



FIRM LEVEL FACTORS, MARKET POWER, INTEREST RATE AND FINANCIAL STABILITY OF COMMERCIAL BANKS IN NIGERIA 
Abstract

The study sought to examine the effect of firm level factors on financial stability of commercial banks in Nigeria. The specific objectives were to determine the effect of capital adequacy, bank size, management efficiency and earnings ability on financial stability of commercial banks in Nigeria. Additionally, the study analyzed the mediating and moderating effects of market power and interest rate respectively on the relationship between firm level factors and financial stability of commercial banks in Nigeria. The propositions of buffer capital theory, market power theory, efficiency structure theory, liquidity theory of interest rates and financial intermediation theory were used in underpinning the relationship between the study variables. Positivism doctrine and causal research design were adopted. Panel regression analysis was applied and it was established that from the selected firm level factors, only bank size and earnings ability had significant effect on financial stability of commercial banks in Nigeria. Hence, capital adequacy and management efficiency had insignificant effect on financial stability of commercial banks in Nigeria. Market power had no significant mediation effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria. Interest rate had significant moderation effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria. The study recommended that growing bank sizes should be supported by a more robust operational system devoid of bureaucracies and complexities. It was further recommended that earnings generated by banks should be sustained through prudent investments. The study recommends that in view of the prediction powers of interest rate, it should be set with caution in view of market and industry analyses so as to ensure congruency with macro-prudential policies. The study suggests that additional studies can further examine the effect of capital adequacy and management efficiency on financial stability of commercial banks in Nigeria in view of the insignificant effect established for these variables which can be done using different methodology.
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1.0 Introduction
1.1 Background of the Study
Commercial banks all over the globe carry out significant financial intermediation role of accepting funds from depositors while transforming such funds into loans to borrowers (Melese & Laximikantham, 2015). Importantly, this intermediation role can only be undertaking efficiently in a stable banking system (Bucher, Dietrich & Hauck, 2018). In view of the quest for financial stability, financial regulators globally have come up with a standard 
internationally accepted regulatory framework of banking risk regulations, notably the Basel regulation (Innocent, Sulaiman & Usman, 2021). According to World Bank (2020), a stable financial system is capable of efficiently allocating resources, assessing and managing financial risks, maintaining employment levels close to the economy’s natural rate, and eliminating relative price movements of real or financial assets that will affect monetary stability or employment levels. A financially stable system holds the capacity of absorbing shocks primarily through self-corrective mechanisms and by preventing adverse occurrences from exerting a disruptive effect on the real economy or financial systems (Ziolo, Filipiak, Bąk & Cheba, 2019). As such, financial stability is significant for economic growth since most transactions in the real economy are undertaken via the financial system and largely through commercial banks.
The banking sector in Sub-Saharan Africa has over the years been faced with financial instability. Various bank collapses were recorded in the region which include Capital Finance Ltd and Chase Bank, all in Kenya. The collapse of some commercial banks in Kenya followed by a possibility of acquisition of struggling banks resulted in bank runs which prompted customers into withdrawing their deposits from stressed banks to financially stable banks (Koskei, 2020). The banking sector of Nigeria also recorded similar events such as the collapses of Savannah Bank and Societe Generale Bank (Kimani & Koori, 2018). The financial system has significant implications on the economy through the network of activities of providing funding across private and public sectors (Gbarawae & Tonye, 2024). In Nigeria, the financial sector is dominated by commercial banks, hence, the financial intermediation process is skewed and largely dependent on these banks. Hence, the financial stability of commercial banks remains integral for the proper functioning of the financial system. Financial stability stands as a vital requirement not only with respect to monetary stability, but also in view of achieving healthy economic development (Innocent et al., 2021). Financial stability leads to improved economic growth (Ozili, 2024). Conversely, financial instability significantly distorts credit disbursement capability of commercial banks while limiting the circulation of money in the market (Rahman, Chowdhury & Tania, 2021). 
Financial stability is measured using variety of indicators (Risman, Mulyana, Silvatika & Sulaeman, 2021). A common measure of stability at the level of individual institutions is the z-score which explicitly compares buffers (capitalization and returns) with risk (volatility of returns) to measure a bank’s solvency risk (World Bank, 2020). The financial stability of banks is influenced by firm level factors. Firm level factors are individual bank characteristics that are within the operational scope of banks which are influenced and determined by the internal decisions undertaken by management and board of directors. These factors notably differ across banks due to varying bank policies. Market power relates to the portion of the customer base within the banking sector that a bank is able to attract and retain. Interest rate is considered as a key factor in the financial intermediation role of commercial banks as it serves as the rational for business transactions.
A strong financial system plays a critical role towards economic growth while reducing the likelihood of banking crises (Innocent et al., 2021). Theoretically, market power theory explains the effect of bank size and market power on financial stability. The relationship between capital adequacy and financial stability is underpinned by capital buffer theory. The prepositions of efficiency structure theory support the underlying nexus between management efficiency and financial stability. Liquidity theory of interest rates explains the associations between interest rate and financial stability. Akims (2020) outlined that financial intermediation theory provides insights on the intermediation role carried out by banks, hence underpinning the variable financial stability. It is in view of these theoretical underpinnings that the current study sought to empirically examine the effect of firm level factors on financial stability of commercial banks in Nigeria.
1.2 Statement of the Problem

Commercial banks perform key role of financial intermediation on both sides of the balance sheets. On the asset side, commercial banks provide loans to the deficit spending unit (illiquid borrowers) and on the liability side, liquidity is provided on demand to the surplus spending unit (depositors) (Akims, Akims & Akims, 2023). Only financially stable banks can however adequately perform this role. This is as the higher the financial stability of banks, the higher the capacity to effectively perform the role of financial intermediation. The financial stability of the banking sector stands as a prerequisite for a thriving and stable economy (Sain & Kashiramka, 2023).  Ozili (2024) reported a positive relationship between financial stability and economic growth in Nigeria. Through prudent investment in real assets via the private and public sectors, financial stability enhances economic growth (Rahman et al. 2021). Hence, high z score, which indicates low insolvency risk positively affects economic growth.
The banking sector in Nigeria which is largely dominated by commercial banks has generally been characterized by a fluctuating trend in financial stability over the years as reflected by the z score. The z score was reported in 2014 at 16.44%, 2015 at 16.78%, 2016 at 61.44%, 2017 at 18.37%, 2018 at 14.80%, 2019 at 15.38%, 2020 at 13.63% and 2021 at 12.19% (World Bank, 2025). Notably, financial instability brings about heavy costs in the banking sector alongside underlying multiplier effect on the economy due to increased volatility and economic shocks which have the potential of triggering bankruptcies (Vlahović, 2014). Hence, the need to examine and address this seeming concern. 
Various studies have been conducted on the subject matter. Ngaira and Miroga (2018) found that bank size and operational costs had significant negative effect on financial stability. Kamran, Omran and Mohamed-Arshad (2019) indicated that operational risk had significant negative effect on financial stability. It was further established that excessive capital ratio had negative effect on financial stability. Igbinosa and Naimo (2020) documented that capital adequacy had significant negative effect on soundness/stability of banks in Sub-Saharan Africa. Wamalwa et al. (2020) reported that firm level factors had significant effect on financial stability of commercial banks in Kenya. Verma and Chakarwarty (2024) found a positive relation between market share and financial stability. Despite the presence of existing literature on firm level factors and financial stability nexus, the previous studies are not without underlying research gaps.
The previous studies were however largely based on other countries, with some isolating key firm level factors. Notably, some of the studies were based on a cross-country analysis. Importantly, the applicability of the findings from these studies is limited to the countries where data was collected from due to the unique underlying regulatory framework, market structure and economic integration of countries and regions. In view of these research gaps, examining the effect of firm level factors on financial stability of commercial banks in Nigeria becomes necessary which in turn forms the basis for this study. The mediating and moderating effects of market power and interest rate respectively on the relationship between firm level factors and financial stability were further explored.

1.3 Objectives of the Study
The study was guided by the general and specific objectives.

1.3.1 General Objective

The general objective of the study was to examine the effect of firm level factors on financial stability of commercial banks in Nigeria.

1.3.2 Specific Objectives
The study was based on the following specific objectives:

i. To establish the effect of capital adequacy on financial stability of commercial banks in Nigeria. 

ii. To determine the effect of bank size on financial stability of commercial banks in Nigeria.

iii. To evaluate the effect of management efficiency on financial stability of commercial banks in Nigeria.

iv. To establish the effect of earnings ability on financial stability of commercial banks in Nigeria.

v. To assess the mediating effect of market power on the relationship between firm level factors and financial stability of commercial banks in Nigeria.

vi. To determine the moderating effect of interest rate on the relationship between firm level factors and financial stability of commercial banks in Nigeria.
1.4 Research Hypotheses 

In line with the specific objectives, the following null hypotheses were formulated and tested:

H01: 
Capital adequacy has no significant effect on financial stability of commercial banks in Nigeria.
H02: 
Bank size has no significant effect on financial stability of commercial banks in Nigeria. 

H03: 
Management efficiency has no significant effect on financial stability of commercial banks in Nigeria. 

H04: 
Earnings ability has no significant effect on financial stability of commercial banks in Nigeria. 

H05: 
Market power has no significant mediating effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria. 

 H06:
Interest rate has no significant moderating effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria. 
2.0 Literature Review

2.1 Theoretical Literature Review


Buffer capital theory was propounded by Calem and Rob in 1996. The postulations of this theory hold that upon reaching the minimum regulatory capital level, banks may have the incentive of acquiring more capital for purposes of reducing risk (likelihood) of falling short of underlying requirements. Hence, avoiding any regulatory costs which may arise due to the breach of capital requirements which is considered a major banking legislation infringement. The additional capital held by commercial banks above the stipulated minimum requirements serves as buffer which provides the banks with the capacity to cushion against adverse conditions. Conversely, banks with low capital are often aggressive, thereby undertaking higher risks in an attempt to earn higher returns with the aim of building and increasing the capital base (Diamond & Rajan, 1999). Notably, capital establishes liquidity as deposits are more prone and fragile to bank runs. The underlying relationship between capital adequacy and financial stability of banks is underpinned by Buffer Capital Theory. 

Market power theory was brought forth by Bhagwati in 1965. Based on two hypotheses which are the traditional structure-conduct performances and relative-market power hypotheses, the theory supports the notion that demand and supply is influenced by the extent to which firms determine prices in the market. This is in view of the imperfect competition paradigm where firms hold varying degrees of market power. The structure-conduct-performance hypothesis is based on the postulation that markets with high concentration are characterized by high and low interest rates on loans and deposits respectively as a result of lower competition. The relative-market power hypothesis holds the notion that large firms achieve increased profitability through “brand identification” which stimulates prices while given them some control of the market. The theory asserts that through economies of scale, firms with large assets and well differentiated product portfolio derive abnormal profits. The variables bank size and market power and their associations with financial stability are supported by the postulations of market power theory.
Efficiency structure theory was introduced by Demesetz in 1973. The postulations of the theory are categorized into two hypotheses which are X-efficiency and scale efficiency. In view of the X-efficiency hypothesis, banks with proper management possess the ability of controlling costs as well as increasing income. The scale-efficiency hypothesis holds the view that sound operational scales are obtained by banks through lowering of costs. The most favorable production level can be achieved through economies of scale. As such, maximum efficiency in operations is achieved in the short run at an output level where all economies of scale available are being employed in an efficient manner. Improved managerial scale efficiency leads to higher earnings for banks. Hence, management efficiency also yields larger market share. Increasing levels of operational efficiency leads to higher stability. Presence of well experienced managers as well as modern production technologies lower operational costs while increasing investment returns (Mirzaei, 2012). The effect of management efficiency and earnings ability on financial stability is underpinned by efficiency structure Theory.
Liquidity theory of interest rates was propounded by Keynes in 1936. The theory views interest rate to be a monetary phenomenon which is determined by the prevailing demand for and supply of money accordingly. The desire to hold money for consumption, precautionary and investment speculative motives sums up liquidity preference in an economy. Banking institutions just like individuals will opt to keep their money as against a high risk of parting with it except in highly beneficial situations. Lending institutions part ways with money through granting of loans to customers. However, these institutions will only do so in view of an incentive termed interest rates which serve as the reward for lending. Interest rate which is a key factor in the financial intermediation activity of banks is influenced by the demand for and supply of money. Rising demand for money above corresponding supply notably increases interest rates and vice versa. Higher interest (lending) rates increase the net interest income and subsequently profitability of banks which in turn boosts financial stability. In view of the thrust of this study, the relationship between firm level factors and financial stability is proposed to be influenced by interest rates.
Financial intermediation theory was brought forth by Diamond (1984). The theory provides insights on the role of banking institutions in connecting depositors and borrowers together, hence serving as key sources of external finances to businesses. The activities of the banking sector provide an enabling framework for the analyses of key banking related issues which bring about the formulation of new banking policies. Over the years, banking institutions have increasingly transformed their business model from the traditional activities of lending to incorporating the new trending non-traditional activities in the financial sector which in turn helps in reaffirming the position held by banks as financial intermediaries. Diamond and Dybvig (1983) assessed the economic role which banks perform in transforming illiquid assets into liquid assets. Through this role, investors are assisted in making the right investment decisions, hence avoiding long-term illiquid investments. In the absence of interruptions in the financial intermediation process, commercial banks are more efficient in the allocation of savings to profitable investment opportunities. 
2.2 Empirical Literature Review 
Nwosu, Amadi and Mba (2012) studied the effect of capitalization on financial stability with focus on deposit money banks in Nigeria.  While using panel data and covering the period 2001 to 2008, the study applied both generalized moment method (GMM) and pooled ordinary least squares. The study found that higher bank capitalization leads to improved financial stability of deposit money banks in the context of Nigeria. The study documented that financial instability tends to be associated with banks holding low capitalization. It was reported that capital base growth had positive linear effect on financial stability. Growth in size had non-linear effect on financial stability. The intervening and moderating effects of market power and interest rates respectively on firm level factors and financial stability nexus for commercial banks in Nigeria were further explored in the current study.

Adusei (2015) examined bank size and stability nexus for banks in Ghana. The study applied data sourced from the rural banking industry of Ghana. The control variables were credit risk, liquidity risk, diversification, profitability, gross domestic product, financial structure as well as inflation. It was reported that bank size had positive impact on bank stability which implied that a growing bank size increases stability. Despite the study being in the West African region which is a similar case with the current study, each country is characterized by varying regulatory frameworks and economic conditions. The current study further differs in that the focus was commercial banks which are based on a larger operational scale as compared to rural banks.
Kumar (2016) analyzed the financial performance (earnings ability) and financial stability relationships for national commercial banks in United Arab Emirates (UAE). The period 2008-2013 was covered and financial performance was measured based on return on equity (ROE) and return on assets (ROA). Financial stability was measured using the Altman's Z-score. It was reported that financial performance declined during the period 2008 to 2010 and improved during the period 2011 to 2013. The study indicated that the commercial banks covered were financially stable and resilient to the global financial crisis. The study contributes to literature on earnings ability and financial stability relationship in the context of United Arab Emirates. The effect of bank size, capital adequacy and management efficiency on financial stability was examined in the current study while focusing on commercial banks in Nigeria.
Ali and Puah (2018) assessed the effect of bank size and funding risk on stability of banks in Pakistan.  Based on balanced panel data for the period 2007 to 2015, nineteen (19) conventional and five (5) Islamic banks were sampled. Empirical results indicate that bank size had negative effect on bank stability in view of the Z-score model. Bank size however had positive effect on stability with regards to risk-adjusted return on assets (RAROA) and risk-adjusted equity-to-asset ratio (RAEA). Commercial banks in Nigeria constituted the unit of analysis of this study where the intervening and moderating effects of market power and interest rates respectively were analyzed on the relationship between firm level factors and financial stability.
Ngaira and Miroga (2018) explored the determinants of financial stability of commercial banks listed at the Nairobi Securities Exchange, Kenya. The study applied a descriptive survey research design and three hundred and fifty six (356) employees of commercial banks were targeted. Primary data was collected with the use of questionnaires across the eleven (11) commercial banks listed in Kenya. Empirical findings revealed that bank size had significant positive effect on financial stability. It was further established that operational cost had significant negative effect on financial stability. Rather than use primary data which can be impaired by biasness, secondary data was utilized in this study where the focus was commercial banks in Nigeria.
Kamran et al. (2019) examined the effect of capital adequacy and bank-based factors on financial stability of commercial banks in Pakistan. Financial stability was measured using Z score based on return on equity and return on assets (ZROE and ZROA). The study sample constitutes twenty eight (28) commercial banks in the context of Pakistan where data was collected for the period 2007 to 2016. Statistical evidence from the panel regression analysis indicated that operational risk had significant negative effect on financial stability. It was further established that excessive capital ratio had negative effect on financial stability The study contributes to existing body of literature with respect to firm level factors and financial stability, however, it was limited to data from commercial banks in Pakistan. In addition, to the contextual gap emanating from the previous research, vital firm level factors such as earnings ability and bank size were isolated which notably make up two specific objectives of the current research.

Xu, Hu, and Das (2019) assessed the relationship between profitability (earnings ability) and financial stability of banks in advance countries. Four hundred and thirty one (431) listed banks cutting across United States of America (USA), Europe and Global Systematically Important Banks (G-SIBs) were covered and the time scope was the period 2004-2017. The study established that profitability had negative associations on both contribution of banks to idiosyncratic risk and systemic risk. Rather than focus on just earnings ability, other firm level factors were considered. Importantly, commercial banks in developed and developing countries operate under different guidelines and economic structures which in turn make the current study unique.

Igbinosa and Naimo (2020) investigated capital adequacy and stability (soundness) nexus in the context of banks in Sub-Saharan Africa. Capital adequacy and financial stability were measured using capital adequacy ratio ad z-score respectively. Four countries namely: Kenya, Nigeria, Gabon and South Africa which represented the east, west, central and south of Sub-Saharan Africa respectively were covered for the years 2007 to 2016. This notably spans from the period during and after the global financial crisis. The study utilized secondary data which was sourced from World Bank Global Financial Development Indicators. It was reported that capital adequacy had significant negative effect on soundness/stability. This implies that the stricter the capital requirements are, the more adversely the stability of banks in Sub-Saharan Africa is affected. Unlike the previous study which was based on a cross-country analysis, the current study was country specific and as such, country specific findings and recommendations were obtained.
Koskei (2020) explored the determinants of financial stability of commercial banks in Kenya. Bank stability was measured using asset quality. Monthly secondary data was utilized for the period January 2015 to December 2019 as obtained from Kenya National Bureau of Statistics and Central Bank of Kenya. Data analysis was based on multiple regression model and the results indicated that lending rate and financial stability had significant negative relationship. Return on equity and financial stability had significant positive relationship. Return on assets and financial stability had insignificant negative nexus. Rather than using asset quality as a proxy for financial stability, z score was applied in the current study with focus on commercial banks in Nigeria.
Wamalwa et al. (2020) analyzed the effect of camel variables on financial stability with respect to commercial banks in Kenya. The independent variables were capital adequacy, operational efficiency, asset quality, profitability and liquidity while financial stability was the dependent variable. While focusing on the period 2011 to 2018, seventeen commercial banks were covered. The panel regression analysis revealed that operating efficiency had significant positive effect on financial stability. Both profitability and capital adequacy had significant negative effect on financial stability. With regards to the study findings, it was recommended that fragile banks should merge and be acquired. The study apart from focusing on commercial banks in Kenya, it was based on fragility index as a measure of financial stability. Financial stability with respect to the current study was measured using the z-score which captures the insolvency risk of banks. 
The banking industries across South-East European (SEE) countries serve as the major channel by which financial resources are distributed across the region, however, over time they have experienced significant structural changes which include consolidation, privatizations, as well as cross-border acquisitions. In view of this, Guidi (2021) examined the extent by which concentration, competition and financial stability of the banking industries in this region have changed over time. The study additionally examined how concentration and competition affect financial stability of banking industries in SEE countries. The study reported that a rise in market concentration leads to a decrease in the ratio of non-performing loans, hence denoting higher financial stability of banking industries in the SEE region. Conversely, while applying the Lerner index to proxy competition, the study found that a rise in market power increases the ratio of non-performing loans, hence indicating lower financial stability of banks in the SEE region. Upon breaking down the SEE banks based on ownership structure (domestic versus foreign ownership) and size (small versus large banks), the analysis of the effect of both concentration and competition on financial stability provided mixed results. 

Innocent et al. (2021) assessed the determinants of financial stability with respect to commercial banks in Nigeria. Ex-post facto research design was adopted covering the time scope 1981 to 
2018 (37 years). Analysis of data was based on ordinary least squares (OLS) technique and it was reported that interest rate had negative and insignificant relationship with the financial stability of banks. Despite commercial banks in Nigeria constituting the unit of analysis, several firm level factors were not considered in the previous study. The current study further explored the mediation effect of market power on the relationship between firm level factors and financial stability of commercial banks in Nigeria.
Rahman et al. (2021) determined the impact of efficiency and competition on financial stability of the banking sector in Bangladesh. Lerner index and the Boone indicator were utilized as proxies of competition while Z-score and non-performing loan (NPL) represented financial stability. Secondary data was sourced in annualized form for the period 2011 to 2018 from the financial statements of 28 DSE listed commercial banks of Bangladesh. The analysis of data was based on dynamic panel GMM model and the output indicated that the Lerner index has significant negative effect on Z-score, implying that increased competition leads to higher financial stability. It was also reported that increased cost efficiency translates to higher financial stability. The study further established that Lerner index insignificantly and negatively affects NPL. Additionally, based on Boone indicator, it was established that lower competition leads to higher NPL. With respect to the Z-score, a negative relationship was found based on the Boone indicator. It was suggested that more competition leads to higher financial soundness, hence competition in the banking industry should be ensured by the regulators or policymakers. The study further documented that in order to improve financial stability, banks can ensure cost control for purposes of achieving cost efficiency.
Ghayad and Noura (2022) analyzed the effect of capital adequacy requirements on the financial stability of banks in Lebanon. Data on the research variables were collected from a sample of 8 Lebanese banks covering the time scope of 2009 to 2018. The study carried out eight (8) simple linear regressions with each model having financial stability based on Altman’s Z-score as the dependent variable with capital adequacy ratio as the independent variable. The results indicate that for the banks covered (except bank MED), capital adequacy ratio had no significant impact on financial stability. The study concluded that the commitment of commercial banks in Lebanon under the monitoring of the Central Bank was ineffective in ensuring stability of the financial system. The study noted that despite full compliance with capital requirements, banks in Lebanon engaged in excessive risk-taking. The current study differs by establishing the mediation effect of market power on the relationship between firm level factors and financial stability of commercial banks in Nigeria.
Alnaa and Matey (2023) examined the risk mitigating factors and performance of domestic banks in Ghana with regards to capital adequacy, bank size, profitability and efficiency along with the relationship with financial stability as denoted by Z-score (Insolvency Risk). The study had a target population of 11 banks operational in Ghana for the time period 2010 to 2021. Analysis of data was carried out using panel regression technique based on the fixed effect model. Empirical findings indicate that efficiency and profitability had significant positive effect on stability of banks. Bank size had significant but negative effect on stability of banks. The study concluded that profitability is critical in stabilizing as well as protecting the banking industry from adverse conditions. The study recommended that bank managers should ensure the application of prudent practices with regards to profit driven indicators. It was further recommended that the regulations pertaining the banking sector should be in line with macro-prudential policies. Despite the study focusing on Ghana which emanates from same geographical region with Nigeria, the banking sector regulations of the two countries differ, hence the research gap.
Ullah, Pinglu, Ullah, Qian and Zaman (2023) studied the impact of intellectual capital efficiency on financial stability of banks in Pakistan. Specifically, the short-run and long-run effect of intellectual capital efficiency on financial stability was examined. Intellectual capital efficiency was assessed through the VAIC™ model consisting of rational, human and structural capitals. The analysis of data was based on auto-regressive distributed lag estimation technique. While endorsing the resource-based theory, the study documented that intellectual capital efficiency positively affects financial stability. In the short run, risk-based capital, efficiency ratios and bank size had positive impact. The risk-based capital exerted decisive positive influence while efficiency ratio and bank size had negative effect in the long run. The study contributes to knowledge on capital adequacy and financial stability nexus, however; the focus was on banks in Pakistan. 
Verma and Chakarwarty (2024) investigated the impact of competition on financial stability of Indian banks. Herfindahl–Hirschman index was used to measure market share while financial stability was assessed based on Z score. Panel regression technique was applied and the results indicate a positive relation between market share and financial stability. It was recommended that policymakers should ensure healthy competition between banks and other financial institutions such as FinTech firms so as not to jeopardize the entire financial system. The previous research adds immensely to existing body of empirical literature on the subject matter; however, the current study differs since the focus was on commercial banks in Nigeria.
3.0 Research Methodology

3.1 Research Philosophy


Research Philosophy refers to the school of thought regarding the collection of data, its analysis, interpretation and application (Blumberg, Cooper & Schindler, 2014). Positivism and phenomenology are the two main research paradigms. In view of the thrust of this study, positivism doctrine was adopted which is largely quantitative as against phenomenology which is largely qualitative. Positivism doctrine is based on a systematic and controlled approach which entails the identification of an area to research on, outlining of objectives, development of appropriate research questions and hypotheses as postulated by theory and application of relevant research methodology (Saunders, Lewis & Thornbill (2009). Importantly, positivism researches are based on theoretical and conceptual structures which are then subjected to empirical investigations through the application of statistical and mathematical methods (Cooper & Schindler, 2009).
3.2 Research Design

The study adopted causal research design. In view of the postulations of Cooper and Schindler (2009), causal research design is quantitative, preplanned and also structured in nature. Casual research design entails an inquiry towards ascertaining cause and effect relationships between research variables, hence its appropriateness for this study which sought to examine the effect of firm level factors on financial stability.
3.3 Empirical Model 

The empirical model of the study was based on the direct effect model, mediation effect model and moderation effect model as captured in the sub-sections below.

3.3.1 Direct Effect Model
The direct effect model expresses financial stability as a function of firm level factors. The general empirical model of the study was adopted from Al-Khouri (2012) and it is captured as follows:

 Yit=β0+βXʹit+ε ……………………………….………………..……………………….3.1

Where:

Y = Financial Stability
Xʹ = Vector of independent variables at time t (firm level factors) 

i = Commercial Bank

t = Time Period  

β = Coefficient 

β0 = Constant term 
ε = Error term

Equation 3.1 above is further broken down into equation 3.2 which was utilized for estimation.

FSit=β0+β1CAit+β2BSit+β3MEit+β3EA +ε………..……………………...………...……3.2 
Where:

FS 
= Financial Stability (z score)
CA 
= Capital Adequacy (core capital/total assets) 
BS 
= Bank Size (log of total assets)
ME 
= Management Efficiency (Operating revenue/total profit)
EA 
= Earnings Ability (net income/total assets)
i 

= Commercial Bank

t 
= Time Period  

β0 
= Constant term 

β1, β2, β3, β4, = Regression Coefficients 

ε 
= Error term

3.3.2 Mediation Effect Model

In line with the approach by Baron and Kenny (1986), the mediation effect analysis was guided by a four-step procedure as shown in equation 3.3, 3.4, 3.5 and 3.6:   

3.3.2.1 Step One

A panel regression analysis based on composite of firm level factors predicting financial stability: 

FSit = β0+β1FLit +ε………..…………………….........………………………..….3.3 

3.3.2.2 Step Two

A panel regression analysis with composite of firm level factors predicting market power:
MPit=β0+β1FLit+ε…………………………………...........…………………..….3.4 

3.3.2.3 Step Three 

A panel regression analysis based on market power predicting the composite of firm level factors:
FSit=β0+β1MPit+ε…………………………………...........………………..…….3.5 

3.3.2.4 Step Four 

A panel regression analysis with composite of firm level factors and market power predicting financial stability:

FSit=β0+β1FLit+ β2MPit+ε…………………………………...........……………...3.6 

Key: 

FS 
= Financial Stability (z score) 
FL 
= Firm Level Factors 
MP
= Market Power (Herfindahl-Hirschman Index)
i 

= Commercial Bank

t 
= Time Period  

β0 
= Constant term 

β1 to β2 = Coefficients 

ε   = Error term

Table 1: Decision Criteria for Mediation Effect Analysis
Table 1 presents the decision criteria for the mediation effect analysis. The analysis is in view of the mediation effect of market power on the relationship between firm level factors and financial stability.

	Scenario
	Outcome
	Conclusion 

	One
	β1 is significant in model 3.3
	Complete Mediation

	
	β1 is significant in model 3.4
	

	
	β1 is significant in model 3.5
	

	
	β1 is insignificant and β2 is significant in model 3.6
	

	Two
	β1 is significant in model 3.3
	Partial Mediation

	
	β1 is significant in model 3.4
	

	
	β1 is significant in model 3.5
	

	
	β1 is significant and β2 is significant in model 3.6
	

	Three
	β1 is significant in model 3.3
	No Mediation

	
	β1 is significant in model 3.4
	

	
	β1 is significant in model 3.5
	

	
	β1 is insignificant and β2 is insignificant in model 3.6
	


Source: Baron and Kenny (1986)
3.3.3 Moderation Effect Model

The study adopted the Whisman and McChelland (2005) approach in testing for moderation effect. 

3.3.3.1 Step One

In the first step, financial stability is expressed as a function of firm level factors and interest rate (moderator).
FSit=β0+β1FLit+β2IRt +ε……………………………......……………….....3.7                     

3.3.3.2 Step Two

The second step presents financial stability as a function of firm level factors, interest rate and the interaction between interest rate and firm level factors.
FSit=β0+β1FLit+β2IRt+β3IR*FLit+ +ε……………………………....……....3.8
Key:

FS
= Financial Stability (z score)

FL
= Firm Level Factors 
IR 
= Interest Rate (Bank Lending Rate)
IR*FL
= Interaction between Interest Rate and Firm Level Factors
*
= Interaction Term

i 

= Commercial Bank

t 
= Time Period  

β0 
= Constant term 

β1 to β3 = Coefficients 

Table 2 Decision Criteria for Moderation Effect Analysis
Table 2 provides the decision criteria for the moderation effect analysis. The analysis is based on the moderation effect of interest rate on the relationship between firm level factors and financial stability.

	Scenario
	Model One
	Model Two
	Conclusion

	One
	β2 is statistically significant
	β3 is statistically insignificant 
	Interest rate is an explanatory variable

	Two
	β2 is statistically insignificant
	β3 is statistically significant
	Interest rate has a moderation effect


Source: Whisman and MacClelland (2005)

Table 2 introduces interest rate as an explanatory variable as well as a moderating variable. In the occurrence of scenario one, it can therefore be concluded that interest rate is not a moderating variable but an explanatory variable. Conversely, in the case where scenario two occurs, interest rate is therefore a moderating variable (Whisman & MacClelland, 2005).
4.0 Data Analysis and Discussions

The analysis of data was based on descriptive analysis, diagnostics tests and panel regression analysis as documented in the succeeding sub-sections.
4.1 Descriptive Analysis
The descriptive analysis was conducted to provide the basis features of the research variables. The descriptive analysis provided statistics based on observations (total, minimum and maximum), mean and standard deviation as presented in Table 3
Table 3: Descriptive Statistics

	Variable
	Obs.
	Mean
	Std. Dev.
	Min
	Max

	Financial Stability 
	119
	8.973755
	7.787241
	-.9522647
	51.954

	Capital Adequacy 
	120
	.1947033 
	.0822095
	-.2146
	.44

	Bank Size
	120
	6.065479
	.3550267
	5.336428
	6.825118

	Management Efficiency
	120
	7.658058
	20.64618
	-106.1276
	142.229

	Earnings Ability 
	120
	.0927397
	.4245375
	-3.94136
	1.029742

	Market Power
	120
	1004.644
	38.06826
	961.1886
	1090.246

	Interest Rate
	120
	16.87066
	0.4852947
	16.02131
	17.58562


Source: Study Data (2023)
Based on the descriptive summary of the variables in Table 3, all the study variables had 120 as the total number of observations with the exception of financial stability which had 119. This therefore indicates that the data was unbalanced. Financial stability had mean and standard deviation values of 8.97 and 7.79 respectively, hence indicating relative fluctuation over the study period. However, despite this relative fluctuation in financial stability, the minimum value of -0.95 and maximum value of 51.95 indicate that at least one of the commercial banks was highly financially unstable. 
Capital adequacy had an average value of 0.19 and corresponding standard deviation of 0.08. Minimum and maximum values of -0.21 and 0.44 respectively are further obtained for capital adequacy. The mean, standard deviation, minimum and maximum values for capital adequacy indicate relative level of fluctuation over the study period. 
Bank size had 6.07 and 0.36 as mean and standard deviation values respectively. In addition, minimum and maximum values of 5.34 and 6.83 were established with regards to bank size. The descriptive statistics for bank size imply that aggregately, the extent by which banks benefited from economies of scale varied over the study period.

Management efficiency had mean of 7.66 and standard deviation of 20.65, hence indicating high level of fluctuation. This is further supported by the minimum value of -106.13 and maximum value of 142.23. Hence, the extent by which bank management efficiently and effectively made use of organizational resources through cost minimization and revenue maximization varied over the period of the study.

Earnings ability was characterized by mean of 0.09, standard deviation of 0.42, minimum value of -3.94 and maximum value of 1.03. The statistics indicate that the earnings of commercial banks were characterized by relatively high fluctuations over the period of the study. Hence, while some commercial banks had high earnings, some were characterized by low earnings.
Market power had mean of 1004.64 and standard deviation of 38.07. In addition, minimum and maximum values of 961.19 and 1090.25 respectively are attributed to market power. These statistics depict high concentration among commercial banks in Nigeria. This in turn implies high variation in the market power of commercial banks in Nigeria. 
Interest rate had 16.87 and 0.49 as mean and standard deviation values, hence indicating its high fluctuation within the period of the study. The earnings from financial intermediation role of commercial banks in Nigeria was therefore characterized by high level of fluctuation within the study period that is, 2010 to 2017. 

4.2 Diagnostic Tests

Various diagnostic tests were conducted with a view of ensuring that the research data was suitable for inferential analysis. These tests were necessary so as to ensure that inferences, conclusions and recommendations made in the study are rightly done.
4.2.1 Multicollinearity Test

Multicollinearity test was performed on the independent variables so as to establish the level of collinearity among the research variables. The Variance Inflation Factor (VIF) test procedure was applied in testing for multicollinearity and the results presented in Table 4.
Table 4: Multicollinearity Test Results

	Variable
	VIF  
	1/VIF
	Comment

	Capital Adequacy
	1.31
	0.7648
	Low Multicollinearity

	Bank Size 
	1.06
	0.9476
	Low Multicollinearity

	Management Efficiency
	1.03
	0.9685
	Low Multicollinearity

	Earnings Ability
	1.35
	0.7434
	Low Multicollinearity


Source: Study Data (2023)

The multicollinearity test was guided by a threshold of 2. The outcome from the multicollinearity test indicates that all the study variables had VIF values below 2 which implies absence of excessive collinearity levels as desired in a panel regression analysis.

4.2.2 Heteroscedasticity Test

The study carried out the test for heteroscedasticity which was based on the procedure by Breusch-Pagan/Cook-Weisberg. The findings from the heteroscedasticity test are presented in Table 5.

Table 5: Heteroskedasticity Test Result
	Breusch-Pagan / Cook-Weisberg test for heteroskedasticity 

	Ho: Constant variance

	Variables: fitted values of Financial Stability 

	chi2(1) = 50.50

	Prob > chi2 = 0.0000


Source: Study Data (2023)

The test for heteroskedasticity was based on the null hypothesis which states that the error term has constant variance. The findings in Table 5 indicate a p-value of 0.0000, hence the rejection of the null hypothesis. The findings therefore indicate the presence of heteroskedasticity and this issue was addressed through the use of robust standard errors.
4.2.3 Stationarity Test 

Due to the time series aspect of panel data, the study carried out stationarity test using Fisher-type unit root test based on Phillips-perron tests. Table 6 contains the outcome of the stationarity test.

Table 6: Stationarity Test Results
	Variable
	Statistic
	P-value
	Comment

	Financial Stability 
	36.7216
	0.0000
	Stationary

	Capital Adequacy 
	8.3857
	0.0000
	Stationary

	Bank Size 
	9.5207
	0.0000
	Stationary

	Management Efficiency
	14.6225
	0.0000
	Stationary

	Earnings Ability 
	4.6803
	0.0000
	Stationary

	Market Power
	22.8313
	0.0000
	Stationary

	Interest Rate
	15.1390
	0.0000
	Stationary


Source: Study Data (2023)

The null hypothesis for the stationarity test holds that all panels contain unit root. Conversely, the alternative hypothesis states that at least one panel is stationary. The findings in Table 7 indicate that for each of the study variables, a p-value of 0.0000 was obtained, hence indicating absence of unit root.
4.2.4 Model Specification Test

The Hausman specification test was used in order to select the best model for estimation between the fixed effect model and random effect model. The output from the hausman specification test is documented in Table 7.
Table 7: Hausman Test Results

	
	(b)
Fixed
	(B)
Random
	(b-B)
Difference
	sqrt(diag(V_b-V_B))
S.E

	Capital Adequacy
	-8.07727
	-6.814604
	-1.262665
	.4492443

	Bank Size 
	-4.089143
	-3.310034
	-.7791095
	.4009538

	Managerial Efficiency
	.0145764
	.0144842
	 .0000922
	.

	Earnings Ability
	3.577152
	 3.45347
	 .1236821
	.

	Chi (4)
	8.60
	
	
	

	Prob>chi2
	0.0719
	
	
	


Source: Study Data (2023)

The result of the hausman specification test was interpreted using the null hypothesis which states that the random effect model is the most appropriate model for estimation based on 0.05 significance level. The study failed to reject the null hypothesis in view of the p-value of 0.0719 which led to the adoption of the output from the random effect model.
4.3 Panel Regression Analysis

The panel regression analysis was informed by the various specific objectives of the study. The direct effect, mediation effect and moderation effect analyses were conducted and subsequently utilized for hypotheses testing.
4.3.1 Direct Effect Analysis

The direct effect analysis was based on the first four specific objectives as well as the corresponding null hypotheses. The results are presented in Table 8. 
Table 8: Direct Effect Result
	Financial Stability
	Coef.
	Robust Std. Err.
	Z
	P>z
	[95% Conf.
	Interval]

	Capital Adequacy 
	-6.814604
	7.653293
	-0.89
	0.373
	-21.81478
	8.185574

	Bank Size 
	-3.310034
	1.684711
	-1.96
	0.049
	-6.612007
	-.00806

	Management Efficiency
	.0144842
	.0090974
	 1.59
	0.111
	-.0033464
	.0323149

	Earnings Ability
	3.45347
	.5049427
	6.84
	0.000
	2.463801
	4.44314

	_cons
	30.17056
	8.259966
	3.65
	0.000
	13.98132
	46.35979

	R2 within
	0.2258
	
	
	
	
	

	Wald Chi2 (4)
	192.00
	
	
	
	
	

	Prob>Chi2
	0.0000
	
	
	
	
	


Source: Study Data (2023)
F-value of 192.00 and p-value of 0.0000 were obtained for the direct effect analysis as contained in Table 8, hence indicating that the model is significant in explaining financial stability. This is further supported by R-square within of 0.2258. 
4.3.2 Mediation Effect Analysis

The mediation effect analysis was carried in view of the fifth specific objective. The fifth specific objective sought to examine the mediation effect of market power on the relationship between firm level factors and financial stability of commercial banks in Nigeria. The study followed the procedure by Baron and Kenny in testing for mediation effect which is based on a four-step approach as documented Table 9.

Table 9: Mediation Effect Results 

	Step
	Outcome Variable
	Predictor 
	Coefficient
	P-value

	One
	Financial Stability
	Firm Level Factors 
	.0884553
	0.168

	
	
	
	
	

	Two
	Market Power 
	Firm Level Factors 

	1.166692

	0.047

	Tree
	Financial Stability 
	Market Power 
	.0084087
	0.317

	
	
	
	
	

	Four
	Financial Stability 
	Firm Level Factors Market Power  
	.0580615
	0.368

	
	 
	
	.0072988
	0.390


Source: Study Data (2023)
Based on the findings in Table 9, it was established that the first step of the mediation test had a p-value of 0.168, the second step had a p-value of 0.047, the third step had a p-value of 0.317. Notably, the fourth step had p-values of 0.368 and 0.390 for firm level factors and market power respectively. The findings therefore imply that market power had no significant mediation effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria.
4.3.3 Moderation Effect Analysis

In establishing the moderation effect of interest rate on the relationship between firm level factors and financial stability of commercial banks in Nigeria, the approach by Whisman and MacClelland (2005) was applied based on a two-step procedure as contained in Table 10.
Table 10: Moderation Effect Results 

	Step
	Predictor
	Outcome Variable 
	Coefficient
	P-value

	One
	Firm Level Factors 

Interest Rate
	Financial Stability
	.0365483
1.041085
	0.519
0.019

	
	
	
	
	

	
	
	
	
	

	Two 
	Firm Level Factors 
	Financial Stability  


	1.778849
	0.047

	
	Interest Rate 
Interest Rate*Firm Level Factors 
	
	1.3205
-.1027097
	0.000
0.055


Source: Study Data (2023)
The first step of the moderation test requires that financial stability is expressed as a function of the composite of firm level factors and interest rate. The second step of the moderation test entails that financial stability is expressed as a function of the composite of firm level factors, interest rate and the interaction between interest rate and firm level factors. The focus is notably on the level of significance of the interaction between interest rate and firm level factors. The findings in Table 10 indicate a p-value of 0.055 for Interest Rate*Firm Level Factors which is significant at 0.1 significance level.
4.4 Hypotheses Testing

The test of hypotheses was guided by the specific objectives of the study. The six specific objectives of the study resulted in the formulation and testing of corresponding six null hypotheses. The hypotheses testing was guided by a threshold of 0.1 significance level.
4.4.1 Hypothesis One

The study sought to establish the effect of capital adequacy on financial stability of commercial banks in Nigeria. Consequently, the following null hypothesis was tested:
H01: 
Capital adequacy has no significant effect on financial stability of commercial banks in Nigeria.
The outcome of the analysis in Table 8 indicates a p-value of 0.373 which implies non significance. It was therefore found that capital adequacy had insignificant effect on the financial stability of commercial banks in Nigeria. The study therefore failed to reject the null hypothesis which states that capital adequacy has no significant effect on financial stability of commercial banks in Nigeria. The coefficient -6.814604 denotes inverse relationship between capital adequacy and financial stability of commercial banks in Nigeria. This is as highly capitalized banks tend to have low risk-taking behaviour. Hence, despite the accrued benefits of capital buffer in cautioning against adverse shocks, excessive capital level can be detrimental to the financial stability of commercial banks. The findings from empirical literature also align to this outcome. Kamran et al. (2019) reported that excessive capital ratio had negative effect on financial stability of commercial banks in Pakistan. Ghayad and Noura (2022) found that capital adequacy ratio had no significant impact on financial stability of commercial banks (except bank MED) in Lebanon.
4.4.2 Hypothesis Two 

The study determined the effect of bank size on financial stability of commercial banks in Nigeria. In view of this specific objective, it was hypothesized that:
H02: 
Bank size has no significant effect on financial stability of commercial banks in Nigeria. 

Table 8 indicates a p-value of 0.049 for the effect of bank size on financial stability. This therefore implies that bank size had significant effect on financial stability of commercial banks in Nigeria. Consequently, the underlying null hypothesis with respect to this objective was subsequently rejected. The coefficient -3.310034 was further established which indicates that a negative relationship exists between bank size and financial stability. Despite the benefits of economies of scale accrued to large bank size, the absence of accompanying structures and systems in view of growing size depletes the potential advantages. Empirical findings by Ngaira and Miroga (2018) indicated that bank size had significant effect on financial stability of commercial banks listed at the Nairobi Securities Exchange, Kenya. Similarly, Alnaa and Matey (2023) documented that bank size had significant but negative effect on financial stability of domestic banks in Ghana. Alnaa and Matey (2023) reported that bank size had significant but negative effect on stability of domestic banks in Ghana. 
4.4.3 Hypothesis Three

In addressing the specific objective of evaluating the effect of management efficiency on financial stability of commercial banks in Nigeria, the study hypothesized that:
H03: 
Management efficiency has no significant effect on financial stability of commercial banks in Nigeria. 

The outcome of the analysis in Table 8 indicates a p-value of 0.111 which denotes non significance. The study therefore failed to reject the null hypothesis which states that management efficiency has significant effect on financial stability of commercial banks in Nigeria. The coefficient of .0144842 implies that management efficiency has positive effect on financial stability of commercial banks in Nigeria. In line with other empirical works, Rahman et al. (2021) established that increased cost efficiency translates to higher financial stability of the banking sector in Bangladesh. Similarly, Ullah et al. (2023) documented that in the short run, efficiency ratios had positive impact on financial stability of banks in Pakistan. In deviation to the study findings, Ngaira and Miroga (2018) reported that operational cost had significant negative effect on financial stability of commercial banks listed at the Nairobi Securities Exchange, Kenya. 
4.4.4 Hypothesis Four 

The study sought to establish the effect of earnings ability on financial stability of commercial banks in Nigeria. In line with this specific objective, the following null hypothesis was tested:
H04: 
Earnings ability has no significant effect on financial stability of commercial banks in Nigeria.

With regards to the effect of earnings ability on financial stability of commercial banks in Nigeria, the findings in Table 8 indicate a p-value of 0.000. It was therefore established that earnings ability had significant effect on financial stability of commercial banks in Nigeria which consequently led to the rejection of the null hypothesis. A coefficient of 3.45347 was established, hence indicating that earnings ability had positive effect on financial stability of commercial banks in Nigeria. The financial intermediation role of commercial banks is profit motivated, hence efficient intermediation entails higher earnings ability. Higher earnings imply increased financial stability of commercial banks. The study findings align with those of Wamalwa et al. (2020) who similarly established that profitability had significant effect on financial stability of commercial banks in Kenya. In a similar way, Alnaa and Matey (2023) found that profitability had significant positive effect on the financial stability of domestic banks in Ghana.
4.4.5 Hypothesis Five

In assessing the mediating effect of market power on the relationship between firm level factors and financial stability of commercial banks in Nigeria, a null hypothesis was formulated and tested which states that:
H05: 
Market power has no significant mediating effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria. 
The mediating effect of market power on the relationship between firm level factors and financial stability of commercial banks in Nigeria was analyzed based on the approach by Baron and Kenny (1986). Table 8 contains the p-values 0.168, 0.047, 0.317 which were obtained for the first three steps respectively. The fourth step had p-values of 0.368 and 0.390 for firm level factors and market power respectively predicting financial stability, hence indicating the absence of a mediation effect. It was therefore established that market power has no significant mediation effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria. The study consequently failed to reject the null hypothesis which states that market power has no significant mediating effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria. The absence of a significant mediation effect of market power can be linked to the assertion that despite increased market share implies higher volume of bank assets in comparison to those of other industry players, the underlying economies of scale of such cases may not be fully utilized. Similar to this result is the outcome reported by Rahman et al. (2021) who established that Lerner index insignificantly affects non-performing loans of the banking sector in Bangladesh.
4.4.6 Hypothesis Six

The moderating effect of interest rate on the relationship between firm level factors and financial stability of commercial banks in Nigeria was determined. As a result, the study tested the null hypothesis which states that:
H06:
Interest rate has no significant moderating effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria. 

In establishing the moderating effect of interest rate on the relationship between firm level factors and financial stability of commercial banks in Nigeria, the approach by Whisman and McChelland (2005) was utilized. The p-value 0.055 was found which indicates significance at 0.1 significance level. The null hypothesis stating that interest rate has no significant moderating effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria was subsequently rejected. Notably, lower interest rates stimulate the uptake of loans while leading to credit growth and vice versa. Despite the postulations of liquidity theory of interest rates which hold that commercial banks part ways with money through granting of loans to customers in view of an incentive termed interest rate which serve as the reward for lending, excessive interest rates as a result of growing risk-taking behavior of lenders may lead to higher default rate and subsequently increased non-performing loans. This ultimately depletes financial system stability. Hence, the inverse moderation of interest rate in the nexus between firm level factors and financial stability. The findings are in line with those of Koskei (2020) who reported that lending rate and financial stability had significant negative relationship in the context of commercial banks in Kenya.
5.0 Conclusion and Recommendations
The study examined firm level factors and financial stability nexus for commercial banks in Nigeria alongside the mediating and moderating effect of market power and interest rate respectively based on this relationship. The effect of capital adequacy on financial stability of commercial banks in Nigeria was examined. It was found that capital adequacy had insignificant negative effect on financial stability of commercial banks in Nigeria. Hence the conclusion that capital adequacy is not a significant predictor of financial stability of commercial banks in the context of Nigeria. It can be deduced that excessive capital adequacy ratio inversely impacts on financial stability of banks.
The study determined the effect of bank size on financial stability of commercial banks in Nigeria. It was established that bank size had significant negative effect on financial stability of commercial banks in Nigeria. The study concluded that the operational scale of banks is influenced by underlying size factor which in turn can be advantageous and detrimental to financial stability through economies and diseconomies of scale. It is therefore recommended that growing bank sizes should be supported by a more robust operational system devoid of bureaucracies and complexities. 

The effect of management efficiency on financial stability of commercial banks in Nigeria was evaluated. It was established that management efficiency had insignificant positive effect on financial stability of commercial banks in Nigeria. It was therefore concluded that despite the positive relationship, management efficiency is not crucial in determining the financial stability of commercial banks in the context of Nigeria. 

The study assessed the effect of earnings ability on financial stability of commercial banks in Nigeria. Empirical findings provide evidence of significant positive relationship between earnings ability and financial stability of commercial banks in Nigeria. The financial intermediation activities of commercial banks are profit oriented; hence it can be concluded that increased earnings lead to improved and sustained financial stability of commercial banks. The study therefore recommends that earnings generated should be sustained and multiplied through prudent investments activities. 
The mediating effect of market power on the relationship between firm level factors and financial stability of commercial banks in Nigeria was analyzed. The study established that market power has no significant mediation effect on the relationship between firm level factors and financial stability of commercial banks in Nigeria. It was concluded that market power is not crucial in the relationship between firm level factors and financial stability in the context of commercial banks in Nigeria.

The moderating effect of interest rate on the relationship between firm level factors and financial stability of commercial banks in Nigeria was established. It was consequently concluded that rate of return from financial intermediation activities as dictated by interest rate is effective in the relationship between firm level factors and financial stability of commercial banks in Nigeria. High interest rate implies higher borrowing costs which may increase non-performing loans and credit risk. The beneficial effect of firm level factors on financial stability can be depleted by rising interest rate. The study recommends that in view of the prediction powers of interest rate, it should be set with caution in view of market and industry analyses so as to ensure congruency with macro-prudential policies.
5.1 Contribution to Knowledge

The study contributes to theory, practice and policy. By reviewing relevant theories, the study provides theoretical postulations based on buffer capital theory, market power theory, efficiency structure theory, liquidity theory of interest rates and financial intermediation theory underpinning firm level factors, market power, interest rate and financial stability relationships. Analytical approaches based on Al-Khouri (2012) for direct effect model, Baron and Kenny (1986) for mediation effect and Whisman and McChelland (2005) for moderation effect were utilized, hence enriching empirical literature. By conducting direct effect, mediation effect and moderation effect analyses, the study provides comprehensive insights on the discussions pertaining firm level factors, market power, interest rate and financial stability relationships. The findings obtained informed the conclusion and recommendations of the study as well as suggestions for further researches
5.3 Suggestions for Further Studies
The study established the effect of firm level factors on financial stability of commercial banks in Nigeria. Unexpectedly, capital adequacy and management efficiency had insignificant effect on financial stability of commercial banks in Nigeria. Consequently, it is suggested that additional studies can further examine the relationships between these variables in the context of commercial banks in Nigeria which can be done using different methodological approaches. 
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