketValueAdded
EB=E-bankingIncome
FEE=FeeIncome
FSIZE=Firmsize
i(=1,2,3,…8)isthegivendepositmoneybanks
t=Timedimensionofthevariant
ε=errorterm
ß0=theinterceptcoefficient
ß1-ß3=thecoefficientsoftheparameterestimate

Also:

ß1,ß2,ß3<0

6. DATA PReSeNTATIoN AND ANALySIS

Table1presentsannualisedmean,annualisedstandarddeviationandothersummarystatisticsonthe
noninterestincomeandothervariablesforasampleofbanksinNigeria.Thedescriptivestatistics

showsthataverageshareofe-bankingincomeintotalrevenuesforthebanksis5.76percent,and
thatoffeesis15.06percent.Thisindicatesthatmoreofthenoninterestincomesforthebanksare
fromfeesande-bankingincomeandproviderelativelylesserrevenuecontributionsintermsoftotal
shares.Table4.1alsoshowsthatsomebankshadupto32.86percentoftotalrevenuesinformof
e-bankingincome.Thissuggeststhatindividualbanksmayhavevariedincomeproportionswith
respect tocontributionsofnoninterest incomeactivities.Thestandarddeviations foreachof the
variablesarerelativelyclosetotheirrespectivemeanvalues,suggestingthattheaveragerevenues
sharesofeachoftheincomecategoriesappeartobeconsiderablystableacrossbanksinthesample.
Apparently,thepatternsofnoninterestincomesourcingbythebanksdonotchangeextensivelyover
timeoracrossbanks.Itappearstheleadingsourcesofnoninterestincomeforthedifferentbanksare
essentiallysimilaraswellastheleastsourcesofsuchincomeamongthebanks.

Thedescriptive statistics thus shows that overall, noninterest income for the selected banks
constituted 39.05 percent of total revenue over the period. This shows that for Nigerian banks,
revenuesfromnoninterestsourcesprovidesignificantcontributionstooverallrevenues.Thisexplains
theconstantfocusofthebankingsectorintermsofincreaseddriveforrevenuesthatareoutsideof
thecoreinterest(orlending-basedrevenues).Itcanalsobeshownthatnoninterestincomeofbanks
mayhaveactually increasedconsiderablyover the last fewyears inNigeria.Eachof the income

Table 1. Descriptive statistics of the data

Mean Max. Min. Std. 
Dev. Skew. Kurt. J-B Prob.

EBSH 5.76 32.86 0.72 6.16 2.21 8.24 172.71 0.000

FEESH 15.06 74.57 1.72 12.74 2.91 12.07 425.74 0.000

MVALR 11.96 22.87 -18.59 34.65 4.43 23.71 1861.36 0.000

FSIZE 14.29 16.89 11.16 0.76 -0.83 7.08 71.16 0.000

Source: Researchers’ computations
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categoriesforJ-Btestsarehighandpassedthesignificancetestsatthe1percentlevel.Thisshows
thatthedatasetsarenon-normallydistributed.

Fortheperformancevariables,thesummarystatisticsinTable4.1showsthataveragemarket
valueratioforthebanksishoweverhighat11.96percent,withastandarddeviationvalueof34.45
whichsuggestsveryhighdegreeofvariationsinthemarketvalueacrossthebanksinthesample.
Averagesizeofbanksis14.29years.ThecharacteristicsofthebanksshownintheTablesuggests
thatwhilebanksarerelativelysimilarintermsoftherelativeimportanceofnoninterestrevenues,the
banksarelargelydissimilarintermsofmarketvalueperformancesovertheperiodoftheanalysis.
Therelativeimportanceofeachofthenoninterestincometorevenueofthesampledbanksisalso
presentedinFigure1.Aswasnotedearlier,incomefromfeesdominatesthenoninterestrevenue
streamforthebanksinthesample.

InTable2,theresultoftheanalysesofnoninterestincomeandothervariablesonbanks’market
valueispresented.ThegoodnessoffitsstatisticsisalsoimpressivewiththeadjustedR-squaredvalue

at0.646forthefullmodel.TheF-statisticvalueisalsohighandsignificantfortheequationand
indicatesasignificantrelationshipbetweenthedependentvariableandalltheindependentvariables
combined.Again,wefocusonthefullequation(withoutcontrolsforbanksize)andusetheequation
withoutcontrolsasrobustnesschecks.Acloselookattheindividualcoefficientsoftheexplanatory
variablesshowsthatallthenoninterestincomevariableshavesignificantcoefficientsatthe5percent
level.Thisconfirmsthattheseincomesofthebanksdoessentiallyaffectthemarketperformanceof
thebanksinNigeria.

Thesignificantvariablesintheresultsshowedthatthecoefficientsofincomefrome-banking
andfeesarepositivewithvalues13.953and11.354;t-value=4.330and2.541andanassociated
probabilityof0.000and0.013,while thatof thecontrolvariable, firmsize (FSIZE) isnegative
andstatisticallysignificantwiththecoefficient(β1)of-34.271;t-value=-7.446andanassociated
probabilityof0.000.Theoutcomeofthebanksizerevealsthatbiggerbanksmayhavelessermarket
valuethansmallerbanks.Theresultsthereforedemonstratethatincreasingnoninterestincomewill
boostthemarketvalueofbanksinNigeria.Thisdirectpositiveeffectalsoshowshowimportant
noninterestincomeistobanks,notonlyasameansofincreasingrevenues,butalsotopromotebank
marketvalues.

Theresultsfromtheempiricalanalysishavecertainimportantimplicationsintermsofprevious
studiesandrelevancefordiscussion.Inthefirstplace,theresultshighlightaverycriticalaspectof
noninterestincomeofbanksinNigeria.Itisshownthate-bankingactivitieshaveincomethatishighly
importantintermsofbankperformanceinNigeria.First,thiscomponentofnoninterestincomewas
showntocontributemorethanmostoftheothercomponentsintermsofbankrevenues.Second,

Table 2. Noninterest income and banks’ financial performance (dependent variable is market value)

Variable
With Control Without Control

Coeff. t-Stat. Prob. Coeff. t-Stat. Prob.

Constant 256.496 4.908 0.000 8.128 0.174 0.862

EB 13.953 4.330 0.000 11.381 3.052 0.003

FEE 11.354 2.541 0.013 6.513 1.154 0.252

FSIZE -34.271 -7.446 0.000

Adj.R-sq. 0.646 0.400

F-stat 23.66 12.58

Source: Researchers’ computations
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thiscomponentisarecentaspectofnoninterestincomeforbanksinNigeria.Thus,itisseenthat
innovativeaspectsofbanknoninterestrevenueshavegreatereffectonbankperformancemorethan
thetraditionalaspectsofnoninterestincomelikefees.Banksthatengagemoreinmoderne-banking
activitiesaremorelikelytoperformbetterinNigeria.

Anotherimplicationfromthestudyresultsisthatitmightbebeneficialforretail-orientedbanks
inNigeriatoincreasetheirshareofnoninterestincomebyfocusingone-bankingactivitiesandfees.
Thiswillenablethemtoexpandrevenuesandensuremorestabilityovertime,sincethisallowsthem
tobetterdiversifytheirincomestructureandtobecomemoreresilientinthefinancialmarket.The
resultsfromthestudyareinlinewithrecentfindingsforthebankingsectorsofbothadvancedand
lessdevelopedeconomieswhichindicatesubstantialbenefitsfromnoninterestincomeforDeposit
MoneyBanks(Köhler,2015;Senyo,Olivier,&Musah,2015;Adedeji&Adedeji,2018).However,
thesefindingsdisagreewiththestudiesoutputsconductedbyChien-Chiang,Shil-Jui,andChi-Hung
(2014) and Mndeme (2015) who recorded that e-banking income and fee income reduce banks
financialperformance.

7. CoNCLUSIoN AND ReCoMMeNDATIoNS

7.1. Conclusion
Thediversityofbankingoperationsinrecenttimeshasbecomeasubjectofinteresttothemanagement
ofbankingcompanies,regulators,bankcustomersandotherstakeholders.Thisisbecausethebanking
environmenthasbecomemorecompetitive,requiringconstantinnovationinmaintainingheightsrequired
forsustainability.Theroleofnoninterestincomeonbanks’marketvalueaddedexaminedbasedon
evidencefromasampleofNigerianbanksshowedthatcertainelementsofnoninterestbankingare
importantforboostingthemarketvalueaddedofbanks.Thenoninterestincomeelementsfoundtohave
contributedsignificantlyandpositivelytothegrowthofmarketvalueaddedofdepositmoneybanks
asrevealedbytheresultsofouranalysesweree-bankingincomeandfeeincome.Thus,diversifying
intoelementsofnoninterestactivitieshashelpedtopromotemarketvalueaddedofDMBsinNigeria.
Therefore,banksareadvisedtoexpandtheirnoninterestoperationsinthesedirectionswithaviewto
boostingtheirrevenuestreamaswellasfurtherimprovetheirmarketvalueadded.However,thesituation
isquitedifferentforfirmsizewhichshowedasignificantnegativeeffectonmarketvalueaddedofbanks
inNigeria.Thisimpliesthatthesizeofbanksnegativelyimpactsonbanks’marketvalueadded.With
largerbanksinvolvementinnoninterestincomeactivitiesatthedetrimentofinterestbearingactivities
mayincreasetheriskofthebankingsectorandultimatelyreducethebanksoverallperformance.Larger
andmoreinvestment-orientedbanksshouldfocusonincreasingtheirshareofinterestincometobecome
morestableandcontributemoreappropriatelytotheeconomy.Thus,banksshouldmaintainaneffective
balancebetweenthedriveforincreasingnoninterestincomeandfocusingonthecoreintermediary
functionstoboostthemarketvalueaddedandstabilityofdepositmoneybanksinNigeria.

7.2. Recommendations
Basedonthefindings,thefollowingrecommendationsweresuggested:

1. Banksshouldfurtherdevelopitsinternetandotherelectronicplatformsthatcanimproveits
incomefrome-bankingsincee-bankingincomeisshowntobeastrongandemergingcomponent
ofnoninterestincomethatboostsbanks’marketvalueadded;

2. Banks shouldbemoremindful of themeansof acquiring noninterest income if thegoal is
topromote thebanksmarketvalueaddedsinceitdependsontheactivitiesusedtogenerate
noninterestincomeforthebank;

3. Largerandmoreinvestment-orientedbanksshouldfocusonincreasingtheirshareofinterest
incometobecomemorestableandcontributemoreappropriatelytotheeconomy.
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