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ABSTRACT
This study examined the impact of the bank reforms on banking sector performance in Nigeria during 1986 - 2013.
Thus, the essence of this study is to affirm whether the reforms have had any meaningful impact on the performance of
the banking industry in Nigeria, which most of the previous studies failed to account for and considered such variables
such as commercial bank Credit to Private Sector (CPS),Number of banks(NB), Bank Asset(BA), Non-Performing Loan
To Total Loans(NPLTTL) and Liquidity Ratio(LR). Econometric model and regression analysis were employed to
analyse the data. This study however made use of co-integration, error correction modeling approaches and Pair-wise
Granger Causality test to determine the long-run dynamics equilibrium relationship among the variables employed in
the study. Empirical investigations showed that the Number of banks (branches) shows a long-run positive relationship
with Credit to Private sector(CPS) while other independent variables(Bank Asset(BA),Non-Performing Loan To Total
Loans(NPLTTL) and Liquidity Ratio(LR) indicates negative impact on CPS which is attributed to the Apex bank to
extend credit to the growth enhancing sector of the economy. However, the findings also showed that as the LR, BA and
NPLTTL rises, it further causes decline in the availability of credit to private sector. The econometric results suggested
the need for the government and Monetary Authorities to ensure consistency, a more systematic approach to banking
operations and distress resolution which are essential to maintain overall stability in the banking sector such as: capital
requirements, Improved earnings and assets quality, resolved liquidity problem and Sustained growth and development
among others. The study further concluded by recommending appropriate and specific guidelines in addition to those
stipulated in the bank reforms relevant sections to develop their own contingency plans and to mitigate those unethical
practices within the banking sector.
Keyword: Banking sector, Bank Reforms, Co-integration, CBN,

Nigeria

1.0
INTRODUCTION
B anking reforms have been an ongoing phenomenon around the world for a very long time, but it is
more intensified in recent time because of the impact of globalization which is precipitated by
continuous integration of the world market economies. Banking reforms involved several elements
that are unique to the country based on historical, economical and institution al imperatives, reforms
result from a need for re-orientation, repositioning and revitalizing an existing status also bedecked
with bottlenecks that inhibits institutional smooth running and growth. The dynamic nature and
uncertainties in human endeavors’ calls for innovations. In Nigeria, the ability of the financial sub
sectors to play its role has been periodically punctuated by its vulnerability to systematic distress
and macroeconomic vitality and policy fine tuning inevitability ( kama S. 2012)
Banking reforms are aimed at addressing weak corporate governance risks management,
operational efficiency, under capitalization and to meet with issuing requirement of the economy
and the standard of the global world (Uchenta 2005). The recent reforms in the banking industry in
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the last three years have a number of measures and initiates taken by the central bank of Nigeria to
promote the safety, stability and soundness of the sectors, although these measures have impacted
negative ely on some stakeholders and banks workers, industry watchers strong believes that the
benefit of the measures outweigh the negative effects.
The Nigeria banking sectors since its inception in 2nd August, 1891 has evolved in several
stages. The first was a free banking era characterized by unregulated and laissez-faire banking
practices and hence massive bank failure (onyeakagbel 1997). The next stage was an era of
supervision, examination and control of banks in Nigeria which started with the banking ordinance of
1952. Thus, this stage bordered on definition of banking business, prescription of minimum
requirement for the expatriate and indigenous banks, maintenance of a reserved funds, adequate
liquidity and inculcation of examination and control habit into the banking sectors. The period lasted
till 1959.The second stage under the reforms started from 1959-1986. It was during the period that the
CBN commercial operation. The central bank of Nigeria took off on July 29, 1958 with Mr. R.P
Fenton of the Bank of England as the first Governor which was also an era of control and
indigenization (Godwin chigozie 2010).
The third stage commence from 1956-1993,the reform
era was a component of the structural adjustment programme (SAP) which kicked off during the
President Babangida regime. The major reforms policy in this era were deregulation of interest rate,
exchange rate and free entry or exit into the banking sectors.
Other reforms include the guided deregulation (1994-1998), universal banking era (19942003); consolidated era (2004-2008) and past consolidated era( 2009-2012). The mother of all the
reforms came up on July 2004, when 89 banks were forced to merge culminating in 25 universal
banks. There was a further reduced to 24 banks through merger and acquisition carried out in the
period. Therefore, the primary objective of the reform is to guarantee an efficient and sound financial
system. The reforms are designed to enable the banking system develop the required resilience to
support the economic development of the nation by efficiently performing its function as the fulcrum
of financial intermediation (Lemo2005).
Prior to the end of 2007, the number of banks stood at 24 due to the merger of both the
Stanbic bank plc and the IBTC banks to form Stanbic IBTC plc. Therefore, Prof. Charles Soludo was
the initiators of the recent bank reforms that changed the outlook of the banking sectors. Thereafter,
as Sanusi Lamido emerged the Governor of CBN in 2009, the other reforms were initiated. This era
experienced the raise of capital base of banks from N5 billion to N 25 billion in 2009, banks which
could not meet up had to be acquired or merge so as to survive, other failed banks were rescued. This
era marked the establishment of Asset Management Corporation of Nigeria (AMCON). AMCON had
to purchase the non performing loans from deposit money banks and to recapitalize the affected
banks. AMCON started operation as soon as the bill was signed into law in July 19th, 2010. One key
indicator of the relevance of AMCON was the buying over of in-efficient and non-performing
loans/credit.
1.1
PROBLEM IDENTIFICATION
A critical look at the nation banking sector invariably portend the need for urgent
attention as situation that have made for series of reform of the sector over the years. The
reform started when it became clear that poor corporate governance practice, over and undue
exposure to the capital market, oil and gas sector, poor risk management practices, inadequate
disclosure and transparency about the banks financial position characterized the Nigerian
banking sector (Wilson 2006).
The CBN in June 2009 took a-three pronged approach to assess the financial
conditions of the 24banks. One of the approaches was a special audit jointly carried out by the
CBN and the Nigerian Deposit Insurance Corporation. The exercise highlighted inadequacies
in capital asset and liquidity ratios as well as weaknesses in corporate governance and risk
management in nine banks. These banks were found to be in distress as they failed to meet the
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minimum 10% capital adequacy and 25% minimum liquidity ratio. Apart from accumulating
high non-performing loans, these banks were seriously exposed to the oil and gas sector as
well as the capital market poor risk management practices in the form of absence of necessary
control measures were prevalent as the boards and management of the banks had failed to
observe established control (Ademola Alawiye 2012).
A holistic investigation into what went wrong in Nigeria leading up to the banking
crisis in 2009 found eight (8) highlighted and interrelated factors responsible. These are;
macro economic instability caused by large and sudden capital inflows, major failures in
corporate governance of banks, lack of investors and consumer sophistication, inadequate
disclosure and transparency about the financial position of banks, critical gaps in the
regulatory framework and un-regulatory, uneven supervision and reinforcement, unstructured
governance and management processes at the CBN and weakness in the business environment
(Sanusi Lamido 2012).
Due to the increase in the number of banks which overstretched the existing human
resources capacity of banks thereby resulting into many problems such as poor credit
appraisal system, financial crime, accumulation of poor asset quality and so on. The banking
sector is characterized by general small-sized fringed banks with high overhead cost, low
capital base average less than $10million or N1.4billion in 2005, heavy reliance on
government patronage(with 20% of industry deposits from government sources) boardroom
squabbles, dwindling earning and in some cases loss making.
A review of the banking system in 2004, revealed that marginal and unsound banks
accounted for 19.2% of the total assets, 17.2% of total deposit liabilities, while industry non
performing asset was 19.5% of the total loans and advances in the same year. The implication
of this unsatisfactory statistics as noted by Lemo (2005) is that there existed threat of a
systematic distress judging by the trigger points in the CBN contingency planning framework
of December 2002. It was therefore apparent that from all these foregoing, a reform of the
banking system in Nigeria was inevitable.
Okike (2007) noted that most socio problem and societal ills such as “corruption” bedevils the
Nigeria banking system and that at one time or the other, they are deeply traceable and rooted
in the country’s socio economic, political and cultural challenges at both the pre and post
colonial era.
Weak corporate governance also is another problem facing the banking sector and this
has led to mis-management and corruption in the sector. The reforms is thus, put in place so as
to revive and resuscitate the general performance of the sector and to improve the health and
soundness of the banking sector through various forum, as to assess the vulnerabilities and
strength of the sector and to develop analytical and procedural tools needed to perform this
task (Emenuga 1996).
2.0
2.1

Conceptual Framework, Theoretical Foundation and Empirical
Literature
Conceptual Background
Banks have an important role to play in an economy, as they are intermediaries between
people with shortages and surplus of capital. The products they refer include savings, lending,
investment, mediation and advice, payment ownership, guarantee and trust of real estate (Bouma et
al 2001). This aspect is critical to this research study as the role of banks in any economy cannot be
undermine therefore, the need to explore the effectiveness of their actions and how this ultimately
affects the economy. The macro- economic environment within which firms exist and operate has
an impact upon their activities and governments and other agencies operating at different spatial
levels and it can shape behavior and their environment (Worthington at al 2001).
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According to Bouma et al (2001), as a financial intermediary between the market players, a
bank has four major important functions. First, it transforms money by scale. The money surpluses
of one person are mostly not the same as the shortages of another person. Bank transform money by
duration creditors may have short-term surpluses of money, while debtors mostly have a long-term
need for money. Banks transform money by spatial location (place). Finally, banks act as assessors
of risk as a rule. Thus, banks are better equipped to value the risks of various investments than
individual investors who have surplus available. The major objectives of the banking system are to
ensure price stability and facilitate rapid economic development, regrettably their objectives are still
yet to be realized in Nigeria as a result of some infrastructural deficiencies, the lack of workable
contingency planning framework which provides detailed policy actions to limit crises is another
cause. The reforms of the banking industry will have an influence on the functions, as it ultimately
shapes the way they handle their operations. The reform of recapitalization and consolidation
cooperate governance and lots more could mean a larger platform for banks to better carry out their
tasks.
2.2
Theoretical Literature
2.2.1
Camel Approach for Measuring Bank Performance
The Uniform Financial Institution rating system community referred to the acronym CAMEL
rating was adopted by the Federal Institution Examination
Council in Nov 13, 1979. CAMEL
has now become a concise and indispensable tool for examiners and regulators to measure bank
performance. CAMEL (Capital Adequacy, Asset Quality, Management Quality, Earning Ability and
Liquidity)as discussed below:
2.2.2
Capital Adequacy
Meeting statutory minimum capital requirement is the key factor in deciding the capital
adequacy and maintaining an adequate level of capital is a critical element (The Unites States,
Uniform Financial Institutions Rating System 1997. P4). Karlyn (1984) defined the capital
adequacy in term of capital deposit ratio because the primary risk is depositing risk derived from the
sudden and considerably large scale of deposit withdrawals. In 1930, FDIC created a new capital
model as capital -asset ratios since the default on loans came to expose the greatest risk instead of
deposit withdrawals. To gauge the capital Adequacy ratio (CAR) OR Capital to Risk-Weighted
Assets Ratio and ratio of capital to Assets. The capital requirements are taken into AIA’s CAMEL
approach to bank analysis (1996) as below.
2.2.3
Capital Adequacy Ratios
The capital adequacy is estimated based upon the following key financial ratios and to be
considered as good bank in US. They must possess or meet certain criteria.
Ratio
CAR

Formula
Tier l Capital – Goodwill + Tier 2 Capital
Risk-Weighted Assets

Equity Capital

Total Capital
Total Assets

Criteria
^/ 8%

^/4.6%

Thus, capital adequacy ratios may vary among countries and it depends on the regulation set for
them by the agency.
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2.2.4. Asset Quality
According to Crier (2007). “Poor asset quality is the major cause of most bank failures. A
most important asset category is the loan portfolio: the greatest risk facing the bank is the risk of
loan losses derived from the delinquent loans. The credit analyst should carry out the asset quality
assessment by performing the credit risk management and evaluating the quality of loan portfolio
using trend analysis and peer comparison. Measuring the asset quality is difficult because it is
mostly derived from the analyst subjectivity. Frost (2004) stresses that the asset quality indicators
highlight the use of non-performing loans ratio (NPLs) which are the proxy of assets quality and the
allowance or provision to loan losses reserves. As defined in usual classification system loans
include fire categories.
2.2.5 Management Quality
Management quality is basically the capability of the board of directors and management, to
identify measure and control the risks of an institution’s achieve and to ensure the safe, sound and
efficient operation in compliance with applicable laws and regulations (uniform Financial
Institutions Rating System 1997, p.6). Grier (2007) suggests that management is considered to be
the single most important element in a CAMEL Rating system because it plays a substantial role in
a bank success. However, it is subject to the measure as the Asset quality examination. AIA
approach to bank analysis states that the management has clear strategies and goals in directing the
bank’s domestic and international business and monitors the collection of financial ratios consistent
with management strategies. The top management with good quality and experience has preferably
excellent reputation in a local communication. The management requirements are taken into AIA’s
CAMEL approach to Bank analysis (1996) as below:
 Ownership: The Bank is majorly owned by the government because government support is the
most important mitigating factor to potential financial problem or by large Private Corporation that
have economic significance.
 Size: Top local ranking in term of assets.
 Year of Operations: Long operation history since establishment
2.2.6
Earning Ability
This rating reflects not only the quality and trend in earning but also the factors that may
affect the sustainability of earnings. Inadequate management may result in loan losses and in return
require higher loan allowance or pose high level of market risks. The future performance in earning
should be given equal or greater value than past and present performance (Uniform Financial
Institutions Rating System). In accordance with Grier (2007) opinion, a consistent profit may not
only build the public confidence in the bank but absorbs loan losses and provides sufficient
provisions. It is also necessary for a balanced financial structure and helps provide shareholder
reward. These consistently healthy earnings are essential to the substantiality of banking
institutions. Profitability ratio measures the ability of a company to generate profits from revenue
and assets.
2.2.7
Liquidity
There should be adequacy of liquidity sources compared to present and future needs and
availability of assets readily convertible to cask without undue los. The fund management practices
should ensure an institution is able to maintain a level of liquidity suffice to meet its financial
obligations in a timely manner; and capable of quickly liquidity assets with minimal loss. Rudolf
(2009) emphasis that “the liquidity expresses the degree to which a bank is capable of fulfilling its
respective obligation”. Banks made money by mobilizing short-term deposits at lower interest rate
and lending or investing these funds in long term at higher rate, so it is hazardous for bank mismatching their lending interest rate.
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2.3

EMPERICAL LITERATURE
Banking reforms involve several elements that are unique to each country based on
historical, economical and instructional imperatives. The Nigeria experience indicates that banking
sector reforms are propelled by the need to deepen the financial sector and reposition it for growth;
to become integrated into the global financial architecture and evolve a banking sector that is
consistence with regional integration requirement and institutional best practices (Oke et.al 2012).
There had been some empirical attempts to access the impact of the recent reforms of bank on
the performance of the banking sector. The recent reforms have been geared towards the capital
base of the banks. This leads to bank consolidation (merger and acquisition), cooperate governance,
cashless banking, E-banking (ATM, POS) and lots more. The fundamental for the performance of
any given organization, firm or industry is the capital outlay; a bank’s capital is widely used to
analyze the status of its financial strength (Bobakova 2003). Positive correlation between returns
and capital has been demonstrated by purcong and keely (1989), keeley and Furlong (1990).
Investigating the determinant of Tunisia bank’s performance during the period 1980 to1995,
Necour and Goared (2001) indicated that the best performing banks are those who have struggled to
improve labour and capital productivity and those who hate been able to reinforce equity. Boorke
(1989), Abre and Mendes (2002) agreed that wed capitalized banks face lower need to extend
funding and lower bankruptcy and funding cost and this advantages translate into profitability. The
results obtained by the literature for the relationship between size and profit are diverse; using
market data (stock prices) instead of accounting measures of profitability, Boyd and Runkle (1993)
find a significant inverse relationship between financial leverage and size.
Oyetan (1997) and Obadan (2004) agreed that there are other critical factors which combine
with capital adequacy that will guarantee healthy banking sector. Oyetan (1997) argues that
indicators or measures of a bank financial condition and performance are based on capital adequacy,
asset quality, managerial capability, profitability and liquidity.
According to Ebhodagbe (1994),
reported on Oyetan (2004) capital adequacy has affected the financial health of banks. He explained
that an analysis of bank capitalization revealed the end of 1992. Therefore, almost all banks (120)
operating in Nigeria required additional capital totality N40.6billion to support the volume of
trading in 1992.
The empirical literature on the relationship between bank capital and Bank performance
include numerous papers. For example, Berger (1995) empirically examined the relationship
between bank capital and bank profitability. However, the result shows that capital ratio and return
on equity are positively related in the 1980s.
Both Capilo and Renue (2004) provided international evidence that higher capital ratios (more
stringent capital requirement) are associated with fewer non-performing loans. The literature on the
effect of merges on post acquisition performance operation of banks report mixed finding,
consistent with the M&A literature in general. Most studies tend to find that post acquisition
operating performance of the merges banks (Relative to their non-merging peers) does not improve
(e.g Rhoades 1987 and pill off 1996). The structure of the banking sector also influence the
performance B.hatti and Hussan (2010) examined the relationship between market structure and
programme in the banking sector using data from Pakistan commercial banks. With a sample of
some selected commercial banks incorporated in Pakistan (B.hatti and Hussan 2010) examine the
relationship using the annual and pooled data for a period of 9 years, from 1996-2004 they found a
positive relationship between concentration ratio (CR) and profitability while market share (MS)
which is used for efficient structure (E-S) hypothesis yielded a negative relationship with
profitability.
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Jonathan Emenike & Victor Malaolu (2012) also investigated the impact of informality on
bank performance and it was identified that informality has no significant impact bank performance.
(Using panel data regression model). Asedioten (2004) opined that Recapitalization may raise
liquidity in short term but will not guarantee a conducive macroeconomic environment required to
ensure high asset quality and good profitability. In his comment, Soludo (2004) said that low
capitalization of the banks has made them less able to Finance the economy and more prone to the
unethical and unprofessional practices. These include poor loan quality of up to24% of shareholder
fund compared to 1-2 percent in Europe and Marica, overtrading abandoning the true function of
banking to focus on quick profit ventures such as trading in force and titling their funding support in
favor of import – export trade instead of manufacturing; reliance on unstable public sector fund for
their deposit base, forcing their Female marketing staff in an unwholesome conduct to meet
unjustifiable targets in deposit mobilization, and high cost of fund.
Jika (2004) as cited in Aminu and Aderinokun (2004) maintained that increasing the
capital base of bank in Nigeria would strengthen them and in the process deepen activities within
the industry. Growing the Nigeria economy is about the number of banks that have the capacity to
operate in all states of the Federation, fund agriculture and manufacturing concern and in the
process, generate employment for Nigerians.
According to Adeneura, Ogbulu and Ndugbu (2013), Bank performance implies the ability of a
bank to realize its predetermined objectives within a given period of home. Furthermore, Ruse
(2001) noted that a fair evaluation of any bank’s performance should start by evaluating whether it
has been able to achieve the objectives set by the management and shareholders. Generally, bank
performance over the years by been measured in terms of three major indications or variable,
namely, profitability, Return on Equity (ROE) and Return on asset (ROA). Nicolai and Bazley
(1997) poised that the amount of net income earned in relation to total assets is an induction of how
efficient a company uses its economic resources. Brevley, Myers and Marcus (2004) affirmed that
most managers’ measures the performance of their banks by the ratio of net income to total assets
otherwise referred to as ROA.
Kolapo, Ayeni and Oke (2012) carried out an empirical investigation into the qualitative
effect of credit risk on the performance of commercial banks in Nigeria over the period of 11 years
(2000-2010) using 5 commercial banking firms. Panel model analysis was used to estimate the
determinants of the profit function. The results showed that the effect of credit risk on bank
performance measured by the Return on Assets of banks is cross sectional invariant. That is the
effect is similar across the banks in Nigeria, though the degree to which individual banks are
affected is not captured by the method of analysis employed in the study. Mohammed (2012)
studied the impact of cooperate governance on the performance of banks in Nigeria. The study
made use of secondary data obtained from the financial reports of Nine (9) banks for a period of 10
years (2001-2010). The data were analyzed using multiple regression analysis. The study supported
the Hypothesis that cooperate governance positively affects performance of banks.
Abaenewe, Ogbulu and Ndugbu (2013) investigated the profitability performance of Nigeria
banks following the full adoption of electronic banking system, using Judgmental sampling method
to collect data from 4 Nigeria banks. The profitability performances of the banks were measured in
terms of returns on equity (ROE) and returns on assets (ROA). The study found that the adoption of
electronic banking has positively and significantly improved he returns on equity (ROE) of Nigeria
banks. While it has not significantly improved the returns on assets.(ROA)
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Adegbaju and Olokoyo (2008) investigated the impact of bank recapitalization in the
banking system on the performance of the banks in Nigeria with the aim of finding out if the
recapitalization is of any benefit. The study employed secondary data obtained from NDIC annual
reports. The result indicate that the mean of key profitability ratio such as Yield on earning asset
(YEA), return on Equity (ROE) and Return on Asset (ROA) were significantly meaning that there is
statistical difference between the mean of the bank before recapitalization and after 2001
recapitalization.
Osamor, Akinlabi and Osamor (2013) examined the impact of globalization on performance of
Nigeria commercial banks between 2005 and 2010 using panel data econometrics in a pooled
regression where hire series and cross sectional objectives were combined and estimated. The
results of econometric panel regression analysis confirmed that globalization i.e foreign private
investment foreign trade and exchange rate have positive effects on the profit after tax of banks.
Ajayi and Ajanda (2012) examined the effect of monetary policy instruments on banks
performance in Nigeria with the view to determine the existence of long-run relation between 1970s
and 2008. The Engle-Granger two co-integration approach was adopted based on the regression
model that regress bank total loans and advances in minimum rate, cash reserve ratio, liquidity ratio,
inflation and exchange rate. The empirical estimates indicated that bank rate, inflation rate and
exchange rate are total credit enhancing, while liquidity ratio and cash reserve ratio exert negative
effect on bank total credit.
Agbada and Osuji (2013) studied the efficacy of liquidity management and banking
performance in Nigeria using survey research methodology. Data obtained were first prevented in
tables of percentages and pie charts and were empirically analyzed by Pearson. Product moments
correlation co-efficient (R) finding firm the empirical analysis were quite robust and clearly indicate
that there is significant relationship between efficient liquidity management and banking
performance and that efficient liquidity management enhances the soundness of banks.
Enyioko (2012) examined the performance of banks and macro-economic performance in
Nigeria based on the interest rate policies of the banks. The study analyses published audited
accounts of 20 out of 25 banks that emerged from the consolidation exercise and data from the
control banks of Nigeria (CBN) The result indicates that the interest rate polices have not improved
the overall performance of the bank significantly and also have contributed marginally to the growth
of the economy.
Back, Cail and Jerome (2005) examined the effect of privatization on performance in a panel
of Nigeria banks from the period of 1990-2001. The result showed evidence of performance
improvement in nine banks that were privatized which is remarkable given the inhospitable
environment for the financial intermediation. The result also suggest negative effect of the
continuing minority government ownership on the performance or many Nigeria banks and also
showed aggregate indication of decreasing financial intermediation over the years, bank that
focused on investment in government bind and non-lending activities enjoyed a relatively higher
performance.
Olokiyo (2012) examined the effect of bank deregulation on bank performance in
Nigeria. The study analyses secondary data collected from CBN statistical Bulletin by employing
the ordaining least square (OLS) technique. The study found out that the deregulation of the
banking sector has positive and significant effect on bank performance. Okoye and Eze (2013)
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examined the impact of bank lending rate in the performance of Nigeria deposit money bank
between 2001 and 2010. The study utilized the data econometrics in a regression where time sense
and qualitative design were combined and estimated. The result confirmed that lending rate and
monetary policy rate has significant and positive effect on the performance of Nigeria deposit
money banks.
Barros and Caporale (2012) examined the Nigeria banking consolidation process using a
dynamic panel for the period 2001-2010. The main finding is that in Nigeria banking sector has
benefited from the consolidation process. All the empirical findings indicted that the various
reforms in the past years yielded either negative or positive to the banking industry performance.
The previous empirical studies only centered on one aspect of the reform alone. It only
centered on an aspect of the reform exercise while this study focus on the general reforms since
inception of the banking industry and pays more attention to the recent reforms during the Solodo
and Sanusi era. The study extends the same series to 2012 compared to other empirical studies
which limited to year 2010. The study will be the most recent so far. Other studies employed several
method of analysis with the t- Test, Regression, Anova and so on but this study employ the cointegration method of analysis.
3.0

RESEARCH METHODS

MODEL SPECIFICATION
3.1
The model of this study is presented thus:
Bank performance = f (Bank reforms)…………………………(i)
Bank performance is measured by commercial bank credit to private sector (CPS), while the
bank reforms are measured by: Number of banks in existence (NB), Bank Asset (BA), Nonperforming loan/total loans (NPL/TL) and Liquidity ratio(LR)
The implicit model is expressed below:
CPS= f(NB, BA, NPLTTL, LR)……………………………(ii)
Thus, the model in explicit( linear form) it becomes
CPSi = λ0+ λ1NB + λ2BA + λ3NPLTTL + λ4LR +ωi ………………(iii)
λ1…λ2 > 0 ; λ3….λ4< 0
where:
CPS = Credit to Private Sector (Million)
NB = Number of Banks
NPLTTL = Non-Performing Loan to Total Loans
LR = Liquidity Ratio
ωi
= Stochastic Error Term
i
= No of banks observation
λ0
= Intercept Term
λ1, λ2, λ3 and λ4 = Regression Parameters to be estimated. Having the
bank
performance as the dependent variable and Number of Banks, Non-Performing Loan to Total Loans
and Liquidity Ratio as independent variables, all the elasticity parameters in the model are expected
to be greater than zero except Non-Performing Loan to Total Loans and Liquidity Ratio that are less
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than zero. That is, positive and negative relationship respectively. Therefore, to avoid spuriousity in
the estimation, the model can also be stated in the log-linearized form as follows:
Log(CPS) = λ0+ λ1Log(NB)+ λ2Log(BA) + λ3Log(NPLTTL) + λ4Log(LR)
+ωi ………………………..(iv)
Where:
Log = Natural Logarithmic
From equation (iv) above, the model can further be stated in time series form as depicted below:
Log(CPS)t = λ0+ λ1Logt(NB)+ λ2Logt(BA) + λ3Logt(NPLTTL) + λ4Logt(LR)
+ωt ………………………..(v)
Also, from equation (v) above, an error correction mechanism (ECM) model can be formulated as
follows:
n
n
n
ΔLog(CPS)t = λ0+ Ʃλ1Logt-1(NB)+ Ʃλ2Logt-1(BA) + Ʃλ3Logt-1(NPLTTL)
i=0
i=0
i=0
n
n
+Ʃ λ4Logt-1(LR) + Ʃ(ECM)t-1 + Ʃt ………………………..(vi)
i=0 i=0
where:
Δ denote change
t-1 denote Lagged value of each variables
Ʃt denote White noise residual
n
Ʃ(ECM)t-1 denote Error Correction Model
i=0
The study employed a test of stationary (or non-stationary) that has become widely popular
over the past several years which is the unit root test (Guajarity 2004).The empirical test of cointegration is usually a unit root test in which the order of integration of each series employed is
determined. The determination of the order of integration of each series is necessary for cointegration and indeed for Error Correction Model(ECM) simply because each series involved in the
estimation of a model must be integrated of the same order (Folorunsho 2000). Basically, the idea is
to ascertain the order of integration of the variable and the number of times that the variables have
to be differentiated to be stationarity in order to establish a long run co-integration relationship.
First, a unit root test is performed on each variable in the model using the Augmented Dickey Fuller
(ADF) test.
∆yt=a +βyt-1=£t…………………………………………….(vii)
Equation (vii) is the equation of the Augmented Dicker Fuller (ADF) test with no drift or stochastic
trend where Y represent the vector of the variable considered in this study, β is negative and
significantly different from zero, then the series is I(0) that is stationary. However, £t should be
white noise residual, the problem non-stationary is overcome by additional lag values of Yt that is
∆Yt=a+βYt-1+£i=∆βYt =I +∑t……………………………….. (viii)
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The above equation (viii) is the equation for the Augmented Dickey Fuller (ADF) test with n
sufficiently large enough to obtain Auto-correlated residual the t-statistics computation in equation
(viii) for the co-efficient β is the ADF test employed to determine the stationarity of the variables in
the model.
Based on the data collected in pursuance the purpose of this paper, the following null
hypothesis were formulated:
HO: Banks reforms have no significant effect on the performance of the Nigeria banking sector.
Hi: Bank reforms have significant effect on the performance of the Nigeria banking sector.
3.2

Sources of data and Measurement
The time series data for this study are mainly from secondary sources, particularly from
central bank of Nigeria statistical bulletin (CBN 2013) and Nigeria Deposit Insurance corporation
(NDIC).The data collected includes data on Credit to Private Sector, Number of banks, Banks
Asset, Non-Performing Loans to Total Loans and Liquidity Ratio. All variables are expressed in
logarithm form. The estimations were carried out using Econometric Software (E-view s 7.1)
4.0

EMPIRICAL RESULTS ANALYSIS AND DISCUSSION

4.1
Profile of the variables used in the Analysis
(i) Credit to the Private Sector: Represent bank performance as a dependent variable in the study.
Credit to the Private Sector refers to the financial resources provided by the private sector, such as
loans, purchase of non equity, security, trade credits and other accounts receivable that establish a
claim for repayment. The purpose of the reforms is to ensure full operation of a financial sector
(banking sector) which is able to meet with the global standard. The financial deepening and
performance indicator is said to be adequate if the sector is able to dispense and disburse adequate
credit to the private sector which is an agent of economic growth.
(ii) Number of Banks (NB): The number of banks operating in the economy is another determinant
of the level of credit disbursed. The commercial bank otherwise called deposit money banks
(DMBs) are the major channel or instrument on which the research work is based on. The reforms
were initiated intensely on them and they are the major supply of credit.
(iii) Bank Asset (BA): Bank asset are the physical and financial ‘property’ of a bank. That is, what a
bank own, while a bank commonly owns physical property (building, land furniture, equipment),
the bulk of a bank assets are financial legal claims on the property or wealth of others. The two most
notable asset categories are loans (which generates Interest revenue) and reserve which keep
deposits safe.
(iv) Non-Performing Loan/Total Loan (NPLTTL): The sum of borrowed money upon which the
debtor has not made his or her scheduled payment for at least 90 days. A non performing loan is
either in default or close to being in default. When a loan is non-performing, the old that it will be
repaid in full is considered to be substantially loan. The bank non performing loan is a major
determinant of bank asset quality. When the bank non-performing is too cumbersome, it can cause
inefficiency and sluggishness in financial obligation. The asset management corporation of Nigeria
was put in place so as to buy over the non performing loans of the banks. Huge non performing
loans as a ratio of total loan invariably affects the bank credit to the private sector.
(v) Liquidity Ratio (LR): Banks are required to maintain a minimum liquidity requirement by
ensuring that the level of cash flow is matched by expected receipt so that they can meet their
obligation as they fall due.

IJER - JAN - FEB 2016
Available online@www.ijeronline.com

62

Ilori, Isaac Aduralere, Ajiboye, Michael Olufemi, Int.J.Eco.Res, 2016, v7i1, 52 - 71

ISSN: 2229-6158

Table 1:
Descriptive
statistic
Mean
Median
Maximum
Minimum
Std. Dev.
Skewness
Kurtosis

CPS
2576771.
351956.2
14649276
15247.45
4194503.
1.653006
4.417127

NB
49.16000
54.00000
90.00000
21.00000
22.97404
0.282519
1.898117

BA
5007284.
694615.0
21288100
39678.80
7127168.
1.215368
2.876038

NPLTTL
20.34600
20.13000
45.00000
0.000000
15.40774
0.141660
1.709344

LR
42.64400
44.30000
61.00000
24.60000
9.368568
-0.240982
2.414826

Jarque-Bera
Probability

13.47704
0.001184

1.597306
0.449935

6.170671
0.045715

1.818816
0.402763

0.598663
0.741314

Sum
Sum Sq. Dev.

64419266
4.22E+14

1229.000
12667.36

1.25E+08
1.22E+15

508.6500
5697.565

1066.100
2106.482

Observations
25
25
25
25
25
Source: Author’s Computation
Table 1 showed the descriptive statistic during 1986-2013 for the Nigeria bank reforms and
their performance in the banking sector. The credit to private sector was positive on the average at
about 2576771 billion naira, highest of 14649276 billion naira with the minimum being 15247.45
billion naira. The highest for Number of banks, Bank asset and Non-performing loan to total loans
is 90.0, 21288100.0 and 45.0 percent respectively in the same way they averaged 49.0, 5007284.0
and 20.35 percent to the minimum of 21.0, 39678.8 and 0.0 percent one after the other. In the case
the of Liquidity ratio we have it on average to be 46.6 percent with highest value being 61.0 percent
and lowest of 24.6 percent. Evidently, the Jarque-Bera statistic accept the null hypothesis of normal
distribution for all the variables in the study. The statistic for Kurtosis shows that, CPS, NB, BA,
NPLTTL and LR are platy kurtic, suggesting that their distributions are flat relative to the normal.
Lastly, the statistics for skewness shows that all the variables are positively skewed except Liquidity
ratio that is negatively skewed.
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Table 2
ADF Unit root tests on Variables
At Level

Variables

1st Difference

Order
of Remark
integration

CPS

ADF
Test
0.016253

5%
C.V
-2.9850

ADF
Test
-4.003749

5%
C.V
-2.9907**

1(1)

Stationary

NB

-1.22064

-2.9850

-3.079914

-2.9907**

1(1)

stationary

BA

-0.61746

-2.9850

-3.174755

-2.9907**

1(1)

stationary

NPLTTL

-0.89654

-3.0114

-3.885944

-3.0199**

1(1)

stationary

LR
-0.84731
-2.9850
-4.336830
-2.9907**
1(1)
Stationary
Note: ** denotes acceptance at 5 percent level of significant
Source: Author’s Computation
From the Table1 above, the results showed that all the variables are not stationary at level,
which by implication means that they retain innovative shock passed on it and that it does not
possess stochastic trend. The result further revealed that, credit to private sector (CPS), number of
banks (NB), non-performing loan to total loan (NPLTTL), Bank asset (BA) and Liquidity
ratio(LR) became stationary at first difference. This is because their respective ADF test statistics
absolute value is greater than Mackinnon critical value at 5% significant level . Hence, we accept
H1 for all the variables found stationary and reject Ho. The result also implies that CPS, NB, BA,
NPLTTL and LR only retain innovative shock passed on them for short period of time.
Table3
Presentation
of
Johansen
Result
Null
Alternative
Eigen
value

(1988)

Multivariate

5%
Critical
value
r=0
r=1
0.979440
73.80413 33.88
r=2
r 1
0.793069
29.93203 27.58
r=3
r 2
0.703605
23.10518 21.13
r=4
r 3
0.292923
6.585685 14.26
r=5
r 4
0.193365
4.082804 3.84
L.R test indicates 3 cointegrating eqn(s) at the 0.05 level
* denotes rejection of the hypothesis at the 0.05 level
**MacKinnon-Haug-Michelis (1999) p-values

IJER - JAN - FEB 2016
Available online@www.ijeronline.com

Likelihood
ratio

Co-integration

Rank

Test

1%
Critical
value
45.81
28.62
22.21
19.94
6.63

Hyp. No. of
CE(s)Rank
None**
At most 1
At most 2
At most 3
At most 4
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Source: Author’s Computation
Table 3 above is the summary of co-integrating analyses using the johansen maximum
likelihood ratio approach. This test statistics strongly reject the hypothesis of no co-integration in
the model at 5% level of significance. Therefore, the result implies three long-run equilibrium
relationship among the variables under consideration. From the Johansen co-integration result, all
the three log likelihood ratio of the respective co-integrating equation are negatively signed. Thus,
the highest log likelihood ratio is chosen. The highest negative log likelihood ratio at absolute term
is -714.8999 and it’s corresponding co-integrating equation is stated below:
CPS = -17587.01NB - 0.692686BA + 10606.26NPLTTL + 7952.154LR
(3020.60) (0.00793)
(1925.82)
(3947.55)
Note : The standard error statistics are those in parenthesis
Table 4
Result of the Over-Parameterized Error Correction Model(ECM)
Series: CPS NB BA NPLTTL LR
Dependent Variable: D (CPS)
VARIABLE
COEFFICIENT STD
TSTATISITC
PROBABILITY
ERROR
C
-0.015540
0.119310
-0.130251
0.8996
D(CPS(-1))

0.133998

0.257962

0.519447

0.6175

D(CPS(-2))

0.437607

0.303958

1.439694

0.1879

D(NB)

-0.028976

0.079632

-0.363873

0.7254

D(NB(-1))
D(NB(-2))

0.074390
0.008908

0.101192
0.115074

0.735143
0.077408

0.4832
0.9402

D(BA)

0.804678

0.457274

1.759728

0.1165

D(BA(-1))

-0.010898

0.318845

-0.034179

0.9736

D(BA(-2))

-0.273084

0.370455

-0.737160

0.4821

D(NPLTTL)

-0.024904

0.023467

-1.061232

0.3196

D(NPLTTL(1))

-0.045795

0.029370

-1.559222

0.1576

D(NPLTTL(2))

0.032098

0.035645

0.900506

0.3942

D(LR)

-0.318529

0.196807

-1.618487

0.1442

D(LR(-1))

0.182644

0.216804

0.842436

0.4240

D(LR(-2))

0.119223

0.145714

0.818199

0.4369

ECM(-1)

-0.541155

0.252890

-2.139879

0.0648

R-squared

0.889621

F-statistic

4.298503

Adjusted R-squared

0.682660

Prob(Fstatistic)
Log likelihood

0.021721

Durbin-Watson stat
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SOURCE: AUTHOR’S COMPUTATION
The over-parameterized result presented above in the Table 4 shows that of a truth, there is
existence of long-run equilibrium relationship among the variables. This is evident by a correctly
signed and significant ECM coefficient -0.541155 indicating that, the speed of adjustment to longrun equilibrium is 54% when any past deviation will be corrected in the present period with
probability value 0.0648. This implies that the present value of CPS adjust slowly to changes in NB,
BA, NPLTTL and LR. Hence, for concise interpretation of the error correction model, all the
insignificant variables were removed from each pairs in the over-parameterized model for a
parsimonious error correction model to be generated.
Table 5
Parsimonious Error Correction Model (ECM) Result
Series: CPS NB BA NPLTTL LR
Dependent Variable: D (CPS)
Variable
Coefficient Std Error t-statistics
C
-0.030338 0.068499 -0.442890
D(CPS(-2))
0.272480 0.131012 2.079804
D(NB(-1))
0.046985 0.065532 0.716980
D(BA)
0.882741 0.170328 5.182592
D(NPLTTL(-1)) -0.053634 0.019084 -2.810387
D(LR)
-0.429503 0.095092 -4.516717
ECM(-1)
-0.510087 0.144574 -3.528215
R-squared= 0.791027
Adjusted R-squared= 0.717272
F-statistic = 10.72505
Prob (F-statistics) =0.000055
Durbin-Watson = 1.931987

Prob.
0.6634
0.0530
0.4831
0.0001
0.0120
0.0003
0.0026

Remarks
Not Significant
Significant
Not Significant
Significant
Significant
Significant
Significant

SOURCE: AUTHOR’S COMPUTATION
The results of the parsimonious error correction model as presented in Table 5 above showed the
coefficient of the parameters estimated, alongside with the standard errors, t-values and the
probability values used in conducting diagnostic test to verify the stability and predictive accuracy
of the series. The result revealed that there existed pronounced feed-back of the previous period
disequilibria, from the long-run trends of the series. Specifically, the results indicated feed-backs of
about 51 percent, from the previous period disequilibria between the present and past values of
Credit to private sector(CPS), Number of bank (NB), Bank asset (BA), Non performing loan to total
loan (NPLTTL) and Liquidity ratio(LR). The result showed that the ECM coefficients of the series
is significant and correctly signed, thus validating the presence of long run relationship amidst the
variables and that about 51% of the short run inconsistencies are corrected and incorporated into the
long-run dynamics relationship annually. Therefore, the estimated parsimonious model revealed
that, the short run lagged values of (CPS(-2)) and (NPLTTL-1) reflect significant influence on the
present value of Credit To Private Sector (CPS) and the liquidity ratio (LR). Also, the Bank asset
(BA) at present value shows significant influence on CPS at 5% significant level respectively.
While the NB (-1) is of no significance. The result recorded R-square value of about 79% indicating
that79% of the systematic variation in the dependent variable (credit to private sector) can be
explained by the explanatory variables in the model. The result also showed that, the model is
overall significant, given the F-statistics probability value of 0.000055. This implies that the Rsquare value of 79% is significantly different from zero. Thus the series is a good-fit. The Durbin
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Watson Statistics of 1.931987 revealed that there is no serial auto-correlation between successive
error terms. It thus implied that the model is econometrically significant. Above all, F-statistic value
of 10.72505 indicates that the model is statistically significant.
Table 6
Pair-wise Granger Causality Tests
Date: 07/24/15 Time: 21:37
Sample: 1986 2013
Lags: 2
Null Hypothesis:

Obs

FStatistic

Prob.

NB does not Granger Cause CPS
CPS does not Granger Cause NB

19

0.90945 0.4253
3.21272 0.0711

BA does not Granger Cause CPS
CPS does not Granger Cause BA

19

18.2551 0.0001
21.7565 5.E-05

NPLTTL does not Granger Cause
CPS
19
CPS does not Granger Cause NPLTTL

0.85304 0.4471
1.83530 0.1959

LR does not Granger Cause CPS
CPS does not Granger Cause LR

19

1.84233 0.1949
2.13033 0.1557

BA does not Granger Cause NB
NB does not Granger Cause BA

25

2.13878 0.1440
1.60229 0.2262

25

0.10182 0.9037
1.15901 0.3340

25

0.49175 0.6188
2.78557 0.0857

25

0.05492 0.9467
1.96742 0.1660

25

0.99270 0.3881
2.84481 0.0818

25

0.14113 0.8692
0.19822 0.8218

NPLTTL does not Granger Cause
NB
NB does not Granger Cause NPLTTL
LR does not Granger Cause NB
NB does not Granger Cause LR
NPLTTL does not Granger Cause
BA
BA does not Granger Cause NPLTTL
LR does not Granger Cause BA
BA does not Granger Cause LR
LR does not Granger Cause
NPLTTL
NPLTTL does not Granger Cause LR
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SOURCE: AUTHOR’S COMPUTATION
The null hypothesis in each case is that variable under consideration does not ‘Granger cause’
the other variable. The pair-wise Granger causality tests were inconclusive at 5% percent level of
significance. The results alternated between bi-directional, on causality and uni-directional,
depending on the lag length allowed. The outcome in respect of two-lag length is presented in Table
6 above.
The result suggest that the direction of causality is from credit to private
sector(CPS) to Number of Banks(NB) since the estimated F-value is significant at the 5 percent
level. However, there is no ‘reverse causation’ from Bank asset, Non-performing loan to total loan
and liquidity ratio to Credit to private sector since the estimated F-value is insignificant This shows
that credit to private sector(CPS) has no relationship with NB, NPLTTL and LR.
4.2
The Profile Bank Reforms in Nigeria
According to Oni (2012), reforms have been a regular feature of the Nigeria banking
Industry. They have been introduced either in response to challenges posed by developments within
the economy or those from outside the economy such as imminence of system distress, deregulation
liberation and globalization.
4.2.1
The History of Banking Reforms in Nigeria
Commercial banking which is a large component of the Nigerian financial Sector started in
1992 with the establishment of the first banking firm, standard Bank Nigeria Ltd (now First Bank
Plc.). Since then, the number of commercial banks in Nigeria has changed overtime. The banking
industry is effectively dominated by a few banks. Moreover, the rash of financial distress resolution
options including outright liquidation merges and holding action had profound consequences on
competition in the commercial banking market. Thus, a better understanding of the structural
changes in the financial sector as a whole is of great importance to all stakeholders and to
regulators, especially as it would help in designing appropriate legislation to enhance competition
(E. J Ofanson Pito, 2010). The policy in the period preceding 1986 is what has been characterized as
“Financial Repression”. This phrase encapsulates the widespread control and regulation of the
financial sector apart from government direct participation in commercial and merchant banking.
The traditional instrument employed for the regulation of financial activities includes liquidity
ratios, special deposit, ash reserve requirements, direct regulation of interest rate, stabilization
securities, direct credit control and moral suasion.
4.2.2
THE ERA OF BANKING REGULATION (1958-1985)
The period 1958-1970 was characterized by the establishment of the central Bank of Nigeria
(CBN) and the introduction of various amendments affecting the Banking sector. Under the 1958
ordinance (Amended) while E12,500 was restrained as paid up capital for inferior banks, it was
raised for expatriate banks, profit transferable to reserve fund was increased from 20% to 25% and
banks were restricted from owing real estates where absolutely necessary. The 1961 Amendment
concentrated mainly on the liquidation of banks by providing for the apartment of a receiver and
liquidators. Under the 1962 Amendment the minimum paid-up capital was raised for existing
indigenous banks from E12,500 to E25,000 and was given seven years to comply. Expatriate banks
were allowed to keep within Nigeria, assets valued for at least E25,000. Banks were allowed to
write off lower before effecting the transfer of 25% of profits to reserve fund. The CBN was
empowered to adopt some flexibility in applying the definition of liquidity when computing
lethargy ratios. Banks were also allowed for expansionary reasons to own real estates. The 1968
company act provided that foreign banks operating in the country should be required to be
incorporated in Nigeria. Banking regulations were largely prudential to ensure sound banking
practices customer protection. The 1969 banking Act provided that adjusted capital requirements
(minimum paid-up capital) for indigenous banks be E300,000 and E750,000 or expatriate banks.
The period 1970 – 1985 was guided by the passion (as was then fashionable) for self-reliance. The
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government took actions that altered the banking industry landscape. There was promulgation of the
indigenization Decree of 1972 which was later amended in 1977 and required Nigerians to dominate
the ownership, management and control of all sector of the economy pursuant to those policy, the
federal Government acquired controlling interest in the then existing three expatriate banks (first
bank, Wema Bank and UBA) in Nigeria.
4.2.3
THE ERA OF DEREGULATION (1986-1993)
The banking system in this era was dominated by indigenous banks that have over sixty
percent of the federal and state governments stake (Balogun 2007). An economic reform that was
ragged as structural Adjustment programs-SAP) whose foundation could be traced to the World
Bank macro-economic policy was mounted on the Nigeria economy in response to the national
financial distress experienced by the country during the military era (IBID). Following the adoption
of the policy in 1986, a limit of N1.0 billion was prescribed for commercial banks and about N500
million for merchant banks as capital base requirements. With this, the number of entrants into the
banking industry increased significantly such that by 1993, the numbers of entrants of commercial
banks became 66 as against 28 operating in Nigeria in 1983. Branch network of banks increased
astronomically. The merchant bank branches for example increased from 26 in 1985 to 144 in 1994
while branches of commercial banks within the same period increase from 1299 to 2541.
THE GUIDED DE-REGULATION AND GLOBALISATION ERA
(1996 AND
4.2.4
BEYOND)
Some of the major reforms of this period were to ensure that Nigerian Banks became
globally competitive. The period was regarded as the reform Lethargy Era. It was on era where deep
financial distress was witnessed in the banking sector as at that time. To manage this distress,
another round of regulation reform was re-introduced (Balogun 2007). Some measures were puts in
place with a view to ensuring that stability in the system was continued. Major tenets of the new
reforms included total deregulation of interest rates in October 1998; upward review of minimum
paid up capital of banks in 1997 to N500million and later to N2billion, the adoption of Universal
banking in 2001; the re-introduction of Dutch Auction system (DAS) in July 2002 with a view to
realigning the naira exchange rate, enhancing transparency and curbing capital flight from the
country. Under the system, there is interaction by the CBN twice weekly and users bought foreign
exchange at their bid rates through authorized banks. Guidelines were rolled out by the CBN in
2004 on electronic banking (e-banking) practice in Nigeria in line with global trend and banks were
encourages to install automated teller machine (ATM) or cash withdrawal. Specific guidelines were
also put in place on standards and use of electronic money (e-money) products such as credit cards,
debit cards; digital cash and so on were spelt out by CBN in line with international best practices.
5.0 Concluding Remarks
This paper examined the impact of the bank reforms on banking sector performance in
Nigeria. Following the theoretical insight of the model of delegation for solution of poor risk
management practices, inadequate disclosure and transparency of the banks financial position
within the Nigerian banking sector developed by (Wilson 2006). Empirical test were carried out, in
testing the effects of the various reforms in the banking sector with credit to private sector as a
proxy for bank performance and the explanatory variables represented by number of banks, bank
asset, non performing loan to total loan and liquidity ratio.
Based on the econometric evidence provided by this simple model, we can conclude that, a
negative relationship existed between dependent variable and the independent variables and this
might be as a result of inconsistencies and lack of realistic vision and objective of the reforms. The
negative relationship shows that the reforms were not perfectly effective enough to aid the bank
performance. Furthermore, the negative relationship result might be due to political interference
with the reform initiation and implementation and /or as a result of misappropriation of fund by the
Chief Executive Officers of various banks operating within the country.
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Specifically from the empirical findings, it was shows that the number of banks has a
positive relationship with bank credit. These signifies that the number of banks that operate in a
country is not a perfect determinant of the credit dispensed. However, the ability of the banking
industry to dispense credit is only possible when the bank possess adequate capital and fund for
credit disbursement. Evidently, it was also indicates that the non performing loan is negatively
related to bank credit. To increase the bank credit, the ratio of non performing credit to total credit
has to reduce, this measure prompt the CBN to gather momentum to establish an Asset Management
Corporation Of Nigeria (AMCON) so as to ensure the stability of the banking system in a manner
that will enable banks played their appropriate roles as channels for allocating resources to the real
sector. This was expected to increase credit to the growth enhancing sectors of the economy.
Empirical result also indicated the liquidity ratio is a negative function to credit to private sector, as
bank increases their liquidity ratio, inhibits the ability of banks to disburse credit. This is the reason
why the apex bank reduced the liquidity ratio (LR) by 500 basis point from 30% to 25% in 2009 in
order to enhance the liquidity position of banks and to enable them extend credit to the real sector.
Therefore, it is recommended among other things that Monetary Authorities should be given
continued autonomy so that the full effect of the reform strategies policy will manifest for the
benefit of better banking performance in the banking sub-sector and to proffers solution to incessant
drawback attributed to the myriads of policies inconsistencies and irregularities that tend to blur the
confidence of the depositors and reduce its contribution to the development of the Nigerian
economy. The study further concluded by recommending appropriate and specific guidelines in
addition to those stipulated in the bank reforms relevant sections to develop their own contingency
plans and/or actions to mitigate those unethical practices within the banking sector such as: to meet
the capital requirements, liquidity problem could be resolved, improved earnings and assets quality,
sustained growth and development could be achieved, appropriate managerial and internal control
requirements and among others.
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