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ABSTRACT
This research presents the investigation into the impact of quality lending on banks profitability, GT bank in Otta Ogun state was used as the location for the study and a total of 40 staff was sampled. Data was gathered using a self -constructed questionnaire and the result gotten was analyzed using the simple percentage method, chi square was also used for the testing of the hypothesis. The validity and reliability of instrument were ascertained. The result of the study reveals that there is positive impact of quality lending on bank profitability, the study however recommend that monetary authorities should monitor the bank lending rates and make appropriate interventions. Specifically, in the event of poor performance of commercial banks, the authorities should facilitate the enhancement of the banks’ profitability with a monetary policy that would lead to a rise in interest rates.

CHAPTER ONE
INTRODUCTION
1.1   BACKGROUND OF THE STUDY
Realizing a good quality product in the market (whether it is a physical or service product) gives benefits to both organization as well as their customers. “Quality means a process through which a business seeks to ensure that product or service quality is maintained or improved and errors are reduced or eliminated. Quality requires the business to create an environment in which both management and employees strive for perfection. This is done by training personnel, creating benchmarks for quality, and testing products or services to check for statistically significant variations (Adewale 2013)
Bank is a financial institution that undertakes the banking activity i.e., it accepts deposits and then lends the same to earn profit. Lending or extending credit to needy persons is a major bank product. Quality lending’ and ‘Credit Risk’ is interrelated. Credit Risk is inversely proportionate to Quality lending.  Credit Risk will decrease, if Quality lending increases and vice versa.  Due to poor quality lending, banking industry is suffering with huge Non-performing Assets (NPAs). Thereby higher provisions for NPAs, lower profits, additional capital to maintain CRAR and decrease in rating of the bank etc are the side effects of poor quality of credit or lending.
Agier and Assuncao (2009) contend that financial relations all over the world, have been deeply transformed in the last two decades. This has been characterized by new products, new markets and new regulatory systems which have radically altered the environment in which financial institutions operate, opening new profit opportunities but also creating new risks. Today’s modern and competitive financial atmosphere influence banks to improve their service quality and follow new technologies all over the world. Nigeria is no exception to these effects and almost all industries including the banking sector. Commercial banks private are providing varied services to attract the customers’ community since it is treated as assets of banks (Moya 2009). Shatto & Singer (1996) points out that for retail bankers to meet the changing preferences of the customers and to stay ahead of competitors they are bound to provide quality and efficient services. In the lending business banking has to be distinguished from transaction based on lending in particular? Both variants are reflected in the underlying credit processes. The distinguishing feature of banks with a relationship approach is the ability to gain and to use qualitative information for customer evaluations. In contrast, the granting of credit in transaction-based lending occurs based only on “hard,” quantitative information (Berger, 2002). The theory of financial intermediation suggests that lending has a bright side and a dark side (Boot 2000). Strong bank-borrower relationships help reduces asymmetric information between lenders and borrowers, the bright side. But, at the same time, these relationships can create hold-up problems whereby the lender captures the borrower to extract rents, the dark side. Hence, the overall effect of quality banking relationships is a trade-off in costs and benefits between lenders and borrowers through interactions across time, space, and financial products.
Different empirical evidences suggested that profitability of financial institutions specifically banks are affected by internal and external factors. Andreas and Gabrielle (2009) stated that Bank profitability is usually measured by the return on average assets and is expressed as a function of internal and external determinants. The internal determinants include bank-specific variables. The external variables reflect environmental variables that are expect to affect the profitability of banks. Internal factors such as capital adequacy ratio, asset size, asset quality, net-worth, liquidity, earnings quality, loan performance, business risk, management quality, people, technology and operating environment are major determinant that are used to analyzed the determinants of bank profitability. An external macroeconomic and industry-specific factor includes Effective tax rate, Real GDP growth, inflation, and regulation and Bank concentration. Banks profitability is given due attention after the great economic depression is experienced in the United States of America in 1940s. Due to United State sub-prime mortgage crisis that happened recently in 2007-2009, the banking sectors of many countries suffer huge losses, especially United State of America and European Union countries. The poor performance of the banking industry has slowed down the United State of America economy and also the growth of global economy until current period. In Asia, although the losses in banking sectors are not as serious as U.S., it is also hurting the economy. If the banking industry does not perform well, the effect to the economy could be huge and broad. Because, banks are the critical part of financial system, play a pivotal role in contributing to a country`s economic development (Rasidah and Mohd 2011).
1.2  STATEMENT OF THE PROBLEM
Increased competition among financial institutions coupled with financial distress and unpredictable economic conditions there is need for these firms to understand how well they can use the concept of quality lending to increase their profits. Petersen and Rajan (1994) find that lending affects the quantity of credit more than the price, while other studies find that customers get either lower future contract prices. Also due to poor quality lending, banking industry is suffering with huge Non-performing Assets (NPAs). Thereby higher provisions for NPAs, lower profits, additional capital to maintain CRAR and decrease in rating of the bank etc are the side effects of poor quality of credit or lending, therefor this study is aimed at investigating the impact of quality lending on banks profitability using GT Bank as a case study.
1.3  OBJECTIVES OF THE STUDY
The main objective of this study is to find out the impact of quality lending on bank profitability, therefore specifically the study intends to:
1.     Find out the impact of quality lending on bank profitability
2.     Find out the factors that impede quality lending in commercial banks’
3.     Investigate other factors that impact profitability of banks
1.4  RESEARCH QUESTIONS
The following research questions were formulated from the objectives to guide this study.
1.     What is the impact of quality lending on bank profitability
2.    What are the factors that impede quality lending in commercial banks’
3.     Are there other factors that impact profitability of banks

1.5
RESEARCH HYPOTHESIS

The following hypothesis have been formulated for the study:

H0: quality lending on bank does not lead to profitability

HA: quality lending on bank does lead to profitability
1.5   SIGNIFICANCE OF THE STUDY
It is hoped that the findings of the study would be significant in various ways like; Banks would be able to have information that would guide it to improve on their profitability through quality lending. The findings would enable banks to champion its quality lending to all the stakeholders so that they can improve on their profits as a result of this concept. Other banking institutions would be able to understand the concept of quality lending from this study so that they can use the same to improve on the profits. The findings of this study would help institutions to be able to make relevant decisions based on the concept of quality lending. The regulators and the policy makers can use the finding as reference for policy guidelines on management and control of such organizations. They would be able to use the findings of the study to formulate viable policy documents that effectively address problems faced by the banking sector. These may relate to regulating those aspects that threaten to adversely impact on the operations and development of such organizations. This study would be important to the present theory because it would furnish those who are interested in this study area with relevant information.
1.6  SCOPE OF THE STUDY
This study will cover impact of quality control and bank profitability, the research will vividly discuss different factor that determine bank profitability like quality lending and some other factors, a theoretical framework will also be used to back up the research. Also the research will be conducted in GT bank.
CHAPTER TWO

REVIEW OF LITERATURE

INTRODUCTION

Our focus in this chapter is to critically examine relevant literature that would assist in explaining the research problem and furthermore recognize the efforts of scholars who had previously contributed immensely to similar research. The chapter intends to deepen the understanding of the study and close the perceived gaps.

Precisely, the chapter will be considered in three sub-headings:

Conceptual Framework

Theoretical Framework

2.1
CONCEPTUAL FRAMEWORK

Quality Lending 

Loan quality is denoted as the total risk associated with all the loans assets that a financial institution or an individual hold (Tsai & Huang, 1997). Banks usually use loan quality to establish the number of loans that are at financial risks and estimate the allowance to undertake for the possible losses. Loan is normally the assets that necessitate a stringent assessment of loan quality because when the borrower does not to make repayments of their obligations it can lead to rise in the non-performing assets (loans). To assess the loan quality, the risk managers mostly assigns a numerical ranking to the loans according to the level of

risk of the loans (Ombaba, 2013). Of the customers who borrow from the bank, some fail to pay back the funds. Some may make repayments for sometimes after which they default on either the interest or principal or even both. This therefore means that some loans that are advanced will become nonperforming. In reality, there is a portion of the bank’s loans that becomes NPLs and it is definitely assured and an inherent risk and cost of lending (Zimmerman, 1996).
Both in the Kenyan banking sector and internationally, the issue of loan quality management is regarded to be very crucial. The Basle Committee on Banking Supervision (1997) developed a key document “Core Principles for Effective Banking Supervision”, that has gained acceptance from several governors of the Central Banks of different countries, to date with twenty-five set of comprehensive core principles. A quarter of the principles are structured in way that they will address the pertinent issues of loan quality of the bank’s assets. Tsai and Huang (1997) indicated that in every country across the globe, the issue of loan quality is a major worry for the financial supervisory authority. When the percentage of risk loans or risk transaction increases, this affects the loan quality, which includes earning assets such as plain loans. Loan quality is an area of bank management and it involves assessment of the bank’s loans for the purpose of enabling quantifying of the size as well as the level of credit risk affiliated with its operations. It relates to the assets of a bank and concentrates on the loans quality that is the sources of earning for any bank (Khalid, 2012).
In line with the objective and the subject of the research, the study will utilize the measures of loan quality, which include; NPLs, Loan Loss Provision Coverage ratio (LLPC), Standard Risk Costs (SRC), and the Write-Off ratio (WO). Ahmad and Ariff (2007) refer to NPLs as the portion of loan values that are not serviced for ninety days and above. The LLPC ratio indicates the banks level of protection against losses that might come in future. Thus, banks with a high ratio shows that they can be able to handle future losses in a better way, inclusive of those loses are unexpected exceeding the loan loss provision (Sangmi & Nazir, 2010). The SRC ratio is usually computed using historical data and represents long-term average real costs of the institution (Miljković, Filipović & Tanasković, 2013). The WO ratio provides the value of loans written off against the average gross loan portfolio lines (Scott & Arias, 2011).
Financial Performance of Commercial Banks
Financial performance (FP) is defined as the results of an organization strategies and procedures within a given time frame in economic relations. The outcomes are stated in terms of yield or losses (Heremans, 2007). Accordingly, the FP of banks is ration of degree of gains or loses of the bank in a given period (Murthy & Sree, 2003). The presentation of commercial banks is impacted by numerous factors like rivalry, financial risk, loan quality, the market share a bank controls, interest rates, the level of technology adopted by the bank, levels of regulation and the level of capital that the bank controls. The banks differ in size, capital and the quantity of branches with banks opening outlets and subsidiaries in additional nations (Alexandru et al., 2008)
The capacity of a bank attracting a clientele that can generate interest rates is fundamental to the sustainability of the firm. Thus, it is essential to determine the condition and the performance of the bank. FP of a firm is degree of organization’s turnover or loses within a given time frame. It determines the capability of bank administration to make revenue by employing firm’s capital at their discard. Furthermore, it displays how competently the loans of an organization are applied to make revenue. Moreover, it shows the efficacy of the administration of an organization in making net revenue from loans of a firm (Khrawish, 2011). Numerous approaches have been utilized to quantify FP of commercial banks. Functional and financial ratios are applied for finding the state and performance of an organization (Ogilo, 2012). Some of the ratios include; Return on Equity (ROE), Return on Assets (ROA), and Net Interest Margin. ROE entails to how much profit a firm makes equated to the whole sum of stockholder equity capitalized or established in the firm’s capital structure. Khrawish (2011) states ROE is the ratio of Net Income after Taxes divided by Total Equity Capital. ROA ratio specifies the profitability of a bank, a ratio of income to its sum asset (Khrawish, 2011). Net Interest Margin measures the difference amongst interest revenue and interest cost compared the sum of their interest-bearing assets (Gul et al., 2011). The research will use ROA as a measure banks FP.
Loan Quality and Financial Performance
Angbazo (1997) opined that the risk of default (non-return) obligations affects the bank’s net interest margins. The risk is high when the loans quality of a company is inferior compared to companies that have a stable quality. Inferior loans quality is likely to result to limitation of the potential growth in future, which will definitely affect the shareholders returns negatively. Yin (1999) stated that the bank loan quality not just influence the banks financial and operating performance yet it addition it further impacts the stability of the national financial system. Thus, the worsening of the quality of banks assets emanating from the unawareness of banks of the loan quality is the major reason that is attributed to the Asian Financial Crisis, Zimmerman (1996) theoretically stressed on the importance of management decision more so decisions pertaining to the concentration of the loan portfolio in contributing to the performance of financial institutions. Zimmerman credited the good FP to quality management. The study measured management quality depending on the awareness and control of the senior officers of the policies and performance of the banks. Yin (1999) indicated that among the major reasons that lead to the Asian Financial Crisis was the deterioration emanating from a massive abandonment of the credit issuing evaluation. Tsai (1999) noted that as per a survey by Standard and Poor on the banking system of 61 nations across the globe, Taiwan’s banking system was found to be fragile and that attention ought to be drawn to loan quality management when banking system is fragile and this would ensure that the banking industry is developed in sound manner.
The subject of bank loan quality is quite popular in most literatures in banking as many scholars and researchers concur on the fact that amidst any bank being considered bankrupt, mostly there is large portion of loans that is non-performing exists as banks assets quality is and indicator for the liquidation of banks (Demirguc-Kunt, 1989; Whalen, 1991). Likewise, from an examination of financial institution production efficiency it has been established that in comparison to efficient financial institutions, normal financial institutions have relatively smaller profits and higher costs with noticeable signs of inefficient output such as brokerage problems, corporate governance issues, foreign ownership factors and acquisition (Berger et al., 1993).

Bank Profitability 

Different empirical evidences suggested that profitability of financial institutions specifically banks are affected by internal and external factors. Andreas and Gabrielle 8 (2009) stated that Bank profitability is usually measured by the return on average assets and is expressed as a function of internal and external determinants. The internal determinants include bank-specific variables. The external variables reflect environmental variables that are expect to affect the profitability of banks. Internal factors such as capital adequacy ratio, asset size, asset quality, net-worth, liquidity, earnings quality, loan performance, business risk, management quality, people, technology and operating environment are major determinant that are used to analyzed the determinants of bank profitability. An external macroeconomic and industry-specific factor includes Effective tax rate, Real GDP growth, inflation, regulation and Bank concentration. Banks profitability is given due attention after the great economic depression is experienced in the United States of America in 1940s. Due to United State sub-prime mortgage crisis that happened recently in 2007-2009, the banking sectors of many countries suffer huge losses, especially United State of America and European Union countries. The poor performance of the banking industry has slowed down the United State of America economy and also the growth of global economy until current period. In Asia, although the losses in banking sectors are not as serious as U.S., it is also hurting the economy. If the banking industry does not perform well, the effect to the economy could be huge and broad. Because, banks are the critical part of financial system, play a pivotal role in contributing to a country`s economic development (Rasidah and Mohd 2011). The recent global financial crisis of 2007-2009 also demonstrated the significance of bank profitability both in national and international economies and the need to keep it 9 under surveillance at all times. However, there is general agreement that bank profitability is a function of internal and external factors. The internal determinants refers to the factors originate from bank accounts (balance sheets and/or profit and loss accounts) and therefore could be termed micro or bank specific determinants of profitability (Tobias and Themba 2011). The external determinants are variables that are not related to bank management but reflect the economic and legal environment that affects the operation and profitability of banks. Athanasoglouet al. (2006) stated that the importance of banks is more pronounced in developing countries because financial markets are usually underdeveloped, and banks are typically the only major source of finance for the majority of firms and are usually the main depository of economic savings.
Effect of Relationship Lending on Banks Profitability

Relationship lending adds value through various channels. Relationship lending facilitates the information exchange between the borrower and the lender. Lenders invest in generating information from their client firms and borrowers are more inclined to disclose information because of the preservation of certain confidentiality (Yosha, 1995). The lower informational asymmetries make it possible to overcome problems of moral hazard and adverse selection otherwise inherent in credit markets. For instance, they ameliorate the project-choice moral hazard (Diamond 1991) and solve agency problems of managerial behavior (Weinstein and Yafeh 1998). Relationship lending allows for loan contracts that are welfare enhancing which otherwise could not be contractible. 10 Boot (2000) argues that relationship lending allows for implicit long-term contracts, more flexibility in renegotiation and some discretion in order to make use of soft information disclosed during the relationship. When a firm experiences a temporary negative shock which prevents it meeting the contracted loan payments, renegotiability of contracts ex post can help accommodate the firm with delayed payment or new lending (Boot, Greenbaum and Thakor 1993, Greenbaum and Thakor 1995, Von Thadden 1995). Relationship lending permits the funding of loans that are not profitable from a shortterm perspective but may be profitable in the long-run. Therefore, relationships increase credit availability, in particular to the youngest and informationally opaque borrowers, which may have projects that generate few rents in the first period but may be profitable from a long term perspective (Petersen and Rajan 1995). Even more, relationships permit smoothing the loan interest rate over the duration of the relationship (Petersen and Rajan 1995) and over the interest rate cycle (Berlin and Mester 1998, Ferri and Messori, 2000). Boot and Thakor (2000) argue that banks invest in developing expertise or sector specialization". Therefore, a relationship loan adds more value to the borrower than a transaction loan because the bank uses its expertise to improve the borrower's project payoff. Another benefit of relationship lending that has been highlighted in the literature is that repeated lending from a bank provides credible certification of payment ability. This permits borrowers to build a reputation that would allow eventual borrowing through public markets (Fama, 1985, Diamond, 1991). Relationship lending leads to the creation of proprietary information.It takes place when banks are originating and pricing loans. Subsequent monitoring of borrowers yields additional private information. Proprietary information generated during the relationship produces rents for the bank later in the relationship and permits early losses to be offset. Bhattacharya and Thakor (1993) determine that informational frictions asymmetric (and proprietary) information “provide the most fundamental explanation for the existence of (financial) intermediaries. The access to information is inherently linked to relationship banking and may point to a comparative advantage of banks. Then, relationship lending facilitate a continuous flow information between debtor and creditor that could guarantee uninterrupted access to funding (Uchida et al., 2006). Relationship lending is a mechanisms that allows to getmore informative credit contracting decisions based on a better exchange of information, and also increase the availability of credit to information-sensitive borrowers.Bank loan contracts include extensive covenants to guide the bank–borrower relationship. Covenants help control potential conflicts of interest and reduce agency costs (Berlin and Mester, 1992; Dennis and Mullineaux, 1999; and; Boot, 2000). In this regard, bank loan contracts can easily accommodate collateral requirements that can mitigate moral hazard and adverse selection problems in loan contracting (see Chan and Thakor (1987) and Stiglitz andWeiss (1981)). Berlin and Mester (1998) mention that in this context, inter-temporal transfers in loan pricing is also present (Boot, 2000). In contrast to the accumulation of soft information, if the lender anticipates a short-term relationship with the borrower, it may lead to a reduction on their relationship-specific investments. More specifically, anticipated shorter relationships inhibit the reusability of information and thus diminish the value of information (Chan et al., 1986). Banks may then find it less worthwhile to acquire costly proprietary information, and relationships suffer (Uchida et al., 2006).
2.2
THEORETICAL FRAMEWORK

Theories and Models of Bank Profitability 
Studies on the performance of banks started in the late 1980s/early 1990s with the application of two industrial organizations models: the Market Power (MP) and Efficiency Structure (ES) theories (Athanasoglouet al, 2006). The balanced portfolio theory has also added greater insight in to the study of bank profitability (Nzongang and Atemnkeng, 2006).Applied in banking the MP hypothesis posits that the performance of bank is influenced by the market structure of the industry. There are two distinct approaches within the MP theory; the Structure-Conduct-Performance (SCP) and the Relative Market Power hypothesis (RMP). According to the SCP approach, the level of concentration in the banking market gives rise to potential market power by banks, which may raise their profitability. Banks in more concentrated markets are most likely to make „abnormal profits` by their ability to lower deposits rates and to charge higher loan rates as a results of collusive (explicit or tacit) or monopolistic reasons, than firms operating in less concentrated markets, irrespective of their efficiency (Tregenna, 2009). Unlike the SCP, the RMP hypothesis posits that bank profitability is influenced by market share. It assumes that only large banks with differentiated products can influence prices and increase profits. The ES hypothesis, on the other hand posits that banks earn high profits because they are more efficient than others. There are also two distinct approaches within the ES; the Xefficiency and Scale–efficiency hypothesis. According to the X-efficiency approach, more efficient firms are more profitable because of their lower costs. Such firms tend to gain larger market shares, which may manifest in higher levels on market concentration, but without any causal relationship from concentration to profitability (Athanasoglouet al, 2006). The scale approach emphasizes economies of scale rather than differences in management or production technology. Larger firms can obtain lower unit cost and higher profits through economies of scale. This enables large firms to acquire market shares, which may manifest in higher concentration and then profitability. They are able exercise market power and earn non-competitive profits. The portfolio theory approach is the most relevant and plays an important role in bank performance studies (Nzongang and Atemnkeng, 2006). According to the Portfolio 19 balance model of asset diversification, the optimum holding of each asset in a wealth holder`s portfolio is a function of policy decisions determined by a number of factors such as the vector of rates of return on all assets held in the portfolio, a vector of risks associated with the ownership of each financial assets and the size of the portfolio. It implies portfolio diversification and the desired portfolio composition of commercial banks are results of decisions taken by the bank management. Further, the ability to obtain maximum profits depends on the feasible set of assets and liabilities determined by the management and the unit costs incurred by the bank for producing each component of assets (Nzongang and Atemnkeng, 2006). The above theoretical analysis shows that MP theory assumes bank profitability is a function of external market factors, while the ES and Portfolio theory largely assume that bank performance is influence by internal efficiencies and managerial decisions. Several models of the banking firm have been developed to deal with specific aspects of bank behavior but none is acceptable as descriptive of all bank behavior. Some of these approaches are: univariant analysis, multiple discriminant analysis, multiple regression analysis, canonical correlations analysis and neural network method. Olugbenga and Olankunle (1998) noted that a major limitation of the univariant analysis approach is that it does not recognize the possibility of joint significance of financial ratios, while the canonical correlations method precludes the explicit calculation of marginal value of independent variables on the dependent variable. Nor can the significance of individual explanatory factors be ascertained. They noted that multiple regression approaches correct for these limitations and they produce comparable results to the discriminant 20 analysis method. Bakar and Tahir (2009) evaluated the performance of the multiple linear regression technique and artificial neural network techniques with a goal to find a powerful tool in predicting bank performance.
Capital Asset Pricing Model
The Capital Asset Pricing Model (CAPM), was advanced independently by Sharpe (1964) and Lintner (1965), is a model that depicts the link amongst the anticipated return together with risk inherent in a security. It exhibits that the anticipated yield of a security is equal to the risk-free yield as well as a risk premium, which is established on the security’s beta. CAPM is a model utilized to establish a theoretically suitable required rate of return of a security in order to decide on adding more assets to a well-diversified portfolio. It describes the link amongst risk that systematic together with expected return for assets, precisely equity securities. Thus, CAPM is broadly utilized throughout money for valuing risky securities together with generating expected returns for securities given their risk and the minimum required rate of return to investors.
Sharpe (1964) and Lintner (1965) resolved this problem when they highlighted how one could get equal outcomes by just calculating the statistical data of every asset about a standardized market indicator. By using required calculating power reduced to computing terminology, optimal portfolio selection became numerically viable. The CAPM shows the start of the theory of asset pricing. Before their breakthrough, no asset pricing frameworks started from first tenets, tastes, and investment ideas, and with precise, accessible predictions relating to risk and return. Forty years later, this model is still useful in apps, like evaluating the results of managed holdings and identifying the cost of equity for organizations. The strength of the framework lies in its simplicity and ease of use; its logic enables one to create accurate predictions that measure risk. It also displays the correlation amidst potential risk and anticipated gains. However, the model of the record is inferior because of its simplicity. It is so weak that it is not useful in many applications. These practical problems reflect the failings of the model. However, gaps of the actual tests, most notably, inaccurate speculations of the marketplace portfolio of capitalized assets, also play a part in the model's speculations. Despite this, it states, that if the securities' problems nullify trials of the framework, it in addition nullifies most apps, that mostly take the marketplace proxies used in observational tests as per Lintner (1965).

CAPM is relevant to this study because the framework can be able to relate loan quality and returns of commercial banks. The asset by asset method is an essential aspect of handling risk in credit. However, it fails in provision of a wholesome angle of framework credit review, where risk denotes the chance of real losses exceeding expected losses. To gain better knowledge of loan quality and FP, commercial; banks are progressively aiming on complementing this method with a quantitative framework evaluation while implementing a credit simulation as per Mason and Roger (1998). Commercial banks are progressively trying to counter the ineffectiveness of this approach in measuring unexpected losses by following a portfolio approach. The problem of this approach is that it creates hardship in establishing and measuring density. This risk denotes increased portfolio risk that results from enlarged credit postponement exposure, or to a group of other creditors as per Richardson (2002).
Information Asymmetry Theory
Akerlof (1970) propagated the theory of asymmetric information. This theory suggests that there is an imbalance of information amongst purchasers and sellers, which could result in incompetent results in specific marketplaces. In the landmark 1970 paper entitled "The Market for 'Lemons': Quality Uncertainty and the Market Mechanism", Akerlof  (1970) opined that “buyers have a different set of information to sellers, thus providing the sellers with an incentive to put on the market less than average market quality products”. Akerlof (1970) utilizes the colloquial word ‘lemons’ as a reference to ‘faulty vehicles’, espousing a belief that “buyers cannot effectively set apart ‘lemons’ from good vehicles”. Therefore, “sellers of good vehicles cannot obtain above average market prices”. Spence (1973) made additions to the theory by “modelling workers as doubtful investments that enterprises make. The employer is uncertain of the productive capacities when hiring, akin to a lottery.” Spence (1973) identified info asymmetries amongst workers and the workforce, resulting in scenarios
where “low-paying occupations generate an unrelenting equilibrium trap, which dampen the raising of wages in specific markets”. Stigler (1961) utilized the asymmetric information theory in the general…equilibrium models to illustrate negative externalities that price out the bottom of markets. Thus, the uncertain health insurance premium necessary for risky persons results in all premiums rising and consequently forcing less risky persons to move from their preferred insurance policies. Murphy suggested that government intervention can thwart prices from accurately depicting known information, thus resulting into market failure. However, Bond (1982), Cawley and Philipson (1999), Tabarrok (1994), and Ibrahimo and Barros (2010) found no evidence of asymmetric information problems causing market failure.
The theory is relevant to the current study because it involves information  asymmetry between buyers of the loan service (banks) and sellers (borrowers), which may lead to less than average market quality products (loan quality) inefficient results in specific markets (declining bank financial performance). The banks are uncertain of the repayment capacities of borrowers when lending, thus causing a variance in loan quality, which consequently leads to, decreased financial performance.
Credit Risk Theory
Merton (1974) introduced the credit risk theory and the theory states that “a default event comes as a result of a bank’s asset evolution modelled through a diffusion process containing constant parameters”. The models are referred to as “structural models” which are based on “variables specific to a particular issuer”. An evolution of this category is represented by “asset of models where the loss conditional on default is exogenously specific”. There are three quantitative  techniques of  analyzing  credit risk, they  include; structural approach, reduced form appraisal, and incomplete information approach (Crosbie et al., 2003). This theory is an advancement to traditional actuarial techniques of credit risk, whose key complexity was their absolute reliance on historical data. One of the unrealistic assumptions in the original credit risk theory model was the assumption that the value of a corporation could increase to illogically high levels or decrease almost to zero without having a reorganization of the corporation’s financial arrangements. This assumption generates smaller credit spreads than the actual ones (Black & Cox, 1976). This is not realistic because a default normally happens way before the firm value falls to zero, which could regularly occur before the debt maturity (Longstaff & Schwartz, 1995). Black and Cox (1976) considered the credit risk theory model with the eventuality that a financial restructuring would happen prior to maturity of the debt. The study suggested that, if the entity’s value process attains a definite boundary, the securities of the firm would attain a particular value. The theory links to the current study because the framework can be able to relate loan quality and returns of commercial banks. The theory stipulates that loss conditional on default is exogenously specific, thus conditions of the borrower, which are not specific the bank, can lead to deteriorating loan quality and consequently declining financial performance. The evolution of borrowers’ characteristics is thus independent of the bank and can lead to decline in loan quality.
CHAPTER THREE

RESEARCH METHODOLOGY

3.1
INTRODUCTION


In this chapter, we described the research procedure for this study. A research methodology is a research process adopted or employed to systematically and scientifically present the results of a study to the research audience viz. a vis, the study beneficiaries.
3.2
RESEARCH DESIGN

Research designs are perceived to be an overall strategy adopted by the researcher whereby different components of the study are integrated in a logical manner to effectively address a research problem. In this study, the researcher employed the survey research design. This is due to the nature of the study whereby the opinion and views of people are sampled. According to Singleton & Straits, (2009), Survey research can use quantitative research strategies (e.g., using questionnaires with numerically rated items), qualitative research strategies (e.g., using open-ended questions), or both strategies (i.e., mixed methods). As it is often used to describe and explore human behaviour, surveys are therefore frequently used in social and psychological research.
3.3
POPULATION OF THE STUDY


According to Udoyen (2019), a study population is a group of elements or individuals as the case may be, who share similar characteristics. These similar features can include location, gender, age, sex or specific interest. The emphasis on study population is that it constitute of individuals or elements that are homogeneous in description. 

This study was carried out on the the impact of quality lending on banks profitability, using GT bank in Otta Ogun State as a case study. Staff of GT bank in Otta  form the population of the study.
3.4
SAMPLE SIZE DETERMINATION

A study sample is simply a systematic selected part of a population that infers its result on the population. In essence, it is that part of a whole that represents the whole and its members share characteristics in like similitude (Udoyen, 2019). In this study, the researcher adopted the convenient sampling method to determine the sample size. 
3.5
SAMPLE SIZE SELECTION TECHNIQUE AND PROCEDURE

According to Nwana (2005), sampling techniques are procedures adopted to systematically select the chosen sample in a specified away under controls. This research work adopted the convenience sampling technique in selecting the respondents from the total population.

In this study, the researcher adopted the convenient sampling method to determine the sample size. Out of all the entire population of Staff of GT bank in Otta, the researcher conveniently selected 40 out of the overall population as the sample size for this study. According to Torty (2021), a sample of convenience is the terminology used to describe a sample in which elements have been selected from the target population on the basis of their accessibility or convenience to the researcher.
3.6 
RESEARCH INSTRUMENT AND ADMINISTRATION

The research instrument used in this study is the questionnaire. A survey containing series of questions were administered to the enrolled participants. The questionnaire was divided into two sections, the first section enquired about the responses demographic or personal data while the second sections were in line with the study objectives, aimed at providing answers to the research questions. Participants were required to respond by placing a tick at the appropriate column. The questionnaire was personally administered by the researcher.
3.7
METHOD OF DATA COLLECTION

Two methods of data collection which are primary source and secondary source were used to collect data. The primary sources was the use of questionnaires, while the secondary sources include textbooks, internet, journals, published and unpublished articles and government publications.
3.8
METHOD OF DATA ANALYSIS

The responses were analyzed using the simple percentage tables, which provided answers to the research questions. The hypothesis was tested using the chi- square statistical tool.

3.9
VALIDITY OF THE STUDY

Validity referred here is the degree or extent to which an instrument actually measures what is intended to measure. An instrument is valid to the extent that is tailored to achieve the research objectives. The researcher constructed the questionnaire for the study and submitted to the project supervisor who used his intellectual knowledge to critically, analytically and logically examine the instruments relevance of the contents and statements and then made the instrument valid for the study.
3.10
RELIABILITY OF THE STUDY

The reliability of the research instrument was determined. The Pearson Correlation Coefficient was used to determine the reliability of the instrument. A co-efficient value of 0.68 indicated that the research instrument was relatively reliable. According to (Taber, 2017) the range of a reasonable reliability is between 0.67 and 0.87.
3.11
ETHICAL CONSIDERATION

he study was approved by the Project Committee of the Department.  Informed consent was obtained from all study participants before they were enrolled in the study. Permission was sought from the relevant authorities to carry out the study. Date to visit the place of study for questionnaire distribution was put in place in advance.

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

INTRODUCTION

This chapter presents the analysis of data derived through the questionnaire and key informant interview administered on the respondents in the study area. The analysis and interpretation were derived from the findings of the study. The data analysis depicts the simple frequency and percentage of the respondents as well as interpretation of the information gathered. A total of forty (40) questionnaires were administered to respondents of which only forty (40) were returned and validated.  For this study a total of 40 was validated for the analysis.

4.1
DATA PRESENTATION
Table 4.1: Demographic profile of the respondents

	Demographic information
	Frequency
	percent

	Gender

Male
	
	

	
	22
	56.7%

	Female
	18
	43.3%

	Age
	
	

	20-25
	14
	30%

	25-30
	13
	26.7%

	31-35
	6
	20%

	36+
	7
	23.3%

	Marital Status
	
	

	Single 
	19
	63.3%

	Married
	21
	36.7%

	Separated
	0
	0%

	Widowed
	0
	0%

	Education Level
	
	

	WAEC
	0
	0%

	BS.c
	25
	83.3%

	MS.c
	15
	16.7%

	MBA
	0
	0%


Source: Field Survey, 2022

4.2
DESCRIPTIVE ANALYSIS

Question 1:  What is the impact of quality lending on bank profitability

Table 4.2:
respondent on question 1

	Options
	Yes
	No
	Total %

	Achieving balance sheet efficiencies.
	40

(100%)
	00
	40

(100%)

	Strengthening compliance management.
	40

(100%)
	00
	40

(100%)

	Transforming payments.
	40

(100%)
	00
	40

(100%)


Field Survey, 2022

From the responses obtained as expressed in the table above, all the respondents constituting 100% said yes in all the options provided. There was no record of no.

Question 2:  What are the factors that impede quality lending in commercial banks’

Table 4.3:
Respondent on question 2

	Options
	Yes
	No
	Total %

	prevailing interest rate
	40

(100%)
	00
	40

(100%)

	the level of their domestic and foreign investment
	40

(100%)
	00
	40

(100%)

	prestige and public recognition
	40

(100%)
	00
	40

(100%)


Field Survey, 2022

From the responses obtained as expressed in the table above, all the respondents constituting 100% said yes in all the options provided. There was no record of no.

Question3:  Are there other factors that impact profitability of banks

Table 4.4:
Respondent on question 3

	Options
	Frequency
	Percentage

	quality
	25
	38.96

	Inferior quality
	6
	25.97

	Undecided
	9
	35.06

	Total
	40
	100


Field Survey, 2022

From the responses obtained as expressed in the table above, 38.96% of the respondents said quality, 25.97% said inferior quality, while 35.06% were undecided.

4.3
TEST OF HYPOTHESIS

H0: quality lending on bank does not lead to profitability

HA: quality lending on bank does lead to profitability

Table 4.5: quality lending on bank does not lead to profitability
	Options
	Fo
	Fe
	Fo - Fe
	(Fo - Fe)2
	(Fo˗-Fe)2/Fe

	Yes
	25
	13.33
	11.67
	136.188
	10.21

	No
	6
	13.33
	-7.33
	53.728
	3.97

	Undecided
	9
	13.33
	4.33
	18.748
	1.40

	Total
	40
	40
	
	
	15.58


Source: Extract from Contingency Table




Degree of freedom = (r-1) (c-1)






(3-1) (2-1)






(2)  (1)






 = 2

At 0.05 significant level and at a calculated degree of freedom, the critical table value is 5.991.

Findings

The calculated X2 = 15.58 and is greater than the table value of X2 at 0.05 significant level which is 5.991.
Decision

Since the X2 calculated value is greater than the critical table value that is 15.58 is greater than 5.991, the Null hypothesis is rejected and the alternative hypothesis which states that quality lending on bank does not lead to profitability  is accepted.

CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATION

5.1
SUMMARY

In this study, our focus was on the the impact of quality lending on banks profitability  using GTB bank in Otta Ogun state as a case study. The study specifically was aimed at highlighting the impact of quality lending on bank profitability,  Find out the factors that impede quality lending in commercial banks’ and Investigate other factors that impact profitability of banks.  A total of 40 responses were validated from the enrolled participants where all respondent are drawn from staff of GTB.

5.2
CONCLUSION

Based on the finding of this study, the following conclusions were made:

The impact of quality lending on bank profitability is achieving balance sheet efficiencies and Strengthening compliance management.

The factors that impede quality lending in commercial banks’ are prevailing interest rate, the level of their domestic and foreign investment and prestige and public recognition.

5.3
RECOMMENDATION

Based on the responses obtained, the researcher proffers the following recommendations:

The policy makers should direct commercial banks, and by extension other financial institutions, to implement management control systems and adhere to a corporate governance code, as well as establishing credit risk mitigation frameworks like the Basel I and II so as to enhance loan quality and consequently financial performance of the financial institutions.
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APPENDIXE

QUESTIONNAIRE

PLEASE TICK [√] YOUR MOST PREFERRED CHOICE(S) ON A QUESTION.

SECTION A

PERSONAL INFORMATION
Gender

Male ( )

Female ( )

Age

20-25 ( )

25-30 ( )

31-35 ( )

36+ ( )

Marital Status

Single  ( )

Married ( )

Separated ( )

Widowed ( )

Education Level

WAEC ( )

BS.c  ( )

MS.c ( )

MBA ( )

SECTION B

Question 1:  What is the impact of quality lending on bank profitability

	Options
	Yes
	No

	Achieving balance sheet efficiencies.
	
	

	Strengthening compliance management.
	
	

	Transforming payments.
	
	


Question 2:  What are the factors that impede quality lending in commercial banks’

	Options
	Yes
	No

	prevailing interest rate
	
	

	the level of their domestic and foreign investment
	
	

	prestige and public recognition
	
	


Question3:  Are there other factors that impact profitability of banks

	Options
	Please tick

	quality
	

	Inferior quality
	

	Undecided
	




