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Abstract

Crisis have pervaded the Nigerian banking syst#nddie, despite government response. This imlias the
banks are still wobbling in carrying out their stary mandates like efficient financial intermedat which in
turn takes its tolls on economic growth and develept in Nigeria. This paper attempts to provideinfation
on banking crisis and policy response over the sy@ad on whether the purposes of the policies fesh b
achieved. The paper succeeded in examining bakisgs and attendant policy responses in five ghd892 -
1959, 1960 -1985, 1986-2003, 2004-2007, and 200Bdie. The policy responses to banking crisisrabhe
years came with challenges. A good example isd¢balland litigation challenges which acted as g @fothe
speed of dealing with bank failure. Despite thefulsess of the policy, banking crises still exiBhe inability of
policies to address what they had been designtatkte, has been due to a number of reasons whatindie the
unawareness of the link between banking system raadl sector. There is therefore the need to have
corresponding measures to address real sectorgstnictural problems as well as the measures mabab
banking crisis.

Keywords: Evolution, Government Policy, Government RegolatiBanking Crisis, Nigeria.
1 Introduction

The establishment of African Banking CorporatiorlB92 signalled the commencement of modern banking
Nigeria. The purpose of modern banking in Nigetianaeption was not only to distribute currencye®mbn
behalf of the bank of England but to also lubridde British commercial interest and the wheelhaf British
economy. The concern, therefore, was not to tramsfbe Nigerian economy. This was perhaps madeiljess
because of the banking system that was controliediobeign banks, and their bias against indigenous
businessmen especially in the area of credit faasli To arrest the situation, indigenous bankschwistarted
with National Bank of Nigeria in 1933 were set djext, was the Industrial and Commercial Bank whics
followed by the Nigerian Merchantile Bank. From M&945 to January 1947 four banks were set up while
eighteen were established from 1950 to 1951. Thas&s had issues and challenges that forced mdbkenf

out of business.

The first government response to the banking cvisis along the line of legislation, that was, t8&2 Banking
Ordinance. However, the banking system crisis ooetil unabated to the extent that from 1952 to 1934,
banks failed. This made government to come up Wk first institutional-based response that was the
establishment of Central Bank of Nigeria (CBN) tistérted operation in 1959. To transform the Nayeri
economy, CBN in alliance with the government aldjnibe objectives of modern banking in Nigeria with
international best practices which ranged from rgial intermediation to developmental roles. Robust
realization of these objectives has been diffibeltause of the crisis that bedecked the bankingmsysver the
years. The implication had been that of increaséldtion, unemployment and undermining of econogrmwth
and development. These underscored the need for @®BNother government agencies to come up with
measures to steer the operations of the banks firom to time to ensure a safe, sound and stabl&irgn
system. The measures included: institutional fraor&wownership structure, interest rate and credittrol,
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guidelines for setting up banks and paid-up capdalexisting and new entrants, prudential sup@nisrisk
management, corporate governance, record keempgyrtmg and accounting procedures and crisis uésal
measures. These measures that were meant to prenaamiige and contain crisis over the years haveregh
transformations into the Nigerian banking systend get crisis still occurs.

Studies like that of Inanga and Soyibo (1989) anlgceeded in showing the changes that have td&ea m
the Nigeria banking system since the commencenfemiodern banking and did so in four phases. Sowitd
Adekanye (1992) reviewed regulatory practices aralped the various banking regulation eras in Néger
Other studies such as those of lyade(2006) as agelEgwakhe and Osabuohien (2009), that looked &t ho
government policy has influenced performance ofkban Nigeria. The study by Obioma and Adam (2002)
reviewed preventive measures applied to the Nideaizking system and appraised them with regardlicyp
adequacy and impact. As relevant as these stuthedt @& observable that they have not been abfedus on
government response to banking crisis in promogffigient financial intermediation, guaranteeindesaound
and stable banking system. It is this gap in ltteeathat this study tries to bridge. The studgréfiore, attempts
to review government response to banking crisiNigeria and to ascertain whether the purposeseoptiiicies
have been achieved. The study covers the period tli88ate.

This introductory section is followed by sectiomBich presentdanking crises and policy responses, from 1892
to 1959 Section 3 discusses banking crises and policyoresgs, from 1960 to 1985 while section 4 deals with
banking crises and policy responses, from 198@@82Section 5 handles banking crises and policy regmns
from 2004 to 2007 whereas banking crises and pabksponses, from 2008 till date is the preoccupatib
section 6. Finally, section 7 concludes the paper.

2 Banking Crises and Policy Response, 1892 — 1959

Rudimentary banking services rendered since 186Eldgr Dempster and company were brought to an end
with the establishment of African Banking Corparatihat commenced operation in Lagos in 1892. Thieax
Banking Corporation was faced with crisis withinotwnonths of its operation because of trade recessil
depression as well as government policy that ddlayranting to the bank the right to import silveirs for
distribution in Nigeria. The protracted crisis matie owners decide to close shop and on March 833,1it
was acquired by Mr. Alfred Jones. A reason, for INd&s (1994) assertion that African Banking Corpitma
was the first bank to face failure in Nigeria.

The acquisition of African Banking Corporation l¢d the formation of the Bank of British West Africa
(BBWA) in 1893 which was registered in London in988and started operation in Lagos in March 1894. It
maintained the banking monopoly until 1899 when Almglo-Africa Bank that later changed name to Bahk
Nigeria entered the banking scene. The Bank of fiNiggpened branches in Calabar, Burutu, Lokoja Jettba

in quick succession. It had the support of infliEdrBritish traders and merchants like John Hdltvas a keen
competitor of BBWA (later called Standard Bank amulv known as First Bank) and both were constantly
having currency face-off. However, it was acquibgdBBWA in 1912.

The Nigerian banking arena again witnessed theecdrof Colonial Bank and Barclays Bank in 1916 Baiti7,
respectively. In 1925, Barclays Bank formed a comsm of banks that was made up of itself, AngloyRigan
Bank and the National Bank of South Africa. Thesmtium was known as Barclays Bank (Dominion, Cidbn
and overseas). The bank is currently called Uni@mkB On the other hand, BBWA aligned with five big
clearing banks in London which included Nationaldatginister Bank and National Provincial.

Mergers and acquisitions of business entities @hereto tap economies of scale or are last re®odbviate
difficult times. Powerful forces with trading, mé@nt and political leverage were behind some ddaHereign
banks involved in mergers and acquisitions. Bug, fdct that the acquired banks were constantlyeptioig
against unfair treatment in the policy of controtlaistribution of currency on behalf of the gowesnt, tempts
one to state that all might not be because the $amnted to tap on economies of scale, rather dfieypin
place undermined the existence of the banks anthpuot in precarious positions. The stance of thidysgives
a meaning to the banking problem that may not Ibdréan crisis when the following statement of Ndekw
(1999) is examined in connection with the interwaars, “Bank of British West Africa managed to suevthe
economic downturn of the period ...” (p.62). It wowddffice to point out that it was in the interwardalax
regulatory period that most indigenous banks entkng&ligeria and were driven underground by crs<ould
be seen in what follows.

196



Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) 5-'—.’,’
Vol.9, No.2, 2018 IIS E

The first of the indigenous banks was the Industaiiad Commercial Bank established in 1929 but vieta
liquidation in 1930. The next was the MercantileBaet up in 1931 and failed in 1936. It was NadidBank of
Nigeria Limited that came into existence in 1938tthad a success story. Only two banks (Africanti@ental
Bank and Agbonmagbe Bank) out of the four that camte being from May 1945 to January 1947 that
survived. Aghonmagbe Bank was acquired by the YWestern Region in 1969 and changed its name to Wema
Bank. Between 1947 and 1952, 185 banks were regista Nigeria as attested to by the Financial &acy to

the Colonial Government (Nwankwo, 1986), 145 ofltheks were registered in 1947 and another 4052.18
large proportion of these banks never operated.

The government did not respond to the issues #uatd mergers and acquisitions among foreign bahkeas
the catastrophic failures of the indigenous bankd the need to protect depositors and repose psople
confidence in the banking system that perhaps citlaresponse of government by way of introducing
regulations that were non-existent. The first i@ series was the Banking Ordinance enacted in B&dw are
some of its basic features.

1. Itis only companies with valid license that copl@ctice banking. The minimum capital requirement

was put at £25,000 and £200,000 for indigenous $ankl expatriate banks, respectively and 50% of
the amount must be paid up.

2. Banks should keep a statutory reserve fund to witiels should transfer a minimum of 20% of annual
profits into before dividend payment could be paidl this should be exercised up to the point where
the reserve account balance would be the samelhwthum of the paid-up capital.

3. Existing commercial banks were given a grace peoiatiree years to adhere to the ordinance
provisions.

4. Government bank examiners were empowered and nehttascrutinise the books of licensed banks
and ensure compliance with prescribed regulations.

5. Other areas touched included legal lending limé arinimum specified liquid assets.

6. Inthe course of carrying out their activities, tranks were barred from

(a) Granting advances or credit facilities using tloein shares as security.

(b) Granting unsecured credit facilities in excess 00D to any of the directors or companies in
which any director has interest.

(c) Granting unsecure advances to employees of bamk&apear emolument of the employee.

(d) Trading, acquiring or holding shares in other conigsor purchasing, acquiring or leasing
real estate except for the goal of discharging thesiness or housing of staff or as
security.

It was clear that the 1952 Banking Ordinance wasctnl to strengthen the banks in existence, sobtuait
failure would be avoided as well as to stop bardifgration. Yet, by 1954, all banks establishetinwen 1947
and 1952 failed except the African Continental Bamkl the Agbonmagbe Bank. The failures of thes&kdan
suggest that the policy response of governmentjghthe 1952 Banking Ordinance was only ablensuee that
banks with prescribed capital base were registeregerate in Nigeria but could not check bankirgjpractice
and bank failure. Some reasons that could beeuffare: for example, there was no provision fofirgpiout
any ailing bank as there was no central bank. lld/dbe worthy to point out that the survival of tA&ican
Continental Bank and the Agbonmagbe Bank was becatisufficient fund pumped into them by the Easter
and Western regional governments, respectively eikample, Ajibola (1986) contended that the liqasdets of
the African Continental Bank were less than 6%taSexember 1954. Another reason was that, the andim
did not make provision for surplus funds investmegt such, the banks had no choice other thanaeel¢he
liquid resources idle. Finally, provisions were maade for handling those who wittingly or unwittipgvere
ineffective in supervisions of banks. Hence, itldobe imputed that the minimum capital requiremeority
assisted to curtail the number of banks. In additi@buse of supervisory process rendered the Ssjmarv
process ineffective as evident in failure amid &xise of the ordinance. This perhaps occurred Isecafipoor
bank management by the Financial Secretary to ¢dkerfal Government. Nevertheless, according to Sosital
Adekanye (1992), the minimum regulation of the bhagkndustry by the 1952 Ordinance gave furthereimp
to the setting up of more indigenous banks, al/leich failed during the period, 1952 - 1959.

The banking malpractices and abuses continued tethbad the Federal Government backed with therrepo
the 1995 World Bank Mission and the attendant L&yn€ommission Report of 1957 responded by
promulgating another Banking Ordinance in 1958. Tbkowing are some of the main features of the
Ordinance.

i. Establishment of Central Bank to promote and irggthe Nigerian Financial System.
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ii. The paid-up capital of expatriate banking was iaseel from £200,000 to £400,000 and that of the
indigenous banks was left at £25,000 provided #ptal available to any of the banks in this
category did not fall below £12,500 for a periodieé years from the date the law came into
effect.

iii. Profits to be transferred to the reserve fund weeeeased from 20% to 25%.

iv.  Single obligor limit was pegged at 25% of paid-apital.

v. Reserve requirement was put in place with the mesipdity of  varying its amount and
composition given to the Central Bank of Nigeria.

Based on the 1958 Banking Ordinance, the CBN Ondi@aof 1958 was passed. The major functions of the
Central Bank as stipulated in Section

4 of the Ordinance were to

. Issue legal tender currency in Nigeria.

. Maintain external reserves in order to safe-gubedrnternational value of the currency.
. Promote monetary stability and sound financialcitrre in -~ Nigeria.

. Act as a banker and financial adviser to the Féd&oaernment.

A WDN P

The 1958 Banking Ordinance gave the Central Baakpthwer to control and supervise operations obatiks

in Nigeria. By this, the Central Bank was empowet@dpell out standards of practice for banks. dswalso
given the power to grant and withhold banking loems well as opening of new branches. Banks waderu
obligation to submit returns and audited annualestents of accounts and reports to the Central Bahk

returns could be monthly or half yearly touchingassets and liabilities. Inspectors from the Céieamk were
authorised to visit any bank’s head office or bramdthout prior notice to inspect the banks bookaaounts
and verification of the banks information.

The 1958 Banking Ordinance meant to strengtherl@%® Banking Ordinance could not address the isue
crisis. The supervisory role of the CBN could natlph matters either. This led to the formulation and
implementation of other policies as would be seethhé next sections.

3 Banking Crises and Policy Response, 1960 — 1985

From 1960 to 1962, six banks were set up, and no menk was established between 1963 and 1970. One
glaring thing is that, it was a period of consdlida considering the fact that some banks failednes lost their
licenses and some were acquired by other banksadt obvious that the prevailing legislation repeéestghe
indigenous banks. The government came up withiassef amendments to the 1958 banking act, whicheca

up with stringent conditions for setting up banks &ridging deficiencies in the banking system.

One of such amendments was in 1961.The amendmeénlyrfeacused on banks liquidation and made provisio
for receiver and liquidator. Another amendment wasle in 1962 which eliminated the difference inah@unt
of minimum paid up capital that existed betweenigadous and expatriate banks. However, the 1962
amendment prescribed minimum paid up capital o230 before a license could be granted for thpqae of
banking business. However, existing banks werengsaven years to adhere to this new capital gumeelihe
expatriate banks with head offices outside Nigereae not bound to comply with the capital requirami&
cash. This group of banks were given the optiorpr@ividing a satisfactory undertaking to the Ministe
Finance that at any point in time, it would keepNiigeria, assets that were not less than the wafl#250,000.
The 1962 amendment still retained the 25% transfeprofits to the reserve fund but this could oy
implemented after the banks had written off losstmwvever, if the reserve fund amount was equal tgreater
than the paid up capital, the banks would be exglti transfer only 12% % to the reserve fundldid fad a
redefinition of liquid assets and the CBN was gitle® mandate to use it to compute liquidity rafibe banks
were now permitted to go into real estate busif@sthe purposes of growth. However, limits wereegi as to
the level of shareholding in other business emstiie well as unsecure facilities granted to emgeya the
banks.

In a bid to further strengthen the banking systeh enlarge the power of the Central Bank with respe the
economy, the government came up with the CBN ActméAdment) Decree 1967 and the CBN Act
(Amendment) Decree of 1968. When the Banking Deofe969 which repealed previous banking legistatio
came into force, it did not fail to also addresatrd bank activities. Teriba (1986) held that 8657 t01969
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banking amendments were better than other legislatbecause of the “range of additions to the @eB&ank’s
armoury of control techniques and in broadening shbere of monetary control to embrace most banking
institutions other than the commercial banks” ().28e previous legislations, the essence of &91Banking
Decree was to ensure a sound banking system amdathéates given to the CBN included the following.

1. It gave more power to the CBN in the control of béiquidity in terms of minimum holding of cash
reserves, specified liquid assets, special depasdsstabilization securities by banks.

2. The CBN was authorised to approve, control and tootie nature of advertisements by banks.

3. It was empowered to open or close bank branchesffigithin and outside Nigeria.
One striking feature of the 1969 banking decrethas it re-introduced capital requirement dichotoimip the
Nigeria banking system. An indigenous bank paidshare capital was increased to £350,000 beforeeade
could be granted while £750,000 was required fgragnate banking company. Existing banks were gisien
months within which to comply or have their licensgoked. Another was that, all banks must be jpo@ted
in Nigeria and were required to publish the balasiceets result from their operations in Nigeriae Eingle
obligor limit put at 3%/; % of the sum of the lending banks paid up capital reserves was also another feature.
The 1967 to 1969 amendments apart from attemptirrgrnedy the possibilities of bank failures duaibaler-
capitalisation, were borne out of not only publiticisms but also attempt to close loopholes ambiguities of
the prevailing institutional framework as well &g iheed to face the realities of a war situaticeripga, 1986).

After the 1969 Banking Decree that consolidatediamgtoved on previous legislations in Nigeria, BN had
recourse to the use of monetary circulars to corb® banking system. When government took coritigll
shares of the Standard Bank, Union Bank and Urisaak for Africa and set up Boards for these batiks,
boards had the responsibility of making broad podjaidelines to facilitate these banks’ operations.

The legislations within this period that usheredsirccessive increase in paid-up capital made ficdif for
private indigenous participation in banking in Nige This made what became obtainable to be expatbianks
or state sponsored banks.

It could be argued that the CBN did not shirk ésponsibilities in putting up regulatory measutes tould be
seen to be relatively effective in handling bankargsis in the 1970s. To a large extent, the baplapstem
could be adjudged to be relatively not laden wiikis in the 1970s.

4 Banking Crises and Policy Response, 1986 — 2003
The liberal economic policies that were introdubgdyovernment into

the country as part of structural adjustment prnogna (SAP) in the second half of the 1980s, ledh® t
establishment of more banks. The period witnessastgence of banking crisis on a large-scale the¢gonent
reacted to through policies such as strengtherfihguoking legislation and supervision.

Structural Adjustment Programme (SAP) was set up9i@6 to free the economy and its institutions fribve
shackles of regulations and controls that were wgproductive. SAP ensured that liberalisationedatation
and an economy driven by a market mechanism witheased responsibility to allocate resources wasnpu
place. Specifically, foreign exchange and interas¢ were deregulated and entry into banking bssiveas
liberalised. These led to phenomenal increaseemtimber of banking institutions from 42 in 198689 at the
end of 1992 (Ebhodaghe, 1993) with a concomitaneld@ment of a blown crisis in the banking system i
1989. By 1989, 7 banks were adjudged technicaliglirent, the number increased to 9 in 1990, 8 Bill&nd
by 1992, 15 were in various forms of distress, 188993, 55 in 1994 and 60 at the end of 1995 (Eagle,
1993, 1996). Since 1989 till 2003, the Nigeriankiag landscape had been festooned with crisis aidigs
were equally raised to address the situation.

The World Bank report of 1988, the experience od@Oand early 1950s bank failure, the increasedibgn
competition and government change of its bank supgymicy of unwillingness to allow any bank tolfand the
1986 economic reforms, led to the establishmenNigkria Deposit Insurance Corporation (NDIC) in 898
through Decree 22 of 15 June 1988. However, it atdyted operation in March 1989. The Corporati@s w
generally meant to ensure a safe and sound bapkawice through effective supervision to promotstable
and virile banking system on which is reposed mpubtinfidence by laying emphasis on protection glodéors
as against bail out of shareholders and managesfdianks. In addition, NDIC was created to complentbe
supervisory activities of CBN. Hereunder are soffghe functions it was set out to perform.

199



Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) 5-'—.’,’
Vol.9, No.2, 2018 IIS E

a. Insuring all deposit liabilities of all licensedrdes, and such other deposit taking financial ingtins,
operating in Nigeria, so as to engender confidém¢lee Nigerian banking system;

b. Giving assistance to insured institutions in thteri@st of depositors, in the case of imminent dualc
financial difficulties of banks particularly wheseispension of payments is threatened, and avoiding
damage to public confidence in the banking system;

c. Guaranteeing payment to depositors, in case of imantior actual suspension of payments by insured
banks or financial institutions up to the maximumocaint specified in the Act;

d. Assisting monetary authorities in the formulatiord amplementation of banking policy so as to ensure
sound banking practice and fair competition amaaugkis in the country; and

e. Pursuing any other measure necessary to achiewabjbets of the corporation provided that such
measures and actions were not repugnant to thetshjethe corporation.

The legal framework which guided its operations walued with in-built deficiencies which affectegtmonal
delivery of its mandate. For example, the 1988 diédvnot spell out the role of NDIC as it concertrhks that
were failing and failed. Deposit insurance was sokely domiciled with NDIC and its appointment as a
liquidator of failed insured banks was at the whiamgl caprices of the Companies and Allied MattezsrBe
and the Courts. It had no enforcement power, thgigions of its law were in such a form that NDIG@wid not
exercise discretionary power to address stakeh®ladents as well as embark on prompt action. Thy dfi
bank supervision was taken from the Federal Ministf Finance and given to the CBN but this was not
indicated in the Act. It was also clear that the INBstaff were not indemnified against actions takerihe
course of carrying out their normal duties. Therefahere was likely palpable fear to take certaitions. This
therefore favoured inability to address matters wexe crisis based.

In the light of the preceding paragraph among othigs, in 1997 and 1998 the NDIC legal framewads
revised, respectively (NDIC, 2009). The NDIC (ameeaht) Decree No 5 of 1997 gave NDIC the authonty t
embark on proactive measures once it discoveredni lvas chronically undercapitalised. While, thé©89
amendment separated the responsibilities of CBNNIDHC as it relates to management of distress balmks
addition, it spelt out threshold and various coripglsupervisory actions that could be used to esklithe
varying degrees of crisis.

Amidst the crisis and to adequately address itelag promote monetary stability and sound finahsystem,

the CBN powers were broadened by strengtheningibgrégislation in 1991. First was the review of t6BN

laws through Decree 24 of 1991 which empowereda isé¢cure adherence to banking laws and to expedite
intervention in banks that were bedeviled with isri$t also gave credence to the application ofkelabased
instruments in monetary control. Second was thekBamd Other Financial Institutions Decree (BOF19P1

(as amended in 1997, 1998, 1999 and 2002), thétiwed a number of powers on the CBN which include:

a. Granting, revoking or varying condition of bankibgsiness license, supervision and regulation of
licensed banks.

b. Control and management of problem or failing banks.

c. Changing minimum paid up capital of banks as itnale@ appropriate. It could also require a
significantly under-capitalised bank to submit epitalisation plan or direct such bank to recajsi¢al
within a specified period.

Nevertheless, there were certain prescriptionstthaks must comply with and these included:

1. Every bank shall keep proper books of account véipect to all transactions.

2. Every bank shall submit to the CBN not later th&8rdays after the last day of each month or sucéroth
interval as the CBN may specify, a statement shg\ijnthe assets and liabilities of the bank aijdafh
analysis of advances and other assets, at itsdféeel and branches outside Nigeria.

3. Adirector of a bank is guilty of an offence lialda conviction to a fine of N100,000 or imprisonrtar a
term of three years or to both such fine and ingpnisent, if the director contravenes the following:

(i) It shall be the duty of a director of a bank whanisiny way, whether directly or indirectly, inteted in
the grant of an advance loan or credit facilityhatie bank to declare the nature of his intereat at
meeting of the Board of the bank.
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(i) Every director of a bank, who holds any office osgesses any property whereby whether directly or
indirectly, duties or interests might be createdanflict with his duties or interests as a direatba
bank, shall declare at a meeting of the Board i@fotidrs of the bank, the fact and the nature, chara
and extent of the interests.

As good as the decree was, especially in the afedasuing banking license and resolution of prableanks or
failing banks, it came with challenges that affdctdfective collaboration between NDIC and CBN. sTis
because, the 1991 BOFID gave autonomy to the CBNamking issues. Therefore, certain powers impaosed
the Federal Ministry of Finance, particularly therdurable Minister in the 1988 NDIC Decree, became
ineffective. This was only addressed when the 1BO&ID came into force. It made the CBN lose the @oof
appointing NDIC as liquidator rather it required NIDto formally put up an application to the Feddrigh
Court to be appointed as a liquidator. This gavenroto legal and litigation challenges that congtitu
hindrances to speedy addressing of banking failure.

It could be added that the 1998 BOFID addressethineweaknesses in the 1991 BOFID, for instance, it
corrected one of such lapses by substituting Fél&nastry of Finance with CBN in areas that contdranking
supervision. Also, the punishments prescribed kyBOFID for erring banks, their directors and staffre not
commensurate with the offences committed. Therefoie the claim of this study that the banksiiitliérectors

or staff would prefer to commit the crime and phg tmeagre sum for the punishment. A good exampée is
Director paying the sum of N100,000 as fine for breach of section 18(3). In essence, the BOFIDriws
offered a proper environment to prosecute frauduleank officials and banks and mete out appropriate
punishment. This could account for the insider alarsd persistence of banking crisis in Nigeria.

It is also noticeable that the legal framework giabove has no adequate provision for recoveryebtsdand
prosecution of banking malpractices. Thereforerdwers have exploited the loophole and refusedotwobr
debt obligations. On the other hand, core sharehs|dlirectors and employees of banks have bedimaonsly
and actively involved in frauds of escalating magmé. To address this, the Failed Banks (RecovEBebts)
and Financial Malpractices Act was promulgated @94l Its implementation has led to recovery of kan
However, the abrogation of the failed banks tribdsima 1999 and the transfer of its cases to fedaigdi courts
have seen a slow down with regards to trial anggunakent of cases. The fact is that, the prosecytiocedure
has not been able to change the attitude of Nigdrtarowers and bank employees whose banking ietivand
conduct have created and perpetuated the crisie sbthe banks and the banking system have witdesse

The Chartered Institute of Bankers of Nigeria (C)EDecree 12 of 1990 imposed some powers on the GtBN
regulate banking practice in Nigeria. But this has yielded any meaningful dividend in addressinigi€ in the
banking system. For example, section 13 of the &eallows setting up of a panel of investigatiord an
disciplinary tribunal to hear cases of professiomédconduct that are brought against members. wigh, the
volumes of fraud in the banks as reported, thidysts yet to hear of any case tried by the Chadtémstitute of
Bankers panel of investigation and disciplinarpunal. Again, based on the Decree, CIBN came otlit @ade
of banking practice, and its elements include tratkers should operate within the legal framewardt that
banks should follow the best professional pradticie global industry and compliance to applicdaies. This
study is of the opinion that most staff are not mnaf this code and those who are aware pay lipiceto it.
Also, that the code is not even displayed in thakbey halls of bank branches is evidence that banki
authorities do not have regard for it. This mayobe of the reasons why the banks and bankers weotvéd in
banking malpractices that accentuates crisis. Rfferently, the failure of the banks and the redgodg
institutions and all concerned to collaborate byeasst reporting defaulters has not helped issties. banks
instead of reporting erring staff, encourage themesign. These categories of staff pick up jobstirer banks.
This approach could be said to boost banking metfjzes in Nigeria.

Within the ambit of the regulatory framework proeij the CBN and the NDIC have taken some policy
measures as response to the crisis situation vitndtide the following:
i. Financial Services Regulation Coordinating ComraiffeSRCC) was set up in May 1994 to ensure

effective coordination and harmonisation of supsky standards and efforts of regulatory institugio
Its objectives include articulation of strategieptomote safe, sound and efficient practices by
financial intermediaries, reduce arbitrage oppaties usually created by differing regulatory and
supervisory standards among supervisory agenciesaordinate the supervision of financial
institutions.

ii. CBN/NDIC have also put in place bank system softwalnich is now an electronic financial analysis
surveillance system (e-FASS) for financial systemvsillance.
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Vi.
Vii.

CBN/NDIC joint committees on problem banks medhattechnical and executive levels. At the
technical level, recommendations are worked oeinforce measures to resolve bank insolvency. At
the management level, decisions are taken on twemamendations made at the technical level.
Issuance of capital adequacy and prudential gudglin 1990 was meant to facilitate early deteation
problem banks and to see that banks in their ad¢squesent the true and actual picture of the vafue
their assets. The guidelines require the bankassdly their loans in accordance with their quality
addition, adequate provision are made for detectorgperforming loans and stopping capitalisatibn o
interest. By this the banks would no longer decfaper profits. The guidelines still prescribedfomn
audited financial statements for all the bankssTito facilitate easy comparison of the status of
banks. The collaboration of CBN with the NigeriaocAunting Standards Board (NASB) to come up
with statement of accounting standards for the lman&ystem could be said to have given desired lega
banking to the prudential guideline as it is théydaf NASB to issue accounting standards.

To provide an efficient payment system, the Nigeiider-bank settlement system was set up to
improve the interbank market transactions.

Stabilisation securities were re-introduced to ouréxcess bank liquidity.

Open market operations (OMO) as an instrument afatary policy were introduced principally to
check the liquidity level of the economy. To enssuecess of the OMO, licensing of discount houses
was introduced.

The measures cannot be said to be inappropriatecdd one say that they have not contributed theota
towards checking banking crisis. However, it coble noted that the regulatory framework and superyis
measures did not successfully address the isso@ning crisis for a number of reasons. These delapses in

the legislations, weak legal framework, prescrimdishments that are not commensurate with offences
committed and attitude of Nigerians. The attitudeeferred to here is one in which any organis&iéund that

is acquired through malpractice or illegality i€8es one’s share of the national cake.

In addition to the supervisory measures, a numbegamlution measures have equally been embarked apd
some are:

@0

(ii)

(iii)

(iv)

v)

CBN bail out of banks using guarantees as a résolateasure was applied in late 1990s. By this,
CBN made open commitment that it backed all chetjusswere drawn on the ailing bank it was
bailing out and it would honour cheques emanatiogfthe bank.

CBN/NDIC also used the controlled restructuringpdtsown as open bank assistance in the late 1990s.
The thrust of this is that CBN/NDIC takes over Hoard and management of the ailing bank and sets
up Interim Management Board that was expectedrtoatound the bank. This was envisaged to be
within a short period of time and once it was sgsfdly done, the bank would be handed over to its
owners. However, for lack of financial support amability of the interim banks to meet the turnandu
plan, it became clear that the boards were unalfidfill their mandate. This means they are unable
revive the distressed banks. As such, CBN setdl meeessary machineries to acquire the banks and
replace the Interim Management Board with Trans#iy Supervisory Board (TSB). The preceding
was what was done to six banks in 1993.

In a measure to reduce liquidity in the econom¥989, the CBN directed that all public sector
deposits in banks be transferred to it. This resuiih liquidity crisis and hidden distress in tlystem
were thrown open. CBN/NDIC in response introducedszue package of the sum of N2.3billion
known as CBN/NDIC accommodation facility. The spliiehind the rescue package was restoration of
confidence and liquidity to the system. The troddbanks by virtue of the rescue package were given
the opportunity to raise bills of exchange to themf their overdrawn positions. It did restore
confidence in the banking system, eliminated baltigsiidity but bank insolvency was unshaken.
Holding actions are imposed on distressed banks&hoards and management failed to carry out
recommendations of self-restructuring which steramfspecial examination of their banks by
CBN/NDIC.

In January 2001, CBN deployed resident examinebaidks head office as a means of improving its
regulatory and supervisory functions.

202



Journal of Economics and Sustainable Development www.iiste.org
ISSN 2222-1700 (Paper) ISSN 2222-2855 (Online) 5-'—.’,’
Vol.9, No.2, 2018 IIS E

According to Ebhodaghe (1993), a holding action ntmand some or all of the following from the
management of the bank.

1. To stop further advertisement for deposits withanisr consent of the CBN;

2. Not to grant further loans and advances until ggulatory authorities are satisfied with the bank’
liquidity position;

3. To take necessary steps to ensure adequate intemtabl measures to safeguard its books, recards a
assets;

4. To inject further capital funds;

5. To engage in aggressive debt recovery drive;

6. To take steps to perfect all collateral securipilesiged for loans and advances ( and kept in preéec
custody);

7. To segregate all dormant account within a specifiaé limit;

8. Not to embark on new capital projects without cdeme from the CBN;

9. To reconcile all long outstanding items within aegi deadline;

10. Not to dispose of any fixed assets of the bankouttprior consent of the CBN; and

11. To embark upon possible rationalisation of staffahsidered necessary to enhance efficiency and
restore viability.

In addition, it is mandatory that the distressedKsarender return based on approved format ondthewing
items:

Debt recovery;

New lendings;

Statement of non-performing and re-negotiated l@emsadvances;

Maturity profiles of assets and liabilities;

Cash flow variance analysis;

Profit and loss accounts;

Interest income; and

Non-interest income.

It is an open secret that the holding actionsiedrout by the CBN and NDIC could not achieve thissired
goals. In other words, the restructuring responseédcnot address the insolvency of the banks.

From the review, it is evident that banking ledisla has evolved over the years and various amentintave
been introduced since the Banking Ordinance of 1982, there are still lapses which have madefiicdit for
regulatory framework to achieve its desired gopésticularly, of addressing crises in the bankiggtam. The
supervisory measures are also fraught with weakse$o also are the resolution measures. For erang
liquidity assistance given to insolvent banks was able to address the situation. The interpratatiould be
that the liquidity provision is not enough to reserthe crisis situation of the banks. The resatutieasures
only succeeded in calming the nerves of fear ofidence on the banking system but have not beem @bl
address bank crisis.

S@ 0 o0 T

5 Banking Crises and Policy Response, 2004 -2007

Before April 2004, settlement of financial transans of insolvent banks was the responsibilityhef €BN; this
bred inefficiency and puts a good number of thekbaim a perpetual overdrawn position with the CBN.
However, in April 2004, CBN came up with a new cieg and settlement system that was targeted aovimy
the payment system. The system was able to expilnegeverdrawn position of bank’s account as welthes
exposure of CBN to the banks and pumping of higivgged money. In addition, it prepared a veritableugd
for bank consolidation and the attendant mergedsaaquisition.

The 2004-2007 era witnessed the introduction ofkbaonsolidation in 2004, borne out of the precagiou
condition of the banking system. According to thBIS (2009), it was designed to “promote bankingtegs
stability and make the industry to operate morgiefftly so as to enable the banks perform thetalgtc role
of financial intermediation to enhance the growththe Nigerian economy” (p. 185). The specific mas for
the reform included the following:

a. To halt the incessant bouts of distress;
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b. To promote competitiveness and transparency iseor;

c. To enable the sector effectively play its developtakrole in the economy;

d. To strengthen the sector to become an active paatitin the regional and global financial systemcl
e. To enhance public confidence in the banking sygteBIC 2009, p.180).

The key elements of the reform are as follows:
a. The minimum capitalisation for banks should be NBiBib with full compliance before the end of

December, 2005.

b. Phased withdrawal of public sector funds from baskarting in July, 2004.

c. Consolidation of banking institutions through mesgand acquisitions.

d. Adoption of a risk-focused and a rule-based regujaframework.

e. Adoption of zero tolerance in the regulatory frarmeky especially in the area of data/information
rendition/reporting.

f. Rendition of returns by banks and other finanaiatitutions through the electronic Financial Arsidy
and Surveilance System (e-FASS) will be completgaeditiously.

g. Establishment of a hotline, confidential interngétigess for all Nigerians wishing to share any
confidential information with the  Governor of tBentral Bank on the operations of any bank or ithential
system.

h. Strict enforcement of the contingency planning fearark for systemic banking distress.

i. Work towards the establishment of an assets maragetompany as an important element of distress
resolution.

j- Promotion of the enforcement of dormant laws, eigfigchose relating to the issuance of dud cheque
and the law relating to the vicarious liabilitielsthe board members of banks in cases of failgthe bank.

k. Revision and updating of relevant laws and drafthgew ones relating to the effective operatiohs o
the banking system.

I. Closer collaboration with the Economic and FinanCigmes Commission in the establishment of the
Financial Intelligence Unit (FIU) and the enforcamef the anti-money laundering and other econamriibe
measures. Greater transparency and accountabdifjdvbe the hallmark of the system. Rehabilitatiod
effective management of the mint to meet the sgcprinting needs of Nigeria (Soludo,2004).

To facilitate the accomplishment of the reform atgnt was accompanied by a set of incentives. @frtbe
incentives is authorisation to deal in foreign eaype. Yet, another was that any bank with $1 bilgsi130
billion) as capital base would be given the oppaitiuto manage at least $500 million reserves efdbuntry.
Despite these, the first impact was felt in theibank market in the form of liquidity shortage &ase, the big
banks that were the big players withdrew their @haents from the market. This together with flightsafety
and government plan of phased withdrawal of pubéctor deposits put certain banks in liquidity peof
Some banks eventually had no access to the interpanket and some could not oblige depositors tiueids.
It was also evident, that banks granted credilifeed for the purpose of acquisition of their owlnares to meet
the-N25 billion minimum capital requirements. Thid to asset-liquidity misalignment as the fundlepositors
were trapped in the stock market.

By the end of the consolidation exercise in Decan®ie 2005, as stated earlier, the number of bdektined
from 89 to 25. There is no doubt that the reforragpamme brought a number of benefits which Mordi,
Englama and Adebusuyi (2010) listed as follows:

i. The liquidity engendered by the inflow of newnfis into the banks induced substantial declinaterést rate,
thereby stimulating an unprecedented increasdénding to the real sector by 40% as at end Deee2B05.

ii. With higher single obligor limit, our banks hagreater potential to finance big ticket transati

iii. More banks now have access to credit linesfforeign banks.

iv. Ownership of the banks has been diluted arglhhs in no small way tamed the monster of imside
abuse and poor corporate governance.

v. With virtually all the banks publicly quoted gite is wide regulatory oversight. With Securitieand
Exchange  Commission (SEC) and Nigerian Stock ExgbdNSE) joining, focus is now on fewer and more
stable banks.

vi. Depositors’ confidence in the system has inseela although interest rates on deposits havenfalie to
“safety in bigness” perception by depositors.
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viil. The banks enjoy economies of scale and consequeasby/on the benefit in the form of reduced bank
charges to their customers.
iX. The capital market has been deepened and consegsiahout it increases significantly among the
population. The market has become more liquid heddtal capitalisation has significantly
increased.

It was expected that the consolidation will posallemge to CBN, NDIC and the banking system. The
consolidation made the banks to be actively engageecurities, insurance and mortgage businesshwpit
the banks at risk of failure. The inadequate risknagement status of some of the banks would ald@ riha
difficult for them to manage associated risks ajduct which they offer. On a general note, som#efmain
challenges that the supervisory bodies had to odntéth were:

(1) The issue of liquidation of the 14 banks that fhile meet the-N25 billion naira prescribed minimum
capitalisation requirement and the associated Isgaés to the resolution of the 14 banks, as sime
the banks challenged the revocation of their opggdicenses in the court.

(2) There were also the issues of information techgyobind processes that the merged banks had to
grapple with. In addition, there were governanog taansparency challenges.

In this light, the CBN came up with some measurbglwMordi, et al (2010) itemised as follows:

1. A new code of corporate governance for banks wagesin  March 2006, in the spirit of transparency
and constructive consultation.

2. The CBN closely monitors the banks to ensure tb&ipions of the merger schemes documents are
complied with.

3. The CBN maintains a black book of discredited ptiaciers in the system. The black book has been
automated for easy identification of persons onlitte

4. List of debtors were screened to ensure that negpesforming debtor was left on the boards of the 25
banks.

5. Strict application of zero tolerance regardingactions, misreporting, non-transparency,etc.

6. Reforms of the supervisory process including:
(a)The migration of the supervisarm of the CBN to a risk- based approach stgierv

(b) The enhancement of the capadisupervisors through training especially skrmanagement.
(c) The deployment and upgradifthe supervision software in the CBN.

The licenses of banks that could not scale the alimfadion hurdle particularly the 14 technicallysaivent
banks, were revoked. The CBN and NDIC purchase amsdimption (P&A) failure resolution alternative as
against the pay-out option that had been regulesdd was applied. This measure ensured that ionlggpublic
sector deposits that were lost. In addition, effarere made to ensure that all legal issues agdtlins were
addressed as quickly as possible. The merged hamlsrequested to integrate all information tecbggland
processes.

Soludo (2006) noted that despite the consolidattbrre were still weak banks as a result of huge- no
performing loans. It therefore stands to reasohdhasolidation must not be undertaken in isolatibthe goal

is to have a crisis free banking system. Perhaps,along this line of thought, that the governiéecided to
strengthen the regulatory framework. For instaaceew NDIC Act No 16 was brought into existenc06.
One major feature of this Act is that it providedjdl protection to staff of NDIC. By this, they wduwnot be
held liable for any action taken in good faith hetprocess of discharging their responsibilitiasititer, the
CBN embarked on risk focused regulatory framewarksiupervision which stresses assessment and &walua
of risk management systems. It was also obsenthbtethe CBN in conjunction with NDIC came up witte
New Capital Accord for the banking system. Its emtitwvas drawn from the various requirements of Base

There is no doubt that certain gains were recofnigdthe issue of banking crisis was still thereisTias
compounded as the 2007 global financial crisis ébimway into the Nigeria banking system.
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6 Banking Crises and Policy Response, 2008 till Dat

With the advent of the 2007 global financial crigievernment and the regulatory institutions toatuanber of
measures to arrest its negative impact. Belowa@meof the measures.

() In August 2008, a presidential advisory team waabdished to look intomeasures that could
be used to reverse the declining trend of the Nagerapital market.
(ii) In 2008, the CBN articulated a blue print knowriTd®e Project Alpha Initiative’ to reform

the Nigerian financial system in general and thekbay sector in particular.

(iii) On January 16, 2009, a presidential steering cotmenwas set up to appraise the effect of
recession on the economy, bearing in mind the 200@et.

(iv) On February 2, 2009, the government set up NdtlBoanomic Management Team to
formulate and implement government economic pdicide team was also expected to give
support to what the presidential steering committas doing with respect to the global
economic crisis

(V) A special Agricultural Fund to the tune-ef N200Gibil was approved for large scale
agriculture.
(vi) CBN, because of the global financial crisis relatteslconditions of monetary policy,

adjusted exchange rate and strengthened banks/siper

(vii) Banks were given the latitude of restructuring nratgans to 2009.

(viii) Lending facilities to banks were extended to orerye

(ix) The communiqué of monetary policy committee meetihgpril 8, 2009, in the light of the
global financial crises and to improve the liqudibsition reduced monetary policy rate
from 9.75% to 8%, cash reserve requirement fror6%.@ 1.0% and liquidity ratio from
30% to 25.0%.

The CBN/NDIC conducted a 2009 audit examinatiorbahks. The result of the audit as released by CBN
indicated that 10 out of the 24 banks were enmeghepave liquidity problem. The report indicatdtht the
capital base of the 10 banks had been eroded dieige non-performing loans, poor corporate governin
practices, credit administration process and ndregghce to the banks’ credit risk management mesti
(Sanusi, 2009). In August 2009, CBN sacked 5 Chiafcutives while 3 were sacked in September, 2809,
bailout package of N620billion was given to thesebpem banks to forestall failure. Further, the CBN
introduced tenure limitation for Chief Executivefioér of banks and also ensured that the Asset Femant
Corporation of Nigeria (AMCON) took off. As part asfnitising the banking system, universal bankirags w
abrogated and categorisation of banks was broughthe categorisation ensured that some banks shn o
operate within a region in Nigeria and the paidoapital of such banks was put-at N15billion. Theosel
category is the national bank that would operateutphout the length and breadth of Nigeria andpiiel up
capital of banks in this group s N25billion. Thicdtegory is the international banks whose paidajtal is
N100billion. These categories are expected to apevahin and outside Nigeria.

It would not be out of place to say that in theserece of these policies, crisis still adorn thedxiin banking
system. This is evident in Ogunleye(2010), Cook@@binagwan(2014) and Nnodim(2014).

7 Conclusion

This paper establishes that occurrence of bankiisgs in Nigerian banking system led to evolutafpolicy.
As good as the measures were and the fact thdtathiing system in particular and Nigeria in gendegived
benefits from the measures, it could be stated ttatbanking system, is still bedevilled with csisiThe
multiplicity of regulations and institutions aimexd combating banking crisis has left no one in dahiat
Nigeria is not lacking in legal framework as wedl iastitutions but in proper implementatidhthe measures
that are already in place are fully implementedikirag crisis would be likely reduced to the banestimum.
The failure of the measures could be largely plamedhe regulatory, monitoring and supervision\aiigis of
the monetary authorities that are weak, thus makiegimplementation of the policies relatively ifeetive.
This therefore underscores the need for all aptepstatutory bodies such as the CBN and NDICrazédo up
and make sure that relevant policies are fully enménted. Nevertheless, the failure of the measurelsl also
be situated in the fact that they had been rollgdas if the banks have no link with the real seatbich in turn
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contributes to the occurrence of banking crisiseréhis therefore the need to have correspondingunes to
address the real sectors’ infrastructural problems.
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