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Abstract. The series of bank failure in Nigeria have raised doubt in the minds of banking and non 
banking public about the efficacy of the prudential regulator and its frameworks. This is due to the 
fact that a substantial number of these groups are questioning the roles of the prudential regulator 
saddles with the responsibility of regulating and supervising the activities of banks together with the 
laws governing the operation and conduct of banking business in Nigeria. The incessant failure 
witness in the banking sector over these years is captured by the number of failed banks, spate of non 
performing credits, the debt and extent of required capitalization, loss of depositors funds and the 
general impact on the economy all of which underscores the importance of the sector. A study of this 
nature examined bank failure in Nigeria and those responsible for such series of failures. It was 
discovered that the Nigeria banking sector regulatory authorities are responsible and are to be 
blamed for these incessant rates of failures in the banking sector of the Nigeria economy. We 
conclude that the failure experience in the sector in recent times is attributed to regulatory laxity on 
the part of the prudential regulators occasioned by their inability and delay to carry out some of its 
routine, off site, and on site functions as stipulated in the mandate establishing CBN and failures to 
ensure compliance to the prudential guidelines. 

Keywords: Bank failure, prudential regulator, regulatory framework, Nigeria economy.  

1    Introduction 

The banking system in Nigeria has come under search light in recent times not only because of its 
intermediation roles but also as a result of the problem rocking the sector in terms of failures and 
eventual distress among banks. Although, the banking system serves as the nerve center of any modern 
economy, it facilitates economic growth and provides a mechanism for the transmission of government 
monetary policy (Golin, 2001). This is because the banks take on public policy function, their regulation 
and supervision by the government is justified. Moreover, the risks and vulnerabilities that banks 
confront as a consequence of their very structure and function provide another reason for the authorities 
to monitor bank operation closely. 

The series of failure experienced in the banking sector over the years can be captured by the number 
of failed banks, spate of nonperforming loans, the debt and extent of required capitalization, loss of 
depositors funds and the general impact on the economy all of which underscores the importance of the 
sector. These series of failures, distress or collapse witnessed over the period could be attributed to 
prudential regulatory laxity on the part of the sector regulators which is acceptably blamed to the 
failure of the CBN to carry out some of its routine functions, inadequate regulatory frameworks or 
regime, failure to set standards of regulation and ensure compliance by the various commercial banks in 
the country. These failures grow unabated even when regulations like CBN act of 1958 as amended, 
BOFIA of 1991 as amended, Prudential Guideline on Asset Classification and Provision for Loan Losses 
(SAS 10) as well as failed Bank (Recovery of Debts) and Other Financial Malpractices Act of 1994 were 
all in existence. Looking at this, it can be concluded therefore that the series of bank failures in Nigeria 
are to be blamed on the prudential regulator or that the regulatory frameworks are inadequate to 
address the incessant bank failures in the sector. These are questions previous studies have not fully 
answered. It is therefore the crux of the study to provide answers to the questions.  
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2    Literature Review 

2.1   Historical Development of Bank Failures in Nigeria 

Bank failure has been described as the state where a bank is unable to meet its financial obligations 
such as interbank indebtedness, repayment of depositors’ funds, honoring maturing obligation etc. Such 
a situation is caused by the presence of weak deposit base, poor capital base, poor management, asset 
mismatch or even weakness in operational conditions (Nzotta, 2004). However, Bank failure in Nigeria 
will be discussed in phases as follow: 
2.1.1 First Phase of Bank Failure (1930-1968) 

Bank failure in this era could be traced to the free banking era that prevailed before the introduction 
of banking ordinance of 1952. The free era saw the establishment of African Banking Corporation (ABC) 
in 1892, now First Bank of Nigeria plc. During this era, there were no forms of regulation in the banking 
system. Thus, many banks were established at random and some of them failed as quickly as they 
emerged. Available statistics show that the first bank failure in Nigeria was recorded in 1930 when 
industrial and commercial bank was limited, the first indigenous bank was closed. There is no gain 
saying the fact that millions of Nigerians lost their investments and hard time savings in these failed 
banks, while some lives were lost as a result of the shocks caused by their financial losses. Table 1 below 
shows the names and years of failed banks in Nigeria. 

Table 1. Failed banks in Nigeria (1936-1968) 

NAME YEAR ESTABLISHED YEAR CLOSED 
(1) Nigerian Mercantile Bank Ltd 1931 1936 
(2) Nigerian Farmers & Comm. Bank Ltd 1947 1953 
(3) Pan Nigerian Bank Ltd. 1951 1954 
(4) Standard Bank of Nig. Ltd 1951 1954 
(5) Premier Bank Ltd. 1951 1954 
(6) Nigerian Trust Bank Ltd. 1951 1954 
(7) Afro-Seas Credit Bank Ltd. 1951 1954 
(8) Onward Bank of Nigeria Ltd. 1951 1954 
(9) Central Bank of Nigeria Ltd   
(Not affiliated with present day) 1951 1954 
(10) Merchant Bank Ltd. 1952 1954 
(11) Metropolitan Bank of Nig. Ltd. 1952 1954 
(12) Provincial Bank of Nig. Ltd. 1952 1954 
(13) Union Bank of British Africa Ltd 1952 1954 
(14) United Commercial Credit Bank Ltd 1952 1954 
(15) Mainland Bank Ltd. 1952 1954 
(16) Cosmopolitan Credit Bank Ltd. 1952 1954 
(17) Group Credit & Credit Bank Ltd 1952 1954 
(18) Industrial Bank Ltd. 1952 1954 
(19) West African Bank Ltd. 1952 1954 
(20) Bank of Lagos 1959 1968 

Source: CBN Economic & Financial Review. Vol. 6 No. 1 (1968) 
 
2.1.2 Second Phase of Bank Failure (1968-2000) 

The period 1968-2000 witnessed another round of bank failure in Nigeria which resulted in a good 
number of banks having their licenses revoked by the CBN (Ohwofasa & Mayuku, 2012). During this 
era, the number of banks classified as failed increased from nine (9) to fifty two (52) while the licenses of 
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five (5) banks were revoked in 1994 and 1995 respectively (Adeyemi, 2011). A look at table 2 below 
shows the names and years of failed banks in Nigeria. 

Table 2. Failed banks in Nigeria (1968-2000) 

NAME YEAR ESTABLISHED YEAR CLOSED 
(1) Allied Bank of Nig. Plc 1962 1968 
(2) Amicable Bank of Nig. Plc 1991 1998 
(3) Commercial Bank Nig. Plc 1988 1998 
(4) Commerce Bank of Nig. Plc 1989 1998 
(5) Co-operative & Comm. Bank Plc 1954 1998 
(6) Credite Bank Nig. Ltd. 1990 1998 
(7) Highland Bank Plc 1988 1998 
(8) Lobi Bank of Nig. Ltd. 1983 1994 
(9) Mercantile Bank of Nig. Plc 1971 1998 
(10) North-South Bank of Nig. Plc 1988 1998 
(11) Pan African Bank Ltd. 1971 1998 
(12) Pinnacle Comm. Bank Ltd. 1991 1998 
(13) Premier Com. Bank Ltd. 1987 2000 
(14) Progress Bank of Nig. Ltd 1982 1998 
(15) Republic Bank Ltd. 1989 1995 
(16) United Comm. Bank Ltd. 1991 1994 
Merchant Banks   
(1) Abacus Merchant Bank Ltd 1987 1998 
(2) Alpha Merchant Bank Ltd. 1981 1994 
(3) Century Merchant Bank Ltd. 1988 1998 
(4) ABC Merchant Bank Ltd. 1984 1998 
(5) Continental Merchant Bank Ltd. 1975 1998 
(6) Crown Merchant Bank Ltd. 1988 1998 
(7) Great Merchant Bank Ltd 1990 1998 
(8) Group Merchant Bank Ltd. 1990 1998 
(9) Icon Merchant Bank Ltd 1975 1998 
(10) Ivory Merchant Bank Ltd. 1989 2000 
(11) Merchant Bank Ltd. 1987 1998 
(12) Nigerian Merchant Bank Ltd. 1973 1998 
(13) Prime Merchant Bank Ltd. 1988 1998 
(14) Royal Merchant Bank Ltd. 1991 2000 
(15) Victory Merchant Bank Ltd. 1990 1998 

Source: NDIC Annual Report 2002. 
 
2.1.3 Third Phase of Bank Failure (2000-2009) 

The banking sector reforms in 2004 ended up with fourteen out of the eighty nine banks disappearing 
from the scene. During this 18 months period reform of CBN, there were a number of merger and 
acquisitions among banks in Nigeria in order to meet the new capital requirement of #25 billion. At the 
end, 89 banks that existed in 2004 reduced to 25 larger, better-capitalized banks. 
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Table 3. Failed banks as at December, 2009 

Failed Banks Date of Closure 
1) Allstates Trust Bank Plc 16-Jan-2006 
2) Afex Bank Limited 16-Jan-2006 
3) Assurance Bank Nig. Limited 16-Jan-2006 
4) City Express Bank Plc 16-Jan-2006 
5) Eagle Bank Limited 16-Jan-2006 
6) Fortune International Bank Plc 16-Jan-2006 
7) Gulf Bank Plc 16-Jan-2006 
8) Hallmark Bank Plc 16-Jan-2006 
9) Lead Bank Plc 16-Jan-2006 
10) Liberty Bank Plc 16-Jan-2006 
11) Metropolitan Bank Limited 16-Jan-2006 
12) Trade Bank Plc 16-Jan-2006 
13) Triumph Bank Limited 16-Jan-2006 

Source: NDIC Annual Report 2009 
 
2.1.4 Fourth Phase of Bank Failure 

2009 saw another round of bank failure in Nigeria. This failure came on the heels of joint CBN/NDIC 
special investigation into the books of the 25 banks operating in the country as at that date. The 
findings of the investigation revealed that the banks were technically insolvent on account of capital, 
poor credit risk management, liquidity and lack of corporate governance (Sanusi, 2009). Table 4 below 
shows that the Bridge Banks were created by CBN to assume the assets and liabilities of three of the six 
failed banks while the remaining three were taken over by three other existing banks. All the failed 
banks had exceeded their credit ceilings through unauthorized lending’s and other micro-financial credit 
risk abuses that were estimated to be in excess of N700 billion (Ugoani, 2015). The Bridge Banks will 
serve as undertakers specifically set up to attempt to manage the assets and liabilities of the failed 
banks with little or no compensation to shareholders of the failed banks. 

Table 4. Details of failed banks in Nigeria in 2011 

S/N Name of Failed Banks Name of bridge Bank Failed Bank taken over by 
1 Afribank Mainstreet Bank  
2 Bank PHB Keystone Bank  
3 Spring Bank Enterprise Bank  
4 Fin Bank  First City Monument Bank 
5 Intercontinental Bank  Access Bank 
6 Oceanic Bank  Eco Bank 

Source: NDIC Report, 2011 

2.2   Banks Regulatory Framework and Institutions in Nigeria 

Banking activities in Nigeria are governed by rules and regulations which are reviewed from time to 
time to reflect the changing economic environment. Among some of the recent rules and statutes which 
govern the operation of the banks are the Central Bank of Nigeria Decree No. 24 of 1999 as amended, 
Bank and Other Financial Institutions Decree No. 25 of 1991 as amended, the Dishonored Cheque 
(offenses) Decree of 1977, the Failed Bank (Recovery of Debt) Decree No. 18 of 1994 as amended, and 
the money Laundering decree no 3 of 1995. Other relevant laws which affect the operation of the 
financial system include the Foreign Exchange (Monitoring and Miscellaneous Provisions) Decree No 17 
of 1995, Nigerian Investment and Promotion Commission Decree No 16 of 1995, and the Companies and 
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Allied Matters Decree No 1of 1990, which provides the legal framework for Unit Trust Operation in the 
country (Nwatt, 2016). The Investment and Securities Act (ISA) 2007 gave SEC power to regulate all 
quoted companies, including Banks operating in Nigeria. The Insurance Act 2003 vested the 
responsibility to regulate and supervise insurance businesses on NAICOM. Section 4(1) of the Act states 
that “subject to the provisions of the Act, no insurer shall commence business in Nigeria unless the 
insurer is registered by NAICOM”. Also, NAICOM Act 2007 empowered it to license and supervise the 
operations of all classes of insurance business in Nigeria. NDIC Act 2006 vested the Nigeria Deposit 
Insurance Corporation with the supervisory powers and responsibilities over deposit taking by Financial 
Institutions (FIs) in addition to the deposit insurance and orderly liquidation of failed banks. The CBN 
Act 1994 and 2007 as amended led to the creation of the FSRCC which coordinates and harmonizes the 
activities of the various regulators and supervisors in the financial system with a view to minimizing 
regulatory arbitrage. The Committee is chaired by the Governor of the CBN. However, the 
regulatory/supervisory authorities of the financial institutions include:  
2.2.1 Central Bank of Nigeria (CBN) 

Section 2(d) of the CBN Act 2007 vested on the CBN the statutory responsibility of promoting a 
sound financial system in Nigeria. Also, Section 33(1) (a) (b) empowers the Bank to require certain 
information from and issues guidelines to Financial Institutions on matters relating to their activities 
and the economy, while Section 42(1) (b) mandates the Bank to ensure high standards of conduct and 
management throughout the banking system. Section 30 of the BOFIA requires the Governor of the 
CBN to appoint an officer of the Bank known as Director of Banking Supervision or by such other title 
as the Governor may specify who shall have the power to carry out supervisory oversight on banks and 
other financial institutions. Sections 31-34 further empower the Bank to conduct both routine and 
special examination of banks and to either impose sanctions for contraventions or take remedial actions 
on banks in grave financial conditions. 
2.2.2 Nigeria Deposit Insurance Corporation (NDIC) 

NDIC Act 2006 vested the Nigeria Deposit Insurance Corporation with the supervisory powers and 
responsibilities over deposit taking by Financial Institutions (FIs) in addition to the deposit insurance 
and orderly liquidation of failed banks. However, the Nigerian Deposit Insurance Corporation (NDIC) 
exercises shared responsibility with the Central Bank of Nigeria for the supervision of insured banks. 
Active co-operation exists between these two agencies on the focus and modality for regulating and 
supervising insured banks. This is exemplified in the coordinated formulation of supervisory strategies 
and surveillance on the activities of the insured banks, elimination of supervisory overlap, establishment 
of a credible data management and information sharing system. 

Other regulatory/supervisory agencies in the Nigerian financial system include: 
2.2.3 Securities and Exchange Commission (SEC) 

The SEC derives its power to regulate all quoted companies, including FIs, and other capital market 
operators from the Investment and Securities Act (ISA) 2007. 
2.2.4 National Insurance Commission (NAICOM) 

The Insurance Act 2003 vested the responsibility to regulate and supervise insurance businesses on 
NAICOM. Section 4(1) of the Act states that “subject to the provisions of the Act, no insurer shall 
commence business in Nigeria unless the insurer is registered by NAICOM”. Also, NAICOM Act 2007 
empowered it to license and supervise the operations of all classes of insurance business in Nigeria. 
2.2.5 National Pension Commission (PenCom) 

PenCom is charged, under the Pension Reform Act 2004 as amended, to regulate and supervise the 
operations of Pension Fund Custodian (PFC), Pension Fund Administrators (PFA) and any other 
operators in the pension sub-sector. 
2.2.6 Financial Services Regulation Coordinating Committee (FSRCC) 

The CBN Act 1994 and 2007 as amended provided for the creation of the FSRCC to coordinate and 
harmonize the activities of the various regulators and supervisors in the financial system with a view to 
minimizing regulatory arbitrage. The Committee is chaired by the Governor of the CBN. 
2.2.7 Economic and Financial Crimes Commission (EFCC) 

The Nigeria Financial Intelligence Unit of the EFCC is charged with the mandate of receiving, 
collating and analyzing currency transaction reports (CTRs) and suspicious transactions reports (STRs) 
from FIs with a view to checkmating money laundering and countering financing of terrorism. 
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some banks in Nigeria in recent times. This huge credit became bad the management team hired by the 
Central Bank of Nigeria to resuscitate the ailing bank instead promptly wrote off the bad loan of about 
#9.7 billion by way of waivers. However, the height of insider loan/abuses in some of the failed and 
liquidated banks is shown in the table below. 

Table 5. Statistical evidences of loans granted to owner and directors 

S/No Banks(in-Liquidation) No. of Directors 
Involved

Amount as at 
Closure

% of Total Risk 
Assets 

1 Alpha Merchant Bank Plc 11 1,314,418,700.43 33% 
2 United Commercial Bank Ltd 5 741,755,808.86 30% 
3 Financial Merchant Bank Ltd 1 383,061,096.00 100% 
4 Highland Bank of Nig. Plc 12 33,197,157.58 38% 
5 Commercial Trust Bank Ltd 1 247,749,719.10 38% 
6 ABC Merchant bank Ltd 8 272,981,634.00 49% 
7 Royal Merchant Bank Ltd 7 646,940,182.23 69% 
8 North-South Bank of Nig. Ltd 13 240,668,637.62 32% 
9 Abacus Merchant Bank Ltd 14 568,888,254.11 47% 
10 Credite Bank Nig. Ltd 6 379,634,611.47 76% 
11 Prime Merchant Bank Ltd 1 539,292,310.00 64% 
12 Amicable Bank of Nig. Ltd 7 149,854,896.00 56% 
13 Century Merchant Bank Ltd 5 272,072,261.00 32% 
14 Group Merchant Bank Ltd 13 595,836,077.20 80% 
15 Commerce Bank Plc 4 1,294,851,665.64 52% 
16 Pinnacle Commercial Bank Ltd 10 298,766,751.76 20% 
17 Republic Bank Ltd 1 161,375,466.00 38% 

Source: NDIC Report 2011 
 

3.2   Weak Corporate Governance 

Corporate governance issues continue to impede banking system profitability and stability in many 
places. Inept management and corruption accelerate the rate of bank failure in Nigeria (Ugoani, 2015). 
Udunze (2013) reports that as the result of investigations regarding corporate governance breaches the 
CEO of Ecobank transnational agreed to forgo US$1.14m bonus he was to earn for the 2012 financial 
year as part of efforts to rebuild public confidence in the bank against the backdrop of accusations of 
maladministration, fraud and technical incompetence in the bank. Inept management and corruption 
accelerate the rate of bank failures in Nigeria. Also Itua (2013) reports that the ex-MD/CEO of one of 
the failed banks was involved in the fraudulent deals involving US$ 11million. The number of banks 
adjudged as satisfactory dropped from 63 in 2001 to 51 in 2004. The bank failure syndrome continued 
through the years to 2011, when six banks collapsed due largely to poor credit risk management with a 
potential loss of about N700bn. The following are responsible for bank failures under the weak corporate 
governance framework: 

i. Inability/difficulty of management of failed banks to adhered to corporate governance codes 
and prudential standard. 

ii. Contravention in keeping proper books and accounts as prescribed by laws, rules and 
regulations. 

iii. Most failed banks in Nigeria are characterized with weak and poor internal control systems. 
This weak internal control is evidence in the height of frauds and forgeries in the failed banks. 

iv. Some of the failed banks are occupied with, inexperienced, unqualified and incompetent 
personnel occupying top and key positions in the banks (Olufon, 1992). 

This is because many investors see business as personal or family business and as such children and 
family members who are not qualified in any way are employed into key position in the bank. 
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3.3   Poor Risk Asset Management 

The spate of bank failure in Nigeria is attributed to poor credit policies in place. A situation where loans 
are granted without detailed and proper analysis of the loan applicant, that is banks grant loans without 
collateral while some loans request are granted on the basis of order from above (Okpara, 2009). Many 
banks in Nigeria have witnessed large asset and liability mismatch in the bank balance sheet because 
they relied heavily on public sector funding for liability generation and when these funds were recalled 
from banks, it threw them into serious problems. Of course, this action put a lot of strain on bank 
capital and this was clearly showed in CBN’s response by regularly increasing the capital limit of every 
banking policy reforms. 

4    Bank Failures in Nigeria: The Role of the Prudential Regulator 

The role of the CBN as a prudential supervisor and regulator of the nation’s banking sector with regards 
to the waves of bank failure was keenly reviewed. We discovered that the CBN should be blamed for 
being laxy over her routine functions as the supervisor and regulator of the banking sector. It was 
worrisome that the CBN was unable to unearth the sharp practice going on at various banks operating 
in the country not just because of lack of manpower (personnel) but those that are competent and 
skilled. Coupled with this challenge and together with the liberation of the banking sector in the 80s 
made so many banks went through the accounting period without the on-site examination by the CBN 
while in some cases the on-site examination by the supervisor and regulator of the nation’s banking 
sector were conducted at interval of two to three years (Ogunleye, 2010). This of course led to the bank 
failures the sector experience in recent times as the problems of the banks were detected very late and 
this made them failed. Further those CBN personnel charge with the responsibility of examining the 
banking institutions in Nigeria are unprofessional and incompetent. In fact, they lack the required 
expertise to detect fraudulent and sharp practices of some banks in the system. This also helps to 
constitute issues causing bank failure in the country. The advent of information technology and the 
proliferation of banking sector in Nigeria have eased data manipulation by banks thereby facilitating 
window dressing of banks balance sheet. 

Secondly, the poor and weak structure of the banking supervision department has also hindered the 
effectiveness of the department with respect to monitoring and enforcement of regulation (Sanusi, 2010). 
As such no specific individual is assigned the duty of covering the supervisory role of the on-site and off-
site examination of banks. In most cases, such individual may work unilaterally since they are based on 
different location. Also the lack of strong co-ordination between the CBN, NDIC and SEC is another 
regulatory laxity and lapses. This lapse has weakened their ability to detect sharp practices adopted by 
the banks in investing in the capital market. These apex regulatory bodies have never for once exchange 
banks examination reports among themselves with the view to improve their supervisory and regulatory 
functions bearing in mind the importance of the banking sector and capital market to the Nigeria 
economy. 

Thirdly, the mismatch in CBN macroeconomic policies is a major failing of the supervisor and 
regulator of the banking sector. Failure of the macroeconomic policies to make headway against the 
current economic challenges shows there is no structure put in place by the CBN to ensure that the 
Nigeria economy is adequately managed in tandem with the banking sector. Furthermore, banks 
operating in the country continued to face series of challenges on the heels of capital, foreign exchange 
income and asset quality. The dwindling global oil prices also added to banks woes. Presently, all 
macroeconomic indices have turned hostile to the welfare of citizen. Inflation rate spiked to 17.26 
percent in April 2017 before it dropped to 17.24 percent in May, while unemployment rate (which 
measures the number of people actively looking for a job as a percentage of the labour force) rose for the 
seventh straight quarter to 13.9 percent in the third quarter of 2016. This is reported to be the highest 
in more than five years and this weak macroeconomic environment has continued to exert pressure on 
the banking system. 

Finally, the political arrangement surrendering the appointment of the CBN Governor makes it a 
difficult one for any CBN Governor to function effectively and independently. Consider a situation 
whereby the appointment of the CBN Governor is made on a zoning basis, this arrangement is not in 
the best interest of the country and devoid of international best practices. This creates room for 
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expertise to be sacrificed on the altar of sentiment and tribalism. Also in Nigeria, many promoters of 
banks are well connected to the political class with majority of these promoters contributing to the 
campaigns of the various members of this political class. This of course will definitely lead to regulatory 
forbearance. 

5    Conclusions 

The revelations from this study have confirmed the scare that the crisis ravaging the sector over these 
periods have not been dealt with by the regulatory authority and other stakeholders in the sector, as 
such one could conclude that poor implementation of the prudential guidelines to a large extent 
contributed to the series of bank failure witness in Nigeria over these years and failure of the CBN to 
carry out some of its routine functions also accounts for bank failure in Nigeria. The study recommends 
that first; the regulatory authorities of the banking sector should wake up to her responsibilities of 
supervising and regulating banks activities in Nigeria. Secondly the prudential guidelines should be 
implemented to its fullness. Thirdly, there should be strong coordination among the various regulatory 
authorities such that will encourage exchange of banks examination reports among themselves with the 
view to improve their supervisory and regulatory functions.  
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