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ABSTRAGT 

T.lbte pro b].em .. o:f c:omm:erc:ial b.a.nki-ng; il11 Nig,eria is 

t,he issu:e o:lr t,he in.creasing. uœ1authorised~ 1oans,~ Loan. 

defauJrb.s, fraud].en.t pract:ic:es,. ar:ising from Jl?ûGlt acc.oun.ting 

proc:edures, the hjj_g,h;. risk. exposures an.d th.e r:i.sing, 

provi.s:iLon . .t:oJr· bad ara,.d doubtfuJL debts which Ji.eaves mucllli 

t.o be des:il.red.. Also,. t.he puoir and i.nef:f.:ii..cïent. managem.en,t 

stra teg:ii.es of Eoans and Adwanc:es espec:iaJi.ly anrnn.g the 

medjj_ullili. and sm.al:l-sized barok.s, is worr:iLsom.e ·· and deserves 

atten.tiol'ill iLf t,he industr;y. must contfu1u.e t.o ex:it.st and 

fl o urï.slnt... 

Thro1llig_h. qu.esti.onna:h.re adnnnistrati.om:.,. prirniary data 

was gath.ered .flor the study .. The secondary data was 

c:ol].ected :f.rom publis"lnted Annua1 Reports and F:h.na:nc:iaJL 

Sta'tements o:n. the c.:ase study banks.,. . Usi.ng the ec:onometri.c 

tool1:3 0:f simtple and m.ul tipJt.e reg,ressi.on off. selec:ted 

-variables, the correlatï.on. analysis betweel'.ll. the net 

earnings and t.he EoaIDiS and Advanc:es variable,. the coat:iLn

genc:y table and the dn-squarecli (X2 ) test, we were abJLe 

to analyse the data collec:ted. on th:li.s stu.d:y. 

The researc:h came up wi th the fiti,din.gs that., t.he 

Loans and Advan.ces v.ariab]e :ii.s allll :ii.miportant and signi.füi.

can.t :i.tera: :iLn the portfolï.Oi manag_emen.t of c.ommerc:iaJl banks, 

that there i.s a lTui.gh positive c:orrelat.:i.on between the 

Loans and Advances. g,rant:ed by commercial balŒks especially 

the l1:ig_-si.z,ecli ba:nks aID.ld theiLr net earnï.ngs, suggesting_ 

that they can œore effec.t.i vel;'t manage thei.r Eoans and 

t:'; • 
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ï:ii.:iL. 

Advances than. the medium and sm:aJi]-siz.ed ones and thoo 

are able to c;ontfu1uously remaini liqut.d.,. Als.oJ,.. the 

perception. <w:t' t,lilie staff ers of. the Loan.s; and Ad-van.ces. 

(cred:iLt) departrlillents of the case stu,dy b.alllik.s on tJwe 

ef:fect.iveness o.f th.e:iLr mianag.ement strategi.es tallty with 

the reported books of their :iLndi vidual banks ... 

TJrue stu:.d;y FeCOillill1.ended anwng others,, tha t bali'lJks 

should reduce their provi.si..ons for Bad ~nd Doubtful 

debts~ Reserves and Assets variab]es ~n order to be 

able to hav.e more 1onable funds :fi'.or potential loan. 

applicants, that every po].t_te and e:f.:ftïci.ent rnianag;emen:t 

dev:iic:e shou:ld be . adopted to a t tract mior.e c:u:stomers and 

reta:il.n. ex:ii.st:li.ng ones and t.hat th.e work~r shou1d be 

faii.rly- t.rea ted by bal11k. management so as to ul tima tel:ir. 

reab.i.ze the d esired g,aal of pro ft.t m:aximd:t.za tion and t.Q, 

the developm;ent o:f th.e national econo!%f~-
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( 
GHAPTER ONE 

1 •. 0 INTRODUCTION. 

1. 1 Preamb1e 

Banks,. and in particular cornm.ercia:h banks · have over 

time been a very important, source for the g,ranting; of 

c.r~di ts to would be in.vestors in an economy ... Thus, the 

Nigerian banking env.ironment ïs simply an integ_ra] part 

of what obtains in the global economy. 

Eoans an.d Advances are the main avenu.es throug,h 

which cornmerc.ial banks extend credi ts t.o pot.entia1. 

borrowers and investors~ It :i:..$ a maj,or item in t.he 

Assets. side of the balance sheet of commercial banks •. 

The effectiv.eness of the Loans and Advances 

management strateg,ies of commercial banks cou1d be 

. assessed throug_h among others,, the profit, earnjj_ng,s 

6 f the banks over a perio.d of time. Be cause of the 

very nature of commercial banks liabilities, that 

is, the deposi ts from customers whic:h i.s wi th

drawable at short ·notice,. ~ommercial banks find t.t;, 

difficult. to lend to customers on wery long terms •. 

Ag,ain,,, even where loans are g,ranted ori short term 

basis, manag~merit.still needs to adopt strategies 

that. would effecti v.·ely guarantee the repayment in. due 

time and the maximizati.on of the net profit of t.he 

bank •. 

It i.s the purpos·e of this virork theref.ore to f.ind 

out whether in fa.et loans and advances form an 

importan.t. ï tem in. the manag;emen.t port folio of. commerc.ia1. 
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2 

banks and how effectively these banks have utilized 

this item t.o their -net bene fit ... 

1 •. 2. Statement of Research Prohlem 

The higJ1.. incidence of' loan. defaul ts by bene:fici

ari es of LoaIDtà, and Advanc es g_rant ed by ba:nks in 

Ni.g,eria calls for urgent attent:Lon to stem th.e rising 

tide and avert an eventual collapse of the banking 

ilidustry •. 

T:Pïs vi ew is substan tia ted by the high provi.sion 

for bad and doubt ful de bt figures m.ade by c:omm.erc.ia1. 

.and merchant. ba:nks over the y;ears •. For.instance,,. the 

Go-opera ti.ve and Gommerc e Bank ( NigJ -p]:_è made a , 

provision. for bad and doubtfuJi. debts o:f ~2 •. 6,75 million 

in 1985 :, .. t1112.B87 million in 198B., and ~f:19o.2 million i.n. 

1 93:9 o- (CC'B Annual Reports.)... Th.ese provisions are 

mean.t to c;ushion the bank from the effec:ts of anti.cipated 

loan def~ults flrom bank borrowers~ 

To further b.uttress this view, t.h.e Nigeria 

Depos:L t Insu:rance C'orporation (N!DIC) has in i.ts. 

"Preden.tial Guidelines for Licensed Banks" ( 1990) 

asked the banks to incl.ude ï"n their provisions for· 

douhtful. classification suc:h items a.s; bu.t rwt limi.ted. 

t.o the following::: 

(:li..) Gheques purc:hased of bet.ween 3 to 6, months old 

bu.t whic:h had been wi thdrawn or c.anc.elled and 

substi tuted wi th new ones. Similar treatment, 

should be accorded to uncleared effects for which 

values hid been given. 
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3 

(±i) Outstanding fraud c:ases of 6 to 12 months·old. 

and wi th c.hances of full recoveri es.., 

· (ïiï.) Interhranc.h items outstanding; for between 3. 

to· 6 months. 

(iv) All oth.er intangible suspense ac:c.ounts oùt

standing, for between 6 months and 12 mont.hs. 

A minimum. of 50 percent provision should be 

made for 11 other Assets" i.tems classi fied as 

doubtf.ul •. 

AJJ..so, the guidelines further required banks to 

reg_ard items for lost classification to include but. 

not. limi ted to:: 

(:iL) Cheques purchased and un~leared effects over 

6 months old and for which values had been 

gi ven .. 

(ii) Outstanding; fraud cases over 12 mon.t.hs and 

invol ving prot.racted li tigati.ons ... 

(:iLi:h) Il'.l!.ter- branch i t.ems over 6 mon ths ol.d whether

or not. the origins are knovm •. 

(iv) All 1., other intangi b1e suspense ac,counts over.· 

12 months old ... 

FUll provision (that is, ona hundred percent) 

should also be acc:orded to item& c:lassified lost. 

Lic.ensed banks should revi.ew their credi.t port

folio con tinuously Ca t least on.c;e in a >: quarter) wi th 

a view to recognizing; any deteriorati.on in c.redi.t 

q uali ty •. Suc:h revi ews should systema tically and 

realistic:ally c.lassify banksn credit exposures based 
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4 

on. perc:eived risk of default ... In order to fac.ilitate 

c:omparability, the banks" ciassification of thei.r 

credi.t portfolios, the assessment of risk of default 

should be based on criteria which. should include,, but 

are not limi.ted to repayment performance,, borrower 11 s: 

repayment c:apaci ty on the basis of current financia1-

condition and net realisable value of collatera1-. 

Agbodo ( 1 992) has shown.:.: tha t banks are now back-
. -

pedalling; on granting. credi.t facili ties,. U:lilbac:ked. 

l.etters of credits and other similar _oblïgations to 

small and medïum se.ale companies.. Acc.ording to hi.m. 

this i.s as a result of the uncertai.n business c1imate 

whic:h makes i t. di ffic.ul t to asc.er.tain t;he credi.t 

::worthl.~ess ef Campanes,.. the need to be pruden:li and 

the recent. str:li.ct.. a<e:counting; nequirements demanded by 

the prudelilltial guide1in:es for li.c:ens.ed halll:ks .. 

Ig;ere ( 199.1) lmas. Ol!ll fud..s part lllloted that the woe 

betiding Nrigerial!ll banks is ba:d de bts, unauthcirized 

loans al!l:d fraudulent prac.tices.. · Osunb.or (1991 ) has, 

also pointed out tha t followi.111g, the liq u:h.di t.y. cri.sis; 

whi ch hi t soD1Le banks in the wake of the mopping: 'U!i- , 
of excessi v:e liqui.di ty and other string,ent m.easures 

i]l:troduced by the C'.entral Bank of Niigerïa Ji.ast y.eaL'.·, 

the protec:tïon offered by the Nïgerian. Depos±.t Insuranc::e 

Corporatii.on has helped some ailing, banks to recoveE·. 

lndeed,. i t has b.ee:n reported that wi thin t.he first s:ii.x 

moID.:ths of the c:orporation''s exï.sl.ence :Et rendered 

assista:nce to 10 banks. facing; liquidi ty problems wi.th an 
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; 

accommodation. facility of up to· an. aggreg_ate of about 

_sz •. 3 billion. 

From. the. foregoing i_t is evident that Nigerian · 

· :commercial· banks. are fàced w-i th a lot of lending risks 

·rrom: de.faulting borrowers and the.apex barik. (the 

.. ·-cen.tral Bank· of __ .Nigeria) is· try;i.ng througb. its prudential 
! 

· ; Guidelines to arrest the ugly si tua tian i.n. the· industry.. 

1 .3 _ .. ·objectives· :a f the study. 

:-.· 

The objecti~es at this study are -ta: 

(i) Take. an i:nsight into the cri teria an.d strategi.es. 

adopted by commercial-banks in granting Loanâ 

(ii) 

and Advances to Loan._ applicants.;. ··. 
. . . ~ . 

. . . i ~r 
Appraise the _effecti veness 6 ! commercial. bank.' s 

loan· manageui'e~t- stra~egi~s with reference to a 

· few selected .bank.s (Th~ Uni.t.ed Bank. for Africa 

Plc,. First Ban.li of Nig_eria Plcit Co-:-operative and· 

Commerce Bank Plc and the African Contin.enta~ 

Bank Plc);. 

·.(iii.) . Investigate th'e · pro blems/risks asso·ciated wi th. 

(iv) 

bank. lencting; 

Recomm.end policy u1easures to· be adopted by 

commercial banks ~n. manag,irig their· loan.s an.d 

advances and administering them. to po_tential · 

b.ene fi ciari es. 

il -4 · Hypotheses of the Study 

This study is to be guided · by. the following hypotheses:. 

(:i.) That Loans and Advances are not important in. the · 

manag~ment portfolio of c.binm.erc:ial banks; 
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(:ii.:iL) There is an :i.mv.erse relatïonsh:ii..p between the 

· ]oans and advan.c::es g,ranted by comm.erc.ial banks 

and the:u.r profit ear:r.i:d.ng,s,;; 

(':ilJL:ii..) Tllliat; tlu:.e Eoans alilld Advan.e:es maELagement. strategies 

of: commerc:ia]_ banks over the years have not been, 

e f'.lrecti.v.e .. 

1 e5 De fiml.u.o:m:i of Terilll$3. 

1 • Bank Lo ans 

A qank. loaili ïs part. o :fr Une Asiaet.s o :.Ir a balllk. · 

usua1Jl;p g,i ven omtt t.o c.ust..orruers o:ff the ta~ as; 

crediLt, facilit.y.. It :ii.s a fil1llan.cing, instrumen.,t 

ta:ii].ored t.o rrueet th.e spec,i.fi.c finan.c:ing, needs of 

t,hte borrowero-

2.. Advallllc.es 

An. Advan.ce ordümarily. means. t.<w pay be fore 

due t:i.ime lJI· to len.d especially Ol1li securi.t;w ... 

3.. Manag.errue1adt Strateg:ii.es 

Manag;em.ent strateg_ies i.s defined here t.o 

mean those measures undertaken. by ba:mk. manag,emien;it, 

whiJLe advancil1llg an.d rec:o'ilering credi ts fIT,oaùs and 

adva:rw.a:es.) t,o their c:ustomers •. 

4.. Ef.fec:ti veness 

We de fine ef:f.'ec;ti veness to mean the abili.t;y 

o.r commercial hanfus to manag;e their Eoans and 

Advances effec:ti.v;ely (efficierr.tly.') thereby maxfund.zing_ 

profit •. 
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1 .. 6, Sc:ope and Lim:ii..tations ofi." the Stu~d;x 

Tlilte stud;y :ii.s ii.nt.elilided to cover a period o:li'." ten 

years (1980 - 1989,i) ,. a peri.od so chosen for sorae basi.c 

reasons,,, a.rn:.ong. wb.i c:h. ii.Ihc:lli:iide; 

(1) Tlme availab:ilii ty of relevant data •. 

{2) The fac.t hll!at the period covers three di f ferent 

econom:ii.c scenarii.a of the :W:i~erian economy 71. namely; 

a perio d of o:ii.]. hoollill ( 1980" - 1 9SJ1 ) and t,J!l!e subseq uen..t. 

m:onetizati.on of tbie oil ~evenues 71 a period o.:n." 

. austerÎtJ' (19.S:2"".'1985-) alil.Jd a period of StructuraJJ.. 

Ad j:wstment alil!d re forms beg;Lm.m.ng frorru 1 98:6 •. ':Jihe 

· ef:trec:t.s ©:f these periods on balillk. earning.s,; :n:..oans 

and· Advanc.es ,, the:i.J.r provltsiol!ll :fi'.or Bad and Dc:iubtfu]. 

debt.s (a prox;w ior the rate of. Ji.oan defa.ult) are 

importal!lit ... 

C.3) The Loans and Advane:es !lllla.nag;emel!llt strateg,ies 

adopt.ed by th.ese banks and ti.heir e f f ecti veness 

jjs appra:üs.ed with:iin the study. period •. 

(4) The studi· iis iinte]llded to cover somie selec:ted :fol!liJ?.· · 

(4) c:o1llilill1erc:ia]. bamiks ,. nam:ely;_ the United JB'ank for 

Africa (UBA) P]c., First Ba:ni:k of Nigeria (FBN:) Plc,, 

African c:o:irut±ne'ntal Bal!llk (.AC.B) Plc,, and the 

C'.o-operati ve and Commerc:e B:ank ©;:û N!ig .. eria ((C:CJ!l) Plc. 

Tlma.t :ii.s two (.2) banks ou.t of t.he three bigg,est banks 

in JNfig,eria Ct.he big three) and t.wo ( 2) out of the 

medi UIJID.':"'sized ba:nks •. 

CODESRIA
 - L

IB
RARY



a 

lj[l'be limd.. ta ti.ons of th:is s t.ud;yr încl 1il:de suc:lm 

flac.tors as; 

· (1 ) Ti:mte :. T:lnie researcher was facecdi wi th the pro blea 

of apport:ii_o:m.ng, his lirnd.. ted timie between. wri ting 

thïs d:iLssertati.on and other persom.a1 bUJt vital 

respon.si bili.ties .. · 

(2) Data:: Tlme problem of data collee:ti.on in a 

developfullg. e<:::ono:rmy as ouJ:'s is wehl kn.own.. T.he 

absence of a data bal!lik. and th.e sec:r:ec:y associated 

Wlit.h the release of orf~cial docu!lllents are 

:liniLpedi:mien.ts t.o research. efforts.. Thii.s study ,-

had. lits own f.ee] of t.hese obstacles.. Tb:Uis,. ·:ii.t. 

was di f.îii..c;ul t.. for llil!e to g,a tbier aIJJ. the required 

o:ft:fl:b:::ial publicatiol!lls on tlilie Aru11lla] Reports 

and Fimianc:ial Statements for t.h1e four selected 

case study, ballllks for ttbie teJru year period of this_ 

study.. Fbr thïs, :urnm,erouis trips had to be uJruder

tak.en. to t:hiie Bread Offices and bran.c:hes of these 

balllik--s ,; al.thoug,lilt no t wi t.hou t t..he req uired hwreaucra tic. 

red-tap:ilsm assoc:iated. wi t,h. ob:taillliing, iaformation. 

frolllih public: establishments. At: a stag,e, some 

shareho1.ders. oil. these bamiks bec:an:1e helpful in. 

supplying, t.h..e req uired doc:um1ents •. 

The rec:eipit- of a md.mnfüm of Eiglœ.ty fi ve perc.ent. 

( 85%) of the admd.mstered quest.iomllaires is howev:eF.· 

satisfaetnry,. 

CODESRIA
 - L

IB
RARY



(3i) Funding: Th.ie funding of this researclru was not an. 

easy one as th.e researc.her is c:o:mistrainedi. b,_y linù ted 

resources.. The cost. of c;omptllteri.zatiol1ll. of the models 

and th.,e v.arious t,ravels associated wi th such a work 

were en.ormous.. Howeve:ri,. th,e researc:her remains; 

gratef't:l!JL t.o Ulle Coul1llcfil. for th.Le Development o.i 

Social Science Researc:lm in Africa (C:ODESRIA ''s) 

Sma]] G:rants prog,rarru for thesis wri ting, :ffor com.ing 

up handy wi th, their award almost whe111 all hope 

was lost. ful:. the c.onti.111tuation an.d eve:n:tual c;omplet:h.on.. 

of this research. 
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CHAPTER TWO 

1ITERATURE REWIEW 

110. · 

îille c:hambers t.wentieth c.en.t.ury dic.ti.onary ( 19,Sil.), 

de fin.es a loan as anyt.hi.Dg; lent, especial1ly m.oney 

at. :ii.nteres,t... Tms agrees wi t.h the defi:md. ti.on b;y 

Hanson. (19.''è'''l) off a loan. as t.he borrowing; off a slillm, of 

money. at an agreed rat.e o:f interest., usual1y :for a 

speci fied period of t.im.e by, a government ,. an.. institu.t.:ii.010u 

a business fi.rm or an indi "llidua1L •. 

].oal!lls: c:an. be o'f t.h.e short t.erm. when. the period. 

o :fi" repayment. do es no t exc.e ed one cal ellli.dar y ear ,. O,F. 

when. governm.ent.s issue treasury. bi].ls, to the mo:n.ey 

market.~ G:overnment.s cal!l.. also borro'w on loJO:g, term ... 

by t.he .issue o :f stocks to the capital market.... ].ong 

t.erm borrowing usually. exceeds a period o:fi' one calenda:rr 

year for repaymen t.s to. take e f fec:t- •. 

].oan.s and advan.c:es are th.e most. important :ii.nc.ome 

earners for banks,. the most. dominant. assets, as wel1. 

as the most. reg,ula ted ac.ti.vi t.y o- G:overIDn:m1ent- bd.Ji.].s. 

an.d securi ti es are prime eJ!ement.s in "the. as set.. port.

fo]io of banks for two reasons •. First.lylil t.hey are 

readily avai1.ab.1e i:rn. N:ig·eria.. Secondly,, they, hav.e 

both income an.d safet.y: appeal :for balillks.. O.f alJL 

Ül!com.e earning asset.ssi government securi ties are t..he 

m.ost. liqui.d .. A:nd of all the prescribe4 liquid assets, 

they earm1 t.he high.est, rate o.fi." inc:ome... Okafor · (1987)0 
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Comim.ercia]. b:aJlllks of:lier v;-arious s·ervices to thei:r· 

c:ustomers amo!.llg which. include,. th.Je molbd..lization o:fi 

sà.ViiElg_s alilid ot..lmer deposit.sp_, extelwSiOR oil.· cred:i.it. 

ffacilities ·:lior the transfer of funds~ ma!.llageme!.llt of 

c:ustolil1iers illllvest.men:h .. and advisi:n:g on in.suran.c:e mia t,t..ers ~ 

· providing foreig_n exchang,e for travellers,, blll!Siness 

advisory.: servic:es aDil!Ol!llg others.. Tlrli:1_s is il!lt ag_reement 

wi t.h Afolab,i "s Cl 9S;Si) view t.lma.t. e.omimere.:ial b.alThk:s services 

whiclili. could be grouped ilillto fi ve categories iE1tc:l11lide 

deposi t. collection,,, mon.ey t.ransmd.sslion servic:es ,; :financ:ia]. 

servie.es,, foreig.n. services and credi t •. 

Adekallll;we Cl 983'.6) bas opil!1ed that as a g,enera] · 

rule ,, tlllie c::ust.0I11L.er t..o whomt facili tjj_es are t.o be ext.e111ded 

umst. pass the test: of rel,iabili t;Yt,, personal iIDtegri t;y 

anid hollllest:y;~ Ele do es no t q uali fy :t"or b.anik. assistance 

jjf_ b.i.e lac:ks ·an.y of these · quali.ties - however stro:n11g his 

securi t .. y:. Thu.s ,, :il.t jjs llll.ec:essary for a g_ooci. ba:nk.er to. 

know his customer very well and be able t_o judg,e not on]y 

the qualitii.es men.tiollll.ed above, bui( .also th.e customer 0 s. 

abi]itty,_ iJr1tellig_enè:e,;· dedicati,on t.o work,, knowledg,e oi 

the operation.s of his compan~ and b;usi:n11ess experience 

g,e.Iù;.erally, •. 

As pro fi t.-mak.in:g concerns,, loanis and advan.c:es 

are important i te!il1.S3, for co:tmimercial· banks.. Ower t-he 

past. de cade J;• 1oal:1S a~d ad van.ces have· consistently 

ac:c:omruted :fi.or about one-third of banks n total assets 
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Ajay.:ii.. (J980) .. F<D,r instance~ the Umted Bank for Africa 

P:li..c· :ii.n 19,8.0 g;ran.t.ed the sum or 0 .. 8:65 bill:ii..on naira as 

loans and advan~es whicru·iB aboux half of its total 

as sets for tha t J·ear •. Jin 1 98;9 ,. t.he sam:e barlik. g;rali1it,ed 

some 3 .. 04 bill:i.o:n naira as loalills an.d advanc:es which was 

about. Olille-thï.rd of :li.ts total assets for t.he year.. ':ub.e 

otlmer case study banks show the same pic:ture of loa:nis 

and advan.c:es - total asset.s ratio for t.he period cov.ered 

p;y this studi·. 

Th.e eeli'lttral Bank of Nigeria acting, i:n i t.s: 

capac:ii ty. as the apex li:i.alllik ad vises commercial ba111ks 

throug;}u; :il.ts yearly. monetary pol:ii.c;y, c.irc.ulars_ t.o ext.end 

a g;reater proportiolill of' their loa:ims alilld advan.ces t.o, 

what :ii..t descri l:ùies as tlme pref.erred sec tors of the 

ec:onomy whlc:h incl wde, agricuJ.Lture, m.anufacturing;,, 

mil!ldl.ng; and quarrying, c.onstru~:t,i.on an.d servic:es etc ... 

See Table I below. 

CODESRIA
 - L

IB
RARY



.·l}, 

Table 1 

COMMERCIAL BANKS' LOANS AND ADVANCES CLASSIFIED B.Y PURPOSE 

(PERCENT') 1980 - 198;9 

Pre se ri bed Percentag.e 

ory; of 
1980 19-8-1 1982 1983 1984 1985 198.6 1987 1988: 

wers 

-e:t:erred. 
:::tors •. 

•ri c ul.t ural 
)duction 39.0 39.0 59 •. 0 61.0 1 o •. o 12 •. 0 15 .•. 0 15,.0 , 15 ... 0 

:iufactu-
!1g, Enter- 36 .• 0 36.0 16.0 15 •. o 65.0 6-3.0 63.0 35 •. 0 35 •. 0 
tses 

tal. (A) 75 •. 0 75 •. 0 75.0 76 • .o 75 .• 0 78, •. 0 50.0 50 ... 0 50<>-0 

19a·s 

15 .. .0 . 

350,Ü 

50 ... 0 

1er· 
~tors. 25.0 25~0 25.0 24~0 25.0 25.0 22.0 50.0 50~0 50.0 

(A) and 
1 oo •. o 1 oo •. o 1 oo •. o 1 oo.o 100.,0 1 oci •. o 1 oo.o 1 oo • .o. 1 oo •. o 1 oo.o · 

( B) 

~c:e:. Central Bank of Ni.ger:ii.a,, Annual Reports and Stat.ement 

of Ac.c.ount.s.. Vari.ous Issues •. 
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Thus,. f:rom the tabl.e above it :ii..s evident that. 

c.ommerc;ial · banks extended wi thin t.h.e study period 

on t.h.e average some seventy .. ·, :fï.ve percent, (75,%;) of 

t.heir total. loans and advan.c:es to the pre'f'errecdi. sectors., 

of' the ec.ônomy • ." Eoans and àdvancës thefefore· const,i

tute a handsome proporti.on. of· com:merciaJi banks 

bank.ing· act.i vï.ti.es and a major source o.:fi'. in.terest. 

g_enera tion •. 

Co.-x ( 1 979), has shown. tha t. a banker who i.s 

fac.ed wi.t.h th.e request. for loan or ove.rdrafts, 

:fa.ci li ti.es must. al ways ask. four bas:hc. questions,. 

' namely, t.he custom1;:;r·TI s. own resourc.es. and whether 

the banks is being asked to lend t.oo much in 

comparison. wi th these resourc.es... Most. managers 

agree that if the cust.omer has a reasonab1.e am.ount 

of hi.s m.o:o,.ey in.vested in the pro jec:t he wil.l hav.e 

plen ty of incen.ti.ve to see i t. t.hroug:h. to a profit

able conclusion.. AJl.though no hard and fast rul.es 

can. be laid down i.t is o f.ten thought tha t the bank. 

shoulid n.ot. have more in:v-est.ed in the business or 

pro ject thaIDL the c:ustom.er •.. 

Naturally a lender of money i.s entitled to know 

t,he purpose for which the advé3:nce :iis, required.,. A 

manag;er must bear in mind whiJ.Le advancing, a la.an.,·,:. 

th.e monetary polièy ·guidelines of the een.t.ral Bank of· 

Nig,eria :ri and the purpose of the advanc:e should fallJL 
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within. the terms of the bank 1is; own policy. .... Also,. 

because t.he deposi.ts that GoI!ill1erc:ial Banks hoJi.d are 

usually wi tlmdrawable on short. not;i.ce,. the loans; 

and advan..c:es they also mak.e are of short, term. basis .. 

Tbi.1:llS ,, Coillln.ercial BaIJ)ks do no t en.gage in long term: 

l.ending; acti.vïti.es ... 

Again,. th.e m.ode on· repaymen.t i.s o:f.· in.terest to.1 

the len.din,_g; offic.er... If the loan proposaJi. is for a 

business,. the adva_nce can only be repai.d from, future 

profits of the business •. ThUIS,. th.e officer need.s. 

to ensure th.e ad van.ce will. ü1crease the pro fi t.s, 

of the bwsin.ess,. aft.er allowing; for th.e in.terest. and. 

charges to be made on. th.e advance.. Ewery, av.ailabJ.le 

informa t:ioIDi on a c:ustom.er should be sourced if the 

loaIDi.. :ii.s a persan.al. and not a b.u.siness loan... Such 

iJJliforma tio:n. should i:acl ude but not. limi.t.ed t.o h:ii.s.: 

earnings and social liîe as well as his otheF· 

prevïous. financial commi tments .. 

G.overn:ment expects banks t.o be good c:orporate 

ci tizens. and t.o shou].der ""IZ'arious forms of soc.iaJJ.. 

responsi bd.li ti.es.. These expec.tations, though .. -l~Jl!.l!ll:Îl;n:~, 

o:fte:n.. have c.:ost. implications and are therefore at. 

varian.c:e wi th the inc.ome expectat.ions o:fl owners •. 

Per.suasi v.e c:us~ers. c:oul.d. easily g;en.erate sentiments; 

which con:flic:.t with. the polic:i.ies of a ban.k or ev.en. 

w:iith the g,eneral ec.onomic policy o :fi.' gowernmen.t .. 
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Bank maIDtag;ement i.s th.erefore p1ac:ed Üll a perpetual 

state of c:onflic;it, resolutï.on.. The conflic·ting: 

dem.a:ruds of the bank "publics" must. be reconci]ed 

and harmoni 9ed.. This demands optimal al1ocation. 

and ef:fi.c:ien_t. manag;ement of bank resour~;es and raises. 

the basi.c issue or bank: port.folio, formula tian and 

manag;ement •. 

It has been. variously argued that banks face 

risks while g,ranting: loan:.s and advances t.o potential 

heneficiari.es.. Two different_ kinds of risk are 

important:. to a baJ!l;k,. inv.;estment or default risk. 

and E:ilquïdi ty r.:U:sk, any- other risks rnay be desc:ribed 

in t.erms. of ei ther or both of,' them., Aja--Nwachukwll!. 

(1990) •. The default.. risk :i.i.s conc:erned wi th the 

assets he.ld by the bank as a credi tor·o· Tlnie balnlk faces . 

the danger that its debtors may not make payments due 

on int erest.. and principal°" As a resul t., i t demands, 

risk premi.ums from i ts de'b.tors and other things. 

being equal, the greater the possibility that a 

deb.tor wiJll. de:f.ault. the greater the default risk and 

risk. premium. demanded. AJl.so.,, de.:faul t. risk could be 

due to market. 11 s evaluation of bank assets whic:h may, 

resul t.. in th.e fluctuation of their yields.. Tbie 

other form of risk. is the wi thdrawal or biquidi ty 

risk in c;onnec:t.ion wi th i ts liabili ties.. As, a debto:r.· 

t.o i ts deposi tors,, the bank faces the risk that. its; 

c.redi tors may be un.willing. to renew or even extend 
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n.ew credjj_ts. to i t.. Even ·wh.en. they decide to continue 

the credit extension, they may only dos~ at different 

terms ,; for example,, a t. increased interest ra te on, 

fixed deposi t.s or reduced servie.es charg,es, and quali t.y 

services on c:urrent accounts<>. Thus, the Eiquidi:t.;y; 

risk, in addition to interest rate variabiJü ty ,. 

:iincre·ases with the type and nature of deposits.. Banks 

are ~herefore placed in a. constant search for risk 

reduction methoda. 

Qrj~ (1989) has demonstrat.ed also that the 

problems o:fi'. bank. lending in Nîg_erian. can be 

associated wi th, the shareholders,, banks and ot.h'er 

sources... M:an;y shareholders,, who are the main owners 

have created problems for some of the banks •. 

Facili.tïes granted. to them espe.ei.ally the state 

gov.:ernments and theïr parastatal.a hav.e performed. 

unsatisfactori1y as they flai1.ed to live up to, 

expectation :Ln t.he performanc:e o.:f. t.hei.r accounts.. In 

the appraisal of some of the JLoans and ad van.ces 

gra:a.ted to s ta te governmen.ts, Central Bank Examiners 

usually do recommend tha t; provision for bad and. 

doubtfu.1. debts be made for thes.e fac:ili ties ... 

Ag,ain1 0rj:ii (1989-) has further shown that the 

administration of the loans and advances port:fo.lio · 

of many banks leaves much to be desired.. FQ,:r instance,, 

the departments charged wi th the responsi bi1i t;y of 

g;ranting; and m.0Jn.=4toring the loans and advances port.-
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:f'oli© do not usuaJ.!ly co-ordinate their efforts.,. T'lr1e 

admüliistrat.ion of ba:nk lending in most banks is 

charac,terized by the following_ irregulari ties 

Facilities are not subjected to proper credit· 

appraisal. be fore be.ing granted to the customer ... 

:n:n some cases, nei.ther the abili ty to repay. 

nor adequate securi ties were availab1e •. 

The v.f.a bili ty of. the pro Jec;ts to be financ ~d·. and 

·the iTotegri ty of. the c.ustomers. are :no t. usual1.y 

g_iven the pride of place in the processing_ of 

-application for credits. 

Several instances where c:ustomers are al:U.owedi 

to draw part. or the total valu,e of the. loan 

facili ties wi t.hout observing; condi ti.ons precedent 

to granting; the credi ts such as the submissi.on. 

of ïrrevoc:able undertakin.g; t.o pay future proc.eeds 

of saJ1-e o :f. goods/servi.c.es into their accounts 

or perfecti:ng securi ties are common. 

~o:nthly or periodical returns to the Headl O.·f fice/ 

Area Offi.ces in. respec:t of Loans and Advances are 

stihl being handled wi th Levi ty.-... They are o ften. 

non-challan.tly. prepared by branches as mere routine 

exerci.se wi th inadequate information for meaning,fu]. 

c.ontro] .• 

T.he att.i tude of most of the managers towards :.·). 

facili.ties granted by their predec.essors,,, Area 

Office or Head Office are usually luk.ewarm.. Th:ii.s; 

attitude had led many fac.ilities to det.eriorate since 
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adequate efforts are not made t.o moni.tor· them 

promptly w.i.th a view to recovery. 

- The <;:;redit files of most oi the borrowing customers 

con.tain. li ttll.e or no informatii.on of value.. lt is 

disappointing to note that credit fi1Bs of debtors 

owing, large sums of money c.on.tain lit t.1e or n(!). 

information at all~ Some of the securities 

pledg,ed :t'or the facLLi ties are ei ther of dubious 

value or have had theïr worth g,ross1;y exaggerated •. 

- O.wing to the general laxi t.y in staff discipline 

in most of th.e banks,, branch_ managers r: care fre~ 

atti tud'e to reGovery are n.otic.ed b;y t.he authoriti.es ... 

rn defiance of bank interna]: procedures,,. staff 

ac:coun.ts are usually over-drawn,, this has g,enerated, 

an. a iimosphere of g,eneral indisc:ipJ.Jine in most of 

the banks., 

- Failure of management to have a defined lending: 

policy and follow i.t · religiou;sly •. 

Other j:ir:!~~a1Wll~t!ü@~ are that Loans and Advance·s 

are g;ranted to a new and untri.ed business which is; 

inadequately capitalized; toans and Advances granted 

for spec:ulati.ve purposes,, Loans and Ad.va:nces made 

because of other benefi.ts such ·as controJL of larg,e 

deposït. balances and not based on sound len~ing 

princip]es,, faiJJ.ure to estaolish. or enforc:e repaym.ent 

programme among, others ... 
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1Yghamadu (1991) is of th.e view that bank fraud 

is heing celebrated in 'Nigeria instead of finding, a 

lasting. solution to i to. Acc:ording to him the Centra]. 

Bank of, Nig.eria admi tted that a total of 32 fraud cases 

in the sum of ~134,830 millï.on were attempted in the 

last. one year.. Again in April 198.4,, fi ve Central. 

Bank. of Nigeria staff were found II ghlil ty" of 

conspiracy, to steal money totalling_ N152,229 and in 

JïulJ)'. 1986, ·a four million naira (N:4 mill:ion) fraud 

was disc,avered in. the Exchange GonttroJ:. Departmeri t o :f' 

the barik..<»· The c.olilisequen.càes, of bank fraud are ohvious .. 

' 
For one thing, ït erodes public: confidence in the 

ban):üng. sector as a place for deposi.ting theï.r mo~ey. 

and by extension i t discou:rages. the banlr,ing, habt.t. ... 

For another, .. i t could se.are foreign. investors away 

from the country because the logic for establishing; a 

viable and enabling, environment for any countr;y wil.l. 

be m.eg.ùing1ess if i ts banking_ sector is ver-y, porous, 

to fraud. 

Apart from the issue of bank fraud,. there i.s also; 

the related problem of loan default that has 

characterized the lending, activi.ties of banks.. Banka 

therefore have had to make adeq_uate provisi.on for 

bad and doubtful debts. For instance,, the Uni.t.ed. · 

.Bank for Afric:a Plc made a provision of *2 ,.335 rnilli.on 

in .1 980 and up to N571.793 million by, 198.7,,,.. Also the 

C:ci-operativ:e and C:ommerce Bank Ple: which made a 
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provïsio:n. for bad and doubtful debt of fif:3,064 million. 
m:hlli.on 

in 1980 , .. provided for N.19 ,_200gin. 19819,. Thi.s g,aes t:oJ 

phow the rising trend. in default. rate and other risk 

exposures. faced by. th.e bank:s •. 

Thus,. the Central Bank of. Nigeria and the Federa]. 

Mimstry of. Finance join.t1y established the Nigeria 

Deposi.t I:n.sura:nce Corporati.on... The Corporation. 

established by Decree 22 of June 15, 198B, is, a federal 

governm.ent ag.ency to insure the deposi t liabili.ties 

of lic.ensed banks. and o ther deposi t tak:i.i.ng, financiaJL 

institut.ions operating in N:ig,eria... More speci-:t'.ical]y~ 

t.h.e Corporati.on was establisb..ed to. amo:rrug oth.i.er- things 

protec:t. deposi tors int.erest: in. the c:ase of. any 

inisured. bank fa.c:i:ng Liquidati..o:n.. In the event. o_:[ 

Liqu:i.i.daii..iion. of an i:nsured baIDlk.,, the Corporat:ïon. pay.s; 

a maximum. o :r 1'50 ,.000 t.o each deposi.tor·.,. 

The Co.rpora lion,_ ac:c:ording: to t1;1e Business.. 

Concord. Editorial c:ol umn of 15th Oct.a ber· 1991 ,,, 

revealed. tha t some nine c:ommerc:ial banks were 

technic:ally insol wen.t for having accumula ted. an 

estimated 3i4.? billion bad and irrecoverabl.e debts 

whic:h represented. about 73 perc.ent of thei.r tofa] 

Loans and advances as at. December 31, 1990. 

Bec:ause of the.nature of their business,, bankers 

usually ask for securi t.y while trying. t.o advance a 

loan. to a pot.en.tial benefi.ciary.. Among, the types of 

securi ty· acceptable· for len.ding; in. Iî.igeria include:p 

stocks and shares,, li.fe polici.es,; land,. G:urantees,. 
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].et.t.er @:t'' Com:ffort an.d othiers.. Al thoug,h theoretiG::ally ~ .. 

securi ties shoul:.d not be seen as th.e n10st important 

c:ri.ter:i.i.on.. for g;ranting; a loali11. fac.ili tJ, .. practically 

a:tilid :rruore especially; iTu tlille Nfigeria c.ol1llt.ext tb..ey 

o ce:up;w tlllie prirruar;w po s:ii t.t.on. as t.Jllie busin.e ss o :ff 1 e!!L.d:ii.n.g 

IDilL Nigeria :ils :fi.'ull of. suspi.cion and distrust... Th.us" 

tthe N!igerian banker n.eeds t:.o hedg,e hlmsel.f agaüist 

possi bJ..e de:ffaul t by his G:ustormer .. 

However,_. se:ieral wri ters have proposed otlilie::rr 

altern.ati ves t.o lalili.ded propert;y as a securi ty :ii:'or bank. 

1.en.dfuntg;. As reported by Ag,.ada ( 1991 ) otlmer secur:i t .. y 

al t err1at:iLwes ir.1c:l ude ,, lease :lin proc;ess ,. (.i.e. abrt.:dged 

f.aciJJi ty g,ralllitred a prospective l.ease customer be fore 

lease arrang;emelfilt proper is pu;it n place); Venture 

capi.ta]. (.~b:ere 'biaJ1JlkS take up eq ui t;y. position in 

co.mpan:li.es seekili1J.g; fulfilds) ;; hiypotliliecat:ii.o:n o.f. ilili.v.en.tory 

(.where short, term. loalil.Ls are granted again.st existing 

an.d :fl'uture stock;. i:mventtory of a C'.Omipan.;w') an.d advallll.èed 

paymien:ti.,s g,lllia.ràntee.. It. :ii.s however a kn.own. :ff'ac:t. that· 

. lal!llded propert.y; ocCï:upies alllid may e:ol!1.ilimrue to oc:cupy: 

a t leasit tn tlili.e nearest füturé a prime place in the 

lending, requ:ii.remen.ts of· C:ol1illlilereial E'anks in. N!ï.g,eria .. 

Ac:eordfulg, to the C.hamber II s Di~ti'Ol!l!ar$ (1 9Si1 ) 

ef.:n'.'eG::ti weness mean.s li!Javing; li!@.,werto e:t:.fteet, c:ausing 

som.e'Uii.:ng;,., sm;eess:frü]. ilill produci:n.g, a resul t. or ef.:fiec:t .. 

• 
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Tlme ef:fi'.ec ti veness. o:f· banks in m.anagilll!g; t.heir loans. and ... •. ' . 

advan.c:es has been variously, · disc.ussed. by sev.era1L 

c;omment'ators.. Oka:t:.oir C:198,7) 1Ihas dem.on.stratedi that tb:.e 

:ii..ssu.e o:ff.' hank port.folï.Oi management is the question of 

optimal resolJllrce a]Jl.oc:aii:i.on. amio:ng, bank ass;ets.. A bank 

mn:1i.st th.ere:flore select an., asse'lti-nmx whi.ch. en.ables :it.t to 

Ililiainta:iln .. a deli c:a te balance betrwee:n the need · for liq Uili.di. ty 

aIDld trhe demands o :[' pro fi tabilï.t.y.. Th:ii.s represent.s a. majpœ 

dile!IlJlllia. :f.or bank.: ma:mrag;emenir .. _][t t.s the liquili.dit;y versus. 

pro:fi'.i tab,ili t~ d:it.leililiIJJla associ.ated,. wi t,h c:oimTuercial ·baruring,,,

tfute world over.. The dilemma c:arJ.L olll!ly be contained tJmrough. 

optimal 
0

portfo]:ii..ca; c:hoice •. 

Tlflle need for e:fi:::fi'icie:irü port,foli<w-Ililiix arises bec:ause 

a b:ank.1 s overall perfo::r;-miance tends t,o be related. to i.t,s, 

po)rt . .f'oll:ii..o nud.x... Jrt :ii..s oown,,,:f'or i:lillst.alll!c.e,,,. iiJœatr:: 

(:iL) the rate oK profi.t. - befiore t.ax earned. by a bank 

:li.s closeljj relat.ed to the relati.:we proport:ii.oIL 

of jj_its i.nc;o!Jilie ear:niing assets to total assets .. 

(i.:li.) period:ii..c c:hang;es :im tlute rel a ti.ve proportion. of 

i:nc;om.e ear:n:ii.ng assets to total asset:.s generates 

simd.lar chang,es in the rat,e of. profit, tbtat ii..s,.) a 

rise :Ln th.e proporti.oDt c:au:ses a rise in tlllie rate 

o :t:· ]1ro :tTt and vice versa,, .• 
' .· 

(li:li.) p:,roJ:fi tabili:t.y. :ii.s ver'Y} c:].os;e].;y relat.ed t.o the 

structu.re of' a ba:inilt..• s i.nc.oIIIJie earni11g assets ,: and 

(:iLv:.) c:hamiges ful. th.e struc:ture of' su:.c:lilL ass,ets tend ,-

1t.o g;:Lve ri.se t;o similar varia tï.ollJ!s fu1t .pro fi tabil.:ii..ty, .• 
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Aga:i.in,: Okafon· (.198.3:) notes tl:tat t.lme isstt.e o:li'· 

efn'ec.ti veness; :ii..l'.lL bal!'.l!ks loans and advanc:es manag,emen.t 

s·trateg:ii..es jj...s the rruost. con.tentiouis<>- Re g,oes fur"lthe:ir te» 

say t.àat available statistics as at.. the end o,:ff 19&6 

sugg,est:,s some measure o :f. success :i:rn. tJD.Le appl:iic:a icil.o:n:. o.f the 

Centra]. Ealillk. 11 s. g,lld..de]ines on the advanc:enent of th.e:h.r 

Loans and Advances to the pren'erred sectors and tw 

ag;ri cuJ.i.t..ure •. 

The e:ftf·ect.i veness &r othierw:h.se or,_· Nfiger:ii.an. bank:s 

Üll managing .and ree:ov.ering; th.eu· bad and doubtfuill. deb.ts 

has be en q uestioned by many ,. rum:ong; wbio:m; ii.s Og;l.lmlldel.e (.1 991 ) 

w:lmo notes thai1, 

11 :Nig;er:ii..a 9 s e:t'.':li'.'ort; "b.fill plwg; tli!!e wide:ning; 
leakag;e :ii.n bank. vaults,, whlch ham; c:ost 
the na tians eco:rwmty; abolil!."tt MJ 1 .. 9, bill:li.on 
bad debts seel:lll tio h.ave been, <e:lillaracterized. 
by bu.cm passing between borrowers,1 balllikers 
à.nci supervi sory; agents" ... 

Banks are thu.is ofi. nec:essi t;y, required to eff.ec:ti.v.ely 

manage th.efur Loans and Advanc:es by; aoi.bi.ering, to th~ calili.ons 

o:li:· g.ood l.entding; and by reducing the arnrount o:fi" bad and 

doubtf1illl .. de-bts resulitfuillg; :li'.:rom tfueir tran:sactrii.ons.. The 

objective lis t.he maximd.zati.on of pro_fi t, and· the eventua]. 

growt.m o :ff tlnte :tilla tional econorni;y. 

2.1 ·TEJE EVOLUTION: OF COMMERCIAL BANKINiG: IN NIGERIA 
.. 

T]me evolutjj_on. aNi.d earlJ developlllltent of c.oI!illlTuercia]. 

"banking ii..n Nig:eria have been extensi ve]ly discuss;ed b;w 

sev:eral emin.elllt wri.t.ers suc:h as Brown ( 1 96E) ,,, Nlwal'ilkw(D; 

(J 980) and trzoag,a (J 9,8,1 ) • Other authors have also. 
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c..ontribllli.ted:. to. tluJ.e body of li.terat.ure~ 

Froll!h all rec:orded ac:couJilit:s »· modern e;orn:mierc:ia]. 

li:lanlci.ng; :lin Niger:li.a dates 1;lack to the earl;y · coloniaJL 

period... The ac:ti vi.ti.es of TransnalionaJJ. Corporat:i.Lons., 

. th.e ftii.n.a:ruc:ial tra:rusaetions o :t:· tbl.e coloniLal goVïerUllilien.t:,;. 

the deeline of the bar:t.er system of trade an.d the :li.ncreas:i.Lng, 

ac.ceptanc.e o.f:' British sil v:er c:urren.c:y - all the se requ:iLred 

al!ll iDsti.t.u:tiolll :iLl!ll the formt o.f a c:omt11J.erc:ial n.,ank.:. for safety 

and tra:nsmiss:ii..01ili o :ff funds ,1 the :ilmlporta ti on and dis tri bu.tian. 

@f Bri tislm. sil wer coins and pro ri si.on o :if' cred:L.t to tJme 

gov.ernm.ent and the trad:t.ng; · c;ompa:mdi..es.. It was for these 

purposes tlillat the Aitric:an. Hank.in.g; C:orporat.:iLon (ABC:) based 

tn .::,outh Africa was invi ted in 1 S,92 to open a bran.ch 

o:1f:fice in. Lag:os b:t- the EJLder Demster and C'.ompan;y - a 

shipping: firm which operated sit.eamshi.p servï~.e.s b.et.ween. 

li ver:r;>ool and West, Africa,,. The African Ban.king Corporati.on. 

was thu:s the f:iirst modern e;o.lllll]lercial hal11k t,o open a branchi 

offiee :ii.n. Lag,os.. The bank was takellt oven by Elde:Jt" Deil1l!pste:n

and c:ompany whic:h ran. it as a pri vate bank: until Dec:emibe:ir-

18:92 when t.he Bank of British West Afr:i.Lca (BBWA) now 

Fi.rst Bank: was organised and reg,istered :iLn London. wi tlIL 

an. authorïsed c:api.tal o.f ~100 ,ooo.. The Bank o,i. Br::li tish. 

West Africa opened t.ts fii.rsit bra!l;c:h. :iLn Lagos :ii.n 18:94 .. 

Fli..ve ;years J.Ja t.er th.e paig,es Trading; firmis, :Ln Eastern 

N!igeria UJJJ.der the leadershi.p of. the Royal Nig.er Company 

established the Bank o:fi' Nigeria,,. ]]zoaga· {193;1 ) .... 
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The real wat.ershed i.n. tlilie evolu.t.iLonary proc:ess 

of' banking, :iln Nig;eria was attained :il:n 1952 wi th tJme 

enac:tment. o:fi'.' tlllie fi.rst. banking leg,islat.i.on - ü.e 

N'ig;erian B'a:mk±ng Ord:iinanc:e off. 195,2 which was lat.er 

repealed and replac:ed by the Bankd.ng_ A8:t o.f 195a.. The 

history o.f Ballliking_ in N!ig,eri.a _fails :iinto, f:ilve major 

periods~ namely; 

(:ii..) The Era o,:t' un.co:ntrolled ba:nking - 1 ~9)2 - 1952 

(:ii..:ii..) The Era of Bank failures - 1952 - 195,9 

(:ii..ti) The Era of Gonsol:iidati:on or banking 

(:ii..v.) 

(v) 

]egisJl.a ti.on 

Era <n:.f i.ndige·m.zati.on.. 

Era o.f Expans:ii..on and c:om.peti.ti ve 

b.anlting 

1959 - 197'0 

1 970 .... 19Sil 

198il .,t©J dat.e .. 

Nwankw01 (.198.0) has repo.rted .tliLat. t.he per:ii.od!. 

(1&9,2-·1952) ïs c:hiaracteri.sed by two ma:ii.n. features..,. One 

. :iLs tlwe absenc:e of an;w bank.ing; legislat:ii..on.. Th.,ere was ease 

0if entry i.nto the banking; industry,: ior all types o :Ji'. 

aspi.rants .. · Anybod~ e:ould set. up a banking, com,pa:n:q "· 

provided lllie reg,isteredi under th,e compani..es ordü1ance :i,, wh:i..ch 

required tlruat. mem,bershi.p of partners:hldLp did not exc.eed. ten,... 

Oncc.e· reg,istered,. th,e i.n..di v.idual or· compan.y c:ouJi.d eliigag,e 

in.·any type of ban.king bULSiness without an;w restrict.i.ons 

exc:ept that;, Wlillder tlme sta!IllP. dUiti.es ordina:JJ;l!C:e (N01i,. 5; <Dif 

1 9'39) the b,alO:king; c:omipany .could not i.ssu.e Bank e:;:i,:f' Eng.land 

notes .. 
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The sec.and :freatlli!'e of. tlüs period :iLs that. :lit was 

duril!llg,tfüi..S_;.era tbiat the. three bigg,est :füreign baDik:$; 

and t.h.e t.wo big,gesit i.liltdig.enou,s banks were establisbied .. 

The :fore:ii..g,n. banks were the Bà.l'JJt 0,f Bri tis1m West. Airica 

(BBWA) ,, t.lllle Barcla~s Bank Dmmd.nion, colonial and ov.erseas.,, 

alllid t.llli.e Bri tislni and French Bank.. Tlnie tw(OJ :li.n.dig;eno.1Jl.lS b,anks 

were the N.atii.onal Bank: of Nigeria and the Afrïca:n 

Co:n:.t.inental Ba~. Lirrrui.ted .. 

Three other tJDi.dig,eno11is banks were also estab]t.she<di 

· wi irJlin. this period,, :name].l}I';; t.he Wiig,erian. F'armrers and, 

C.omimJercial Bank Linn ted_ estra.hlished in 19)47', t.lme AgbID>nmag,be 

Bank. L td :ii..IDi .1945 and t.bie Merc:hants Bank in 1952.. There 

were thus ,; seven balllik.s al tog;ether duriIDLg th:ii..s perio;d o.:f 

free bank:.ing,., of these,. three were expatriate and :flbùlU!.'' 

were indigenous banks .. 

Indeed,, :il.t lmas been variously, report.ed t.ha t. between: 

1947 and 1952,,. a total oi' 165· banhl.ng; comrianies were 

· reg,istered füm Nig,eria of whicfui 145 were registere<ïii :i.n. 

1 94 'l' and 40 jj.n 1 952 .. 

·T.J!le phase· {t:195)2 - 1959) of ba.lûkd.ng, dev.elopment :lin 

Nigeria jjs eharacterised. by four mai11li. f.eatures, nam:e].y.; 

the :itm,plement.a 1t.:ii..on. of the Pa to.n C:omrnd..s$Ï!.on Repo,rt :iLn the 

1952 ordina:nce ~' t:he c:ollapse of the :lind:lig,enou:s banking, 

establishments and tthe absence of C'.en.tral Ba:tr.ùk:ti.ng :ii..n. 

N:ig.eria.. m;wank:wo. (198.0) .. 

Mr. G: .. D •. Pat.on. report.ed in 194Si,, and the governm.ent 

e:nac:ted the f:ii.rst ever Bank.:hng; Ordinan.c:e ,hll! 1952.. T.he 
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0irdina.nce requiredi. t.hat no balilJlting lo,u,siness shalJL be 

tranis:ac.tedi. in JN'ig,eria exc:e·pt, by a Company. whi.ch. must tak.e 

up a ba111ù:ng; lii..cence n~om: the Fililiancial Secreir.arJ after 

pa;y.::hng in cash W25,,,000 out .. of ali'll authorisecli capi.ta1. (llif 

ii50~000 for i.ndigenous bal!1ks and ~200,000 :ftor.· expatriat,e 

bal!llks.. The ord:iLmanc:e further required banks iro. miaintain. 

a reserve fund, in..to whic:h. 20 percent o :[ pro fi t,s would 

be paii..d a:wrnally until the reserve :fl'und equalled the 

paid-up capitaJi and to mai:atain a:n adequate degree of 

l:iLq'liÛdi.t~.. Banks were also prohi bi ted :li:rom1 payi.ng di vidends 

until. capitalized expendi.t,ure was written ofi •. 'l'he~ were 

also. prohi b.:ii.t..ed f:r·om ~ m.ak.1,ng, loans on the securi ty o,:f 

thei:r shares and from malting, unsecured loa:ns o :f. more than 

N600 to the:tr directors or to any pri vat.e compan~ fu11. wh:iLch 

the directors had an interest •. 

To ensure complia:nce the ordinanc:e provided :[Or 

bank examinat:U.on. and supervision.. Tlme F:ii..nancia].L Secretary 

was g,i ve:n the power to refuse or wi tlllidraw a licence :hi, 

:ii..:n m.s opinion,, the af:t:airs of the bank were likely t.CD, 

be conducted or were in fact being,, conducted in a manner 

pre judical to deposi tors •1 uterests •. 

The second fea ture of this era :ii.s the c.ollapse <Dif 

the indig,enoUiS banking, boom.. The. 1952 ordinanc:e beca~e 

operational. for aJil banks :Ln the count;ry .in 1955 and b;y 

·this time all the mushroom:. banks est.ahlislilled since 

1945, ha.d c.ollapsed wi.th the except:li.oii1 of· three. namely;,. 
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tlrue Afr:iican Go.ntinen.tal Ba:mik". the Ag,boirumagbe Bank 

and the Mtercha:nts Bank.· The N!a tionaJl Bank of N::1.ger:iia 

:iincorporated in 1933 and the t,hree already mentio:ned 

were th:e ioutr indigenous·banks plus the three expatr.ïat.e 

banks that survived the banlriIDLg: boora of the ]at.e 

1940"s and the early 195o~s ... 

The third f·eature was the beg_inning; of stat.e 

support :for and assistance to ±ndig,enou.s banking.,, T·he 

:fi'.olll!r hdig,enous banks that survï.ved the boom era cou]Ld 

not. have been able to do so if not for the support. 

and. ass:iistanc.e of t..he state... For iil1stane:e,; t.he 

African c:ontinen.tal Balllk. rec.ei ved rnassi ve inj,ect:ilon of 

public funds before i.t was able to quali.fy for licence 

at the expiration of the three yearsm grace period 

allowed under the 19.52 ordina:nce in 1955... A1so,, i.n 

pursuance of this polic:y of encouraging; indig_enous 

banking, development the Western Regjon. government 

injiected publï.c: funds into the National Bank o,f Nigeria 

Lirni ted,, the Merchant Bank of Nigeria 1irni ted and the 

Ag;bo nmag ·he Bal!'l!k;~ 

The fourth. .feature of thi.s phase was the absE;nce 

of a central or Apex Bank in the country.,. As had been 

noted elsewhere in this work:ii. the .f:Lrst ever banking · 

1egislati.o],'1 :in Nigeria was enac.ted in 1952... Pri.or _to. 

thi.s time,,_ i.t was an èra of uncon.trolled entry 
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iJn..to banki:ng; business in tlllie c:ou:nt.ry... Tlwe li.q uidi t;y, 

requirentelDlts also work:.ed hardshiLp on indig,enous ba:nks 

b~c:ause there was :no Centra]. Bank o :f. Nig,eria be fore 

195Si an.d no org,anii.z:.ed sec;uri ties market be~ore Apri]. 

1 960 nor d:ii.d. the ordinan.ce em:powet' the Finan.c:ial .. 

Secretary tro per.f'orm somie C'ent:.ral Ban.king flunctions sucbi. 

as provision. of l:ii.quidi ty t.o b.afiliks in even.t of di:ffic:ulty .... 

E:Tienc:e t:here was n.o irwst.i tu.ti.o:n which c;ould help a .bank. 

in di stress ei t.lmer by issuanc;e of addi tri on.al cash. ii.n, 

exc:hang,e :fi'or the bank 11 s assets or by exte1111.sii..on. of loans; 

on t.he basis of. whatever· assets the bank could protide.,. 

Th:ii.s suit a tian no doubt con.t,ri bu.ted. ta the hig;h failure 

ra te arruong; indigenous banks,&- U:zoaga O 98'.-1 ) .. 

The th:li.rd phase of. cwmmercial ba:nhl.ng, evolut:ii.on 

in N!ig_:eria was one t:hat requireclJ. the co11soli.daiü .. on o.:t: 

the baID!k:li.ng; iru.tdustry througlm leg;i.i.sla tio1111.s to pwt a 

permanent stop :i, f. possi b.le to th.e frequent balllik. failures, 

that c.haracterised the sec:ond phase .. 

As noted by Nwa:mikwo ( 1980) ,,, this era was; 

c:harac.ter:i.Lsed 9y _the estahlishmten.tr of' the C:entral 

Bank o:ff Nig;eria in 1959,, the layi:liJ!g; of. t.he foundation.s 

on tlme. N!igerian ~Oney and capital. markets,, for 

exaillliple, the Treasur]· Bills Ord~nance promulg,a tedl i.n.c 

1959i,. th.e Barback C.ommd..ttee 11 s report th.at resultedl 

:ii.n th.e estabJ..ishmte!i1.t o:fr the Lagos Stock Exchange in 

1 96:1 ,;. the emergence of m:ixed baillks<> Also/,, .fi v.e 
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banking legisla tions wi thin the period. need to be 

mentioned •. They include, the 1958 banking ordinance 

whi.ch b~ came e f fec ti ve in 1 959, the 1961 , 1 962 and 

1964 Amendm.ents and the 1969 Banking Decree .. 

The 195a ordinance dropped references t.o 

authorized capital,. t.he paid-up. capital. for indigenous. 

bank.s remaine·d at N25,000, that for expatriate banks. 

was raised from 5200,000 to 5400,000 and the port~on 

of profits to be transferred to the reserve fund was 

ïncreased from 20 percent. to 25 perc.ent •. · Under the 

ordinanc:e bà.nk.s were also prohi bi ted from ovming 

real esta te exc.ept where strictly necess.ary •. 

The 196.1 Amendment was mainly on the liquidation 

of bank.s and provided for the appointment. of a 

receiver and liquidator~ 

The .1962 Amendment raised the minimum paid-up 

capital for indigenous banks from 525,000 ta. N:500 ,000 

wi th a period. of s·everi years for existing, banks to.. 

compJi.y.. The Amen.dment :further required expatriate 

banks to keep wi thïn. Nigeria assets of at l.east 

~500 ,000, i. t required banks_ to. write off. lasses be fore 

making_ the 25 per cent transfer of profits t.o the 

reserv.e fund, c.hanged the defini ti.on of liquid assets. 

and empowered. the Gen tral Bank of Ni.geri.a to be 

flexible in. app1.yi.ng, t.h.e defini.tion for the purpose 

of' c.omputing the liquidity ratio, allowed banks ta.. 

own real esta tes for the purposes of future expansion.'<>-
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Und,er t.lilie 196.9,; Decree, ail balilks were required. 

to be locally i:L1J.corporated, i:mi.creased the md.mmurm.. paid

up cap:ii.tal for i.n.d:iig_enouJB ban.k..s toi ~-6.00 ,.ooo and :fi:bE· 

expatria t.e baliliks tro M.1 .-5, md.11:ii.on.. The Dec:ree also 

requi.red balliks :fi:or the first timte t.o rruaintain a capi-taJi.. 

-deposi.t r.at,io of betwee:n. lü and 30 percent, raised 

the capi.taJL loa:n ratio :frorru 25 to 331 percent,~ :n:t 

also. empowered t.Jme c·entral Bank.: o :fi' Nig,eria t.o mton:ii to.r 

alili.d vet bank advertiserrueThts arud to authorize closure 

or operui.:ng ofi. bank. branches and bank: amalgaID1ations .. 

The a b©Ne enac:tmerüs, provisions and amen.dments. 

were aimed a t clos:i.i..ng, the Jloopholes tn pre:viol!I.S 

leg,islati.on. ·and to g;et the system worki.lil.g .. 

O~:fümr C19S8) observed Uiat th.e seed o:fi the 

:iiJrdigen.i.zatï.on processi was sowed during; the ci vi]. waF· 

period.. The experienc:es of.· th.te war derruonstrat,ed ith.e 

virtui.es of. natjj_onal self' ~elïal1llc e t:o miost Nigeriaill.s .. 

The sp:ii.r:ii.t o:fi selfi:' reliafillce was g,ermane t.o · the 

pronmlg,at:Lon. o:[· t.h.e Enterpri.s~ Promotion Decree :iin 

1 9'i?2, popwlarly called the Indigenizatt:iLon Decree ,. "bi 

whiclili. goverl1ll11Jent. soug)a.i.t to ÏJilic:rease lac.al partiçipation. 

ini the ownership ,; management and c.olili.trol o :fi. al]. 

sec:tors. o :fi' the Nlig,erian ec;oruom;w.. Th.e g,oal o :f. indig;e:

n.iza t:iLon., ilili the balilkin.g; sect.or was basic:ally t,o miak.e 

th.e opera tiomis of banks more rel.evant. to th.e needs of 

t:h.e pol:il..cy rruà.ltin.g_ rruac;hin.er~- of th.e system .. 
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More specifica11ly sH in. 1973 trhe Federal 

Governm.enit-,,. i.~ pwrsuan.c e or· .lits poJdLc~ o.f eBisuring_ 

tha t. Nii g;e ri ans o wn. and c:o r1 trol t lnte c om;m.andi ng h eigh t.s~ 

of their econorru:y.,, t.ook. enoug,h perc:e:iactag;e interest :il.Tu 

th.e three big,g,est expatriate c:omrn.ercial balO!ks i111. the 

c:ou111.try to ·bring t.otal in,digenows ow:tiliership tOJ 40 peri.. 

cent. r1•llli.e Governraent la te:iz· :ii.n 19'l6) ac:quii.red addi tional 

20 perc:ent i.n th.e three big,g,est forei.gn lilanks and 60 

percent; in· the other fore:li.gn banks t.o bri:ng; indig;e:nous. 

own.ersh:Lp :iiJa.. these ba~s to 60 percent, .. 

Anot.her :li'.'eatuire of this era is the renewe<ii. bo0:i:i:lfil; 

:li.n indig;enolliS banki:ng,.. This tirrue the banks were 

established1
. b;y,: State Gov.er:nm;en ts and no.t pri vat.e 

indi viduals as was t.he c.:ase in the era of. 1a.i:nc:ontrol:JLedi 

ba:alting; h. Nl:hg,eria •. 

Flrom. 19&1 ,._. th.e start. o:f this pllliase of banking_ 

developm.ent :iin Nig,eria, threre appears t.o be anothe_ll.'· 

period o:f scramble iLn the :ii.ndust,ni.. A scTamb1e simi1a.:ir· 

as i t. were t:o the s ec:ond phase of ith.e developmient era .. 

By 198'.1 the total nullliber of e:oIIlilllercial bank.s;. 

operating in the couEi.t.ry stoQid at 20 wi th. tli:L.e nu!Iliber 

of branc:h of:ft.c:es at S:69.. The number of Merchant. :Banks 

was 6, while the nurruber of their .branch offices stoodl. 

a t. 1.5 (C'.Bf.f, Annual Reports,, 198;1 ) •. As ait. 1 9S6,,. the 

total num:ber of coIM1ercial banks iiw the country 

had ri sen to 29 wi th branches numrberilllig, 1 .36,7' o-f 
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whic:h 481 branches were open(;)d under th.e rura]. banking 

programme.. In addition,, the number of their branches 

and representatïve offi.ces abroad stood air 10 at · the 

end o.f 19~;6.. The number of Kerc:hanit baruœ· stôod at 

12 wi.t.h. 27 branches offices •. 

A total! of 18, applications for banki1'llg: li.cences 

were rec:ei ved by the Central Bank during,· the year 

( 1 98,6.)' compared wi th 1 2 in ., 98,5 •· . N:ine Of the 

app1ï.cations were f.or c.ommercial banking. servie.es. whi1e 

the other 9 were for merchant. banking;o· Tota]_ nuinber 

of applications outstandï.mig, at. the end of 19S;6; were 

21 , 13 comm.ercial and 81 merchant. banks.. T.hese had 

been.. duly processed and. wai ting for approva] .•. 

However,. by 1 98g,, the time whic:h thiis; st.udy covers.,. 

the number of c:ommercial bank.s in operati.OI!i stood at 

. 47 while that of .merchant banks.. rose to 34... The 

number of hranc.h ofîices of c:ommercial and merchant 

banks also inc rèased t'.rom 1 ,,_66.5 and 46 iin 198;8, t.o: 

1 ~-856, and 5.6. by 19B9 -respec·ti ve]y.. (GBN: AnnuaJJ. Reports., 

19s,9.-). Tabl.e 2 shows the Ten-year Growth. or Expansion. 

o :fi' the Commerc:ial and Merc:han.t BaID.iks it:n Nigeria<> 
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Tabie 2 
--

·rrEN~YEAR GROWTEI INJ, .NUMBER OF ·coMMERC:r AL.- ANtD MERQHANT' · 

HAUS· J:.N'NI:G:ER1A: (1980-198:9) 
No ... of No. o.:f No) ... of No. of 

Year C.omm. Branch Herchant Branch. Tota] Total 
Banks Off:ii.ces Banks Offices 
(A) ( B) C: C) ( D) A+C B+D 

1980 20 740 6, 12 . 26.' 752 

198,1 20 8.69-. 6 15 26, 884 

198.2 22 991 8 19 30 1010 

1983 25 1105, 10 24 35 1132 

1984 27 1-213 1 1 25 38. 1238 

1985 28 1297 12 26 40 1323 .. 
1986 29 1367 12 27 41 1,394 

1987 33 148,3 1 6. 33 49 1516 

1988, 41 1665 24 46 65 1711 

1989 4.7 1856 34 56 81 1912 

Source:· Central Bank of Ni.g,eria, Annual Reports and 

Statement Accounts, various issues. 

1rhe. table reveals that between 1980 and 198.9,· the 

rtumber of commercial banks in the coun.try had increased from 

26 to 4 7 with. the number of branc.h o f:tïc.es going from 740 

to 1 ,8,56,.. Also, th.e Merchant ban..ks wi tness,ed an increase 

in. their number, coming_ from 6 in 1980 t.o 34 by 198.9 •. The 

number of their branches also skyroeketed from 12 in 1980 

to 56 in 198,9. The total number 01· commercial and merchant. 

banks operating in the country by the end of 1989 was 81 

wi th 1912 branc.h offices nation-wide .. 
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In t.erms .of Alillnual Growth of Commercial. and 

Merchant. Banks in the country within the :p~riod 

1980-1989, the fo1.l.owing picture i.s revealed by table 3 ... 

Table }. 

Jr:JNINJJAL .GROWTET. OF COMMERCIAL ·AND MERCHAN'.F.1 BANKS IN. 

NIGERTA:'.. ( 1980...:1 989) 

Year 1 980 1 981 1 982 1 983 1 984 1 985 198.6 1 987 1 988 1 98,9 

No of App .. 
· recei ved 

Si (both Comm. 
& Herchant) 

Nb of" Banks 
that commen-
ced operatïon 
in the year 

GomrnerciaJ!.CA) 0 

Merchant ( B.) 0 

Total A+B" 0 

1 1 

·'· 

0 

.0 

0 

13 

2 

2 

4 

10 

3 

2 

5 

3. 12 18 36 45 NA 

2 1 1 4 9 6 .. 

1 0 1 8. 10 

3 2 · 1 5 17 16-

Source:. Central Bank of Nigeria,. Annual. Reports and 
Statement of Accounts •. Various issues. 

Table 3 shows that 8. applications were recei ved :Ln. 

1980 and 45 in 198.8.. The n.umber of commercial and M"erchant 

ba:ro.ks that commenced operations in 198,7 and 1988 were 5 and 

17 for the respect.ive years •. 1 6 Commercial. and ~lerchant, 

banks opened· in 1989 •. Thus, there has heen a rapid growth 

in the n.umber of banks operational in the economy on an 

annual basis over the study period. The growt.h in the · 

number of banks an.d the volume of investmen ts have varia-us; 

implications in terms of the le\!"el of compet.i tion and risk 
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o :f financ:ial cri sis as well as mak±ng, monitoring more 

difficul t. .. 

The in_crease in the num.her of banks has resulted 

in. keen and stiff'er competi ti.on in the banking, industry 

with concomï.tant proliferation of· products and incent.i'iie 

t.o. attract deposi ts... Thi.s i_s c.onrpounded by the growth 

in. strength1in number and populari ty 01. the :non-bankin.g 

financ.ial insti tuti.ons which have more or less taken. 

steam out of banks .. 11 streng,th. by of iering simiJ.Lar and 

alternative products. For examp1.e, in the wake of the 

central bank. 1's peggin.g: on interest rates, ai.ter the 

earli.er dereg,ulation, banks went foot.-drag;ging, in-

t.erms of g;ranting: loans ,, while deposi tors on. their 

own. part. developed cold feet going, to the -banks but 

rather went to the non-bank financial houses where 

extra. statutory interest rate or bene fi ts were available •. 

(OV-bioghor and Ademola) (1991 ) .. 

-Among. th.e new products sin~e the introduction of 

t.h.e Structural. Adjustment, Programme· (SAP) i.n Nigeria i_n 

1986 incl ude, th~ Unit trust. schemes ,. Insuranc:e cover. 

:ffor some deposi tors, Deposi_t, Gertificate issues, 

express cards,_, suc.h as the UBA-cards and Electronic 

maiJL transfers among, oth.ers.. Other innovations inc.lude 

such serv.ic:es like staturday banking and mobil.e banking ..... 

Also, oth.er strategi.es being, adopt.ed by banik.s to keep 

afloat include the rendering_ of prompt and efficient. 

servic:es and automation. Banks have also started 

curtailing their operations/'ov.e~head expenses t.o 
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en.sure t11ta t th.ey have reasonable returli1s on the:iL:ir 

i.nwestm.e:nts.. Rather than. be greedy, bank.s are :now 

ready: to take a li ttle margin of profits îor the:ii..F 

tra:nsac:tions since the marg;L:n kas slmrank. wi t.h int.,ense 

e:ompeiü tio:n .. 

A new dime:nsi.o:n ta the competi.tion is tJ1e 

turning; of marketin~ departmients of most, balD!ks int~ 

places :for beautiful and attractive lad:li.es and 

en.ergetic youn.g men calJ!.eàl 11rruarlteti:ng Of:fiïc.ers" who,se 

job. :Ls t.:o canvass for deposi ts on personal basis fromi. 

bd.g;llli net-wort.lnt indiiwiduals and corporat.e bodies .. 

Apart îrom t~:he sa called marketi.ng. o fficers:, alJl otbter 

rmemibers o:t" sta:t'f are expect.ed t.o solic.t..t, for .deposi ts. 

The anLolilint of depos:iL"lt, a t trac:t.eGt by staff somet:illl!eS: 

determi:nes tlu..e total pckag:e of the:iLE remu:neration 

or ev.en th.eir stat..us in the o:ank and sometiillies inabili ty 

ta a t t-rac:t deposii_t. may cost. one hd..s j,o b .. 

Anotlnier di!Dlensio:mi. of the com:petri.tive syndrome 

ii.s that many, banks lmav.e suffered poac:hing; of their 

qualif.ii.edi and experi.enced staff •. · To survive tludi.s 

si tuat:Eon~ .. most bank.s, particularly the lil!ew ones· now 

o i'fe:ir very; :ffantastfü:: salaries t:o staff as incenti v.e 

îor lmigh producti vi it~ and a way · ©>f retaining them. 

TYPES OF LOANiS (CREDITS) OFFERED BY COMMERCIAL BANKS 

C'ommerc:ial. balD!ks are ü1 husin.ess. ta render 

servie.es.. Th:e -:3ervi.c:es are malil!y and di_v.erge:nt but 

the types and the qualitJ available will .depend upon 
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t.he deg.ree o.f development. of. a country' s financial 

syst.emi .. 

The need for Ioa:as Ccredi ts) ari.s.es :t:rom. the 

:rueed or dest.re · o:fr. ei t.her househol.ds or firms wanti111g; 

t.o obta:hn e·con.omdi.c good~ and serv.ices ahead of theiF 

a bili ty t.o pay •. 

In. Niger:ii.a t.here are fi..ve methods used. g;eneralJly 

by banks to extend c:redi t facili t:ii.es to thei.l? c:ustomiers .. 

The se in.cl ude, Lo ans and Advanc;es,, Ov:eJ?.draft.s ~ 

Dis<e:ou.ntl±ng; drafts ,,. Banki. G:'l!llarant,ees and ·1 et.ters a :f 

c:red:ii.t ... 
' 

Loans -and AdvaDLe:es are b:y far t.he largest: ass.et. 

Ol!ll the Balance Sheet. of I11ta.n-y ballllks... AJJ.Ji Loans and 

Advanc:es are tec.hrrd.cally repayab.le on demiand,, excèpt. 

:fior terœ loa111s.. Tlate rates charged on. ·these assets .. are 

quite Jru:ig.h. and are .usually fix:ed by the C'entral Bank .. 

A loan. i.tseJL:fi.· f.s a financing i111strument tailored 

to rrueet th.e spee:i fi.c: fiLliancing needs of the borroweF· 

and cou1d take various forms depending_ on funds 

applications~ source of rep~yment and repayment cycle~ 

the type o:t'. securi ty;, i.f a111y and the origin.. Bank 

Loans c:ould also lo.e classified accordi.ng to e:ategories; 

o:fi'.' borrowers to whom various le.nding; c:onsideratio:ns 

apply .. 

Bamiks· usually grant- small loans to soJLe traders 

and indi viduals (suc.h as salar~· earners) to. help th.erm: 

over a di:t'.ficult period or supplemient the payment of 
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sc;hool fees,, medic.ai bills and other unforeseen 

expem:ses.. Th:.e amount grant.ed is usualJL;y unsecured 

and :il.s repayable in the shortest. possible time.. Only 

~bpJ.e with. hig,b integ;rit.;y. are eligib1e :flor su.ch 

·sh.ort.-terllili, unsec.ured facili ti es.. Adekanye ( 1 983) •. 

Termt loans for b:u:sin.ess are also treated unde.r 

t-h±.s categor;y. Short..:..term loa:ns caver periods of 

less than a y.ear; m.edium;.,..terrru loaJ11s are those ove11 

one year · burt l.ess tha:n fi ve ;y.-·ears; whlJ1.e those over 

fi.ve ;y.ears are long,-termi.. Term loal1lis may be required. 

:il'br the extension of business premises or buy:img ·of 

new equipmen.ts<> 

Termi Loans of 'het.ween three to five years are 

usuallj c:overed by some c:01·1aterals and th.eir repaym.ent 

ï.s normally installmen tal •. The anwrtisa:lii.on, amount i.s 

nor:m:ally a ballon payme:nit whi-c:h :h.n,a:;orporates botllli the 

ac:c:rued interest and the periodic amortisati.on o:t:' t.:hlie 

loa:n. A typi.cal. term loan will lllia ve a g_race period, 

during; which the repayrnen.t of the loan :ii.s watved and 

t.he borrower ::Ls. élXMcteàl. t.o huild u,p capac:i ty •. 

An ad va:nc;e ordinarily means t.o pay be fore du.e 

time ,. to lend espec:ially on securi ty •. Th-us,. an advance 

is simiilar to a loan... A sel:fi\-liquidating. advance is 

a loan used to finaac:e a speci:f:'ic tran.sac.t..i.on,. whlch. 

c:an as well recoup and repay ï.tse1:fi'.', while "c:lean" 

advanee is a loan not support.ed by the c.ontrol o..:f'. 
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gpods or funds that i.s,, there need not be a spec.ific. 

underlying transaction~ 

The t~ble below shows th.e loans and advances 

g,ra:filJ.t.ed by the c:ase study balûik.. OVier the ten.-year· period 

o:[ t.his study ... 

Table 4 

LOANS AND ADVAN.C:ES GRAN.TED B:Y CASE STUDY BANKS 

(1Q80-1989) (K'000) 

HANKS 
W.ears UBA ACR, C:C'.B FBN. 

19SD 8:64,.8J6,. 43a.,29s) 62,,,424 1 ,:O 39 ,.239 

1 9.S\1 1 ,J.1 6--1-,.294 5,34 ,,46,E;; S,1 ,.194 1 ,.33~1,.420 

19~3:2 1,519,426; 542,,_18,9 112 ,.41 6; 1 ,,490, 132 

19-S\3 1 ,,6 1 9' , .. 6 91 664, 1 '?'4 146,053 1 'jl:37'6;,,705 

1984 1 ,55,3 ,.263 615-,4 'l(D; 1.90 ,,67,5 · 1 ,,402 ,,456; 

19a.5 1 :it409 ,J 37 689:1>834 221 :P57.0 1 ,.474,541 

198,6; 1 ,.,471 ,419· t!?r3 ,.150 262,179 1 ,,.860 ,.452 

19ffl 1 ,,798:.,.628\ 1\3:6 5 , 75 8.: 296,,099 2,,047,,113' 

1 98:S, 2,008,,.,1381 96&,0S;6) 38:,2,646. 2,253,35\S\ 

19a9 3 ,.044, 131 1 ,.1 5·2 ,,46.,3 445,339 1 ,,851 ,481 

SourG;e :: ·Annual Report and Sta temien.t of Accoun.ts 

o :f' the Banks •. 

As a:;an ·be seen,. th.e two banks - the First Bank and 

the U:n:h.ted. Bank. f.or Afria::a Plc: granti:ed more loans an.d; 

advalfllces ov.er the t.en year period of' this study tha:n the 

o th:.er two hanks - tlwe A.:firic:an. c:on.t:iLnen.tal. Jô'ank. and tlote 
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C'.o.-opera ti.ve an.d C'.Ol'.lillmi.erc.e Bank P1c:o The United Bamik :ilor 

Africa Pl.c,,, for instan.c:e g;ran.t..ed in. 1980 the sum. o.:fi'.' 

ti1t64.8;36 nrill:li.o:n whi.c.h rose ü.o lli3 .. 044 billion by 198;9.~; 

whereas the Co-operat.i ve an.d CoMlmierce Bamk g,ranted 

H6-2 a.i424 md.llï.oTo Üll 1 980 rising; t.o justt N445 .,339 ·nn..lli.on 

as at 198\9 .. 

Overdrafts fae:ili.ties are gen.erally g,ran.t:ed it.Gli 

business custorruers. - ].arg;e corporat.e bodies alil!d med:ii.um/i 

small scale enterprises... Only c:urrent accoUJ1t holders. 

wi th a banik can ber1e fit f.rom thi.s type o :fi: f acili ty •. 

Unlii.k.e a l!.oan ac:c:ownt wh.ere omù.y periodic paymientp are 

made, an ov:erdra.:fi:'t acc:01m.t i.s a ru:mrlmig, accollnt ... 

Drawil!llgs aID.ld deposi ts are made on tlw.e accou:irli.t as. 

:tr:req1l-.en.t1y as f.un.ds are ·n.eeded or rec:eï.ved fuli c:onnect,ïon, 

wi tlni the bunsin.ess to. whd.ch the accommt relat-es.. The 

facility allows the customer to overdraw his current 

acc:ount. up to thie lim::iit or.· the facili t$. It is usual1y 

relillewab:le o:n. al!ll a:m:mal basis, bmt som.etimes .:Ln less; 

'khan. one ]ear .. 

In an ow.erdraft accourut:.,. the whole -or part o :fi' 

the amiount g;rant.ed iruay be. released at a tim.e,,. accordi.ng, 

to the «;;ustomer 11 s needs.. A part. or the whole srum. may be 

repaid alllid re b.orrowed many tirrueè, over and ag;ain,. w:li.thoùt.t 

consultation duril!ltg: th.e cuirre:ra.cy of the overdra.:fi:·t 

arrangement,.. Itu:.we ( 1 96\3) •. 
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C:omrrliercial Banks are usually i!i!.:.terested in engagin.g 

in short-terI!ill len.ding,.. FuIDJ.ds advanced 0111. 011erdraft., 

basis are iru theor~· repayahle Olw. cèmaIDLd while fu:Jiterest 

i.s payable O]]. the omtstan.ding balance OIDi a daily. basis .. 

Discountedl Drafts/Bills Discounted :ii..s a c.omill!on. 

forilill of,· credi t iIDi dev.e~oped. ec.:ol!L.omd.es that is now 

g,aining g;rol9.llDJ.d in .N:iger:ii.a.. In discou.ruting, a bilJl..,. .. 

a ba:mik makes available to the recei we:iz· an. amount close 

to ·t:Jn:e face valu,e o:ii.'· th;e bill an.d holds the bill untili. 

maturi ty;.. Usually a sm:a]l arruount :li.s deduc:ted as service 

charg,e.. To protec:t i ts~li' the lo:al!lk has an option o :f 

discou:ruting; a bill "wi th. rec.ourse" •. H.ere t,he bank has 

. th:e rigbtt to :fiall back on tbte c:ustomer n case the bill 

is nait honoured upon. rruaturi ty.. tb.:ii.s ac:ts 1ike i1lille 

Il sec:uri t.y,11 in l.en(ld,.n.g, and enabl.es the discoullllting;, balllik:. 

to spread the risk betwee]]. hersel:lr an.d the customer .. 

For· b:ii..g and trusted,., c:redit worith;w c.:ustomers.,. the bills 

c:ould be disc.:ounted "wi thow.ii: recwuirse" ,, the opposite :ii..n, 

effec:t, and protection of. "wi th rec;oùlirse" explained 

earli.er. Diisc:ounted bills bi Nig,erian bank.s inclt1tde,. 

treasur:,i:· bills, treasury,: c;ertificat,es and other bills ... 

Atimies,._ Direct. C'.redi t. can. be g,i ven :fior the value 

of a bill irn the accoun.t of. a custoœer before :ii.t. :ii.s 

sent ":li:or <.wlJJ.ec.:t.ion". Thi.s is an inc:en.ti ve to some 

prime e::::ustom:ers on the s treng_tlm of c,h.eques lodg.ed •. 

Mbre often than not., a lirn,i_t to t:he amount to be g,i ven. 

i.s statted and the cat.eg_ories o:ff: bills/cheques that 

CODESRIA
 - L

IB
RARY



44 

quali.fy for th:iLs,.:. to md.nimd..ze the incidence of Ullli.païd 

items •. 

Below is a table illustratillli.g, the arruoun.t of b,il1.s 

discounted :f.'.or t.wo of the case study barrk;s ,. · nam.ely -

the. Un:il.t.ed Bank for Afric:a (UBA) Plc. and the Fi.rst Bank 

of Wig,eria (F1?N) Plc over the study period.. The otheJ!.'· 

two ·oanks AC:B. al!lid C:C.B Plc· did :not iiDvolve themselves :h.n 

disc:oun.ting, bills. Over t,he study period :ftrmn:h availab.le 

rec-0rds. 

Table 5 

BILLS DISCOUN.TED BY TWO OF THE CASE STUDY Ii3ANKS. 
( 1 980-1 98,9) ( N;•·OOO) 

B:A.NKS 

Y:eara, UBA FBN 

1980 41 B:,.963 6.63 ,.926, 

1 98>1 . 8,24, . .891 509,_7,99, 

1982 6.66, 791 1 ,052 ,426: 

198;3 1, 102,05'/' 1 , 6;58.,,.364 

1984 1 ,216.,,'til-'44 2~461,955 

1985, 2,393,.310 2 ,557·,,323 

· 19B6, 1 ,.9?·a,332 1 ,, 18.3 ,,389. 

198:?' 925 ,.5'l'2 2, 15s;,_31 2 

198:& 1,507,514 2r, . .284,345 

198;9 ?53,.034 962,893. 

Sourc.e :: Sam.e as f.or table 4. 
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A:t.so,. thf? sa1.e of g_oods by a Nig_erian ex.porter 

may give rise to a foreig,n.. bill. A Bi.lJr of Exc:.:h_aID:g,e 

wi.11 be drawn. and sent to the foreign buyer :lion 

acceptaIDtce.. A usa:fil!.ce dra:tt. can e:all :for paym.ent 

after a certain number of days upon the acceptanc.e 

o :Ji:· the lod.:ll. The rmost c:omm.on terms are 30 ,,, 60 ,, 90 ,, 

120 and 180 days.. If i t i.s a sigJ!li.t draft:,: then the 

bu:Jier pays i t riglil:.t ·away... I:ii' i t, :ii.s usaIDtc:e the bu,yeF· 

accepts it and pays when it is due. A ttme or usance 

dra:frt. drawn by a se1JLer on. a b~er and acc.epirnài b;y, 

the buy.ers : .. , jjs called a trade acceptalilic.:e.. Tlw:iis i telllL 

appears on the sellervs balan~e sheet as, a Note 

Recei vahle.. E'anks are usuall3· prepared to pure hase 

a t a discount,, trade ac:ceptan.c:es frmm the payee ,-. 

thereby,: financing, a c:ompany 11 s recei vables. The 

disc:ountilng; of. bills ïs prac.tica1ly t.he sarae as. 

ma.king an advance upon. th.e sec:uri t;Y.i ot the bills. 

AdekallJly·e ( 198\3). 

A g;tro.ra:tiltt,ee jj_s · an. engéilJ.g,ement o.f· undertak:ii.ng_ 

t.o be e.ollatercally,· liab.J.e or answerahle for the 

debt.,, defaul t. or rrui..scarriag;e. of anotlllier person. Wh.en. 

a bal!llk is c:onfronted by a prospec.ti ve borrower wb.o. 

has n.o asll3:,ets ,; or UllJlieneumbere(lt on· wlù.c:lm.. a charge 
'. 

couJld be taken to secure the lending, and the ba:mk 

does not desire t,o grant him, the request.ed e:redi t 

fae:.ili tJ c..lean ( ur:tsecured) ~- the usual arrang;ement is 

that a relative or :t:riend o:f' the c:ustom:er m:ay be 
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reqU,ested to e;.uarantee the ac:couŒJ.it.. I:nll. whie:h case,, 

the .firi end or relative,. who mu1St be a persan o :f' 

. substa:mlci:::e (that i.s c.:redï.t wort..hy) ,) ac:ts as surety 

:ffor the deb.tor in. case of de.t'.ault a.fi:' paymelllit... Ade:nïji. 

( 1 9S'.4). 

A b:ank g;ti1.,aralill.tee or bol!lid. is an illl.,strumient · 

un.der th.e c:oI!llThon s eal o :f. the 'lliank., wlmere b:yi the bank. 

UU!lJderta.k.es to pay a certain sum; of moRey t.o a th:Ii.JZd. 

party or a proIDÇÏLse by the b.ank. as the obligor t.o pay 

to anot.her (.tlllie oblig,ee) a sum of mon.ey,,. -if. the 

performalllice g;tiliaranteed does 111ot occ:ur. The ob1ig;ation. 

is howev.er c:ondi tit.onal upon. establishfng defau1..t. by 

"the c.on.trac:tor.. Th.e primary liabili.t.y is still that. 

of the ~ustom.er ,., the batlk:. bnly,:- assumes a seco:ra.tdar;y 

liabili ty and i ts posi ti.o:n under the g;1waralllitee is 

only that of t.he surety .. 

Balllik g:uiarantees represent short-terllmi f.inanci:ng_. 

fac:ili ty and enab]es the custormer to avoiLd or post

pone an. actual outlay ofi.· cash. 

Letters o:fi'. credi t is similar to a gu;arantee i.n that. 

the bara.k underta.kes, on behalf of the custollll!er ,, to 

pay a specifie'd am:ou:at,,, if c.ertain c.on:.di tians stipulateài. 

i111 its terms are met. It is c.ommonl;sy used in international 

trade for import/export transac:tions.. Adekanye (.198i3) • 

An expç,rter who i.s the b:ene:fiïciary of a letter o)f 

credit c.an use the reputatïon o:fi. the bank that issued 

the instrUllltent to obtain paym.ents whilst the g,oods are 

CODESRIA
 - L

IB
RARY



2.3 

47 

stiùl in t,rans.t.t. He m.ay also obtain imm.ediatelJ 

paymielll!t for usa])JC,e let ters o,f eredi t by get ti:ng, a 

balnlk. in, ms ~ouJ1Jtr:1 to · :r'J..eg;otiate the shipping; docum.e:nts ... 

The essenc:e of letters of. credi_t,, whï.ch b:ecome 

v.ery; promin.ent in N.ig_erian. during, the import lic:enc:e era 

was to assure· exporter of rec:ei ving; (mo:ne;y) payment :for 

his g,oods and also to assure the .. importer· of rec:e:iLving;· 

his gpods.. :Elrere t.wo b.a:nks,. the i..ssuing, b.alflk: and tbte 

ac,c.:epti:img; bank. agree 110 set tle trar,i:sac:ti.ons on behal î 

of their c:ustorruers, the exporter arrd the irmporter 

respec:ti vel:y,.., 

REQUIREMENTS FOR BANK LENDING. 

C'.ertain. .. companiLes may have the· power.s of th.e:iir 0 

Directors. to boErow highl;w restrie;ted, · cred:ii.t :fl'.a.<i:ili ti.es 

may theref.ore be in c:ontraverrtion of rules al!ltdt reg,ulations 

of suc:Jm comp_ani.es.. Suc lm facili ties rnia~ turn unenforce

ab:1.e and irrec:overable.. BaMers are theref.ore int.erestecdL 

n.ot only :ii.n. the borrower fl s abili t;y to repay bu,t also i.n. 

lu.1is leg;al capaci ty to borrow .. 

Im lendilfltg; to a Corporatio111. or limi ted lï.abil:ii.tJ 

c:ompany, i t :ils essential t-o examd.ne th.e c:harter or 

m:.emorandurru and articles of assoc:ia t:Eorr. to ascertain, wllio 

lruas authori t]' to borrow Olil.i i ts. bèhal:R'~- In, many cases,,, 

bal!lik.s, also follow the practic:e of requiri:ng a corporatè 

resol ut ion. sig:ned by the merrubers or· t.lrue board o ii:' 

directors settng forth the borrowiIDtg author:ii.ty a:ncl.t 

designating the persol!Il or personLS who lu.iave the authori t.y 
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t.,©J neg,oi1:ii..ate fo.r loans and t©l execute borrowing instruments .. 

The bal!llk wi.11. a]so endeavo1illT to assess the abili ti,, 

experience,, quali.fications and othier relevant quali t:ii.es 

of· the di.rectors and princ:ipal :ma:riiag;ement ©if the client 

o;~ prospec.ti:ve c.ompany, sin.ce :ii..t i.s the se of fi cers 11ha.t 

will carr'YJ nto e f'fec:t t.he Gorn.pa:ny •rs p:rro jec;ü:i.olilis •. · T.:he 

conc;ern. Q;f. th.e. ba:niker he~e :ii.s, to. e:rusure tha t, the Corrupan;y 

he :ii.s ask.ed t.o lend m:oney w:iill be ledi. o)rt ma:nag.edi by 

respons:tb].e m:en wi tth g;ooci t.;rac;k rec:0rds , .. tha t :hs,, peop1.e 

wi th det,ermin:atï.oini. aDtd abili ty to weatb.en bad tilllies 

as well as to capitalize bTu g;ood times. Thiat theri 

is. the reaso:ru why the banke~ will :normallJ/ ask ithe 

RO.tential borrowing c:liem1.t Gompany t.o supply a· list 

8i:f ii.ts direc,tors and pri:m:.cipal. manag;emient showing their 

:fl.uDic.twns ,. q uaJii fi c:a tiorlLS,, ag;es and experi ence .. 

The co111Lcept.. o:fi:' c:ruaract.er, as :li.t, relates iw cred:ii.t 

transactiio111Ls, rmeans not omily tbte willing.)i)less to repay 

debts bu.t also a strong; desi.re to set:tüe a]l obligations 

wi thin the termis of t,he contrac:t. A p;ersoru of character 

usually possesses a ttri hu.tes suc:h., as honest,y ,, integ;r:iL ty ,, 

il!ldustry and rmora1i.ty.. The Hast record o .. :t'. a luorrower 

i:a meetim@; hdis oblig;ation.s i.s uisually weighed heavily 

:iin ev:aluati:img; h:Ls c.haracter :fi'.ol'. credit purposes .. 

The questions t,he banker will r1.ormally ask are,; 

whio is the cu1stomer?.,: wha t :ii.s his pr.ewious rela tion.sh:iLp 
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wi th the l!laID!k.: and wha t does l:wis prerious credi t. record 

look. lik.e?: The bankeJ1.· has to know his customer based. 

on existing; bank.er-custolilller relation.sh:ips,, and :iî..f 

there are any doubt.s in. his md.nd,., laie :ii..s Üll _a priviledgedL 

position. to m:ake refereruce, obt.ai:n colili:fi'iden.tia]. 

iinformationu such as status or credi.t, report-S through. 

available sources .. 

Most. had debts arises as a resu.lt of lack. @f 

adequate klni.owledge of the loa:ru seeker. A :f::ew d:t.sc:reet 

enquires abou:t himL would have revealed more in.formatiOJn. 

to eBtahlLe bett.er Judgemien.t to he made. 

No ba:nik wan.ts a loaru to c:rysta1lise in.ta hardcore 

borrowing; •. C.onsequen.t:.ly, the m:ailill test of thie custolilller•:s 

Jwan. request :iî..s th.e abili ty t.o repay irom sources; which 

must 1ile reasonable, certain. a:aid adequate.. In otheir· 

words,, the abili ty to create income is the con.trollil!li.g 

cri ter:iî..on. of bank lending; •. 

Havi:rmg learnt.. fJ;'Ol1ll bit ter ~xperi elûice tha t lillany 

trypes of securï..ty, prove of little value :li.llli aVcQJiding, 

a ].oss ol!llc;e the borrower :iLs iJJll. a posi.t:i.L.o:m:1. of de:t:aulit 

the bank. will norm.ally not agree to lend mo:ney unlel5.:s 

:ii..t. ïs satisfied, wi t.h the probabili.ty o.K repayment.,: the 

timci.ng of such. :r;-epayment, and. the souir'<::;e from. wh:ii.ch. th.e 

repaymen.t is to be made.. In.. th:L.s regard,,_ i t :li.s 

im.portal:bt. to bear funt md.nd tfüe fac.t th.a t a sound bank 

lendi:n:g; should be collectable from planned self 
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Jlii.qui.da t:ùon of the borrower 's as sets or from his 

an.tic;ipated i:acome or profits rather than from. forc.ed 

liquidat.i_on of any collateral that may be pledg,ed •. 

That is why, a would-he-borrower will normally be 

required to subm:L.t wi th his loan appiïcation a summary 

of ms past ( at 1east three jears) and pro j.ec.ted 

Balance Sheets,. Income StatemenKs:ii and Gash Flows, 

, preferabl;y assumd.:ng, irn.plementation of t.he · proj,ee:tecdl 

finalllicing; arra.nge~e.n..ts and t..heir repayrn:en.t:s.. I:fi'. :iL t. 

is a trading, or m.anufacturt.ng c;on.cerllli, the analysis. 

of fin:ancïal. stat.ern.elilit:s :miust show that: adequate cash 

flow c.an be genera ted to repa;y the loaIDt.. Previous 

profit records will show the likel;y trend and the bank 

must be reasom:ab1J <1::ertailili that.,, ultimat.eliy,, :ii..ts 

facilit±es can be repaid~ 

Th.u,s, the abili ty to produce tang;i. ble securi ty 

is not the most important c:riiteria for g,ranting c:iredi t 

facili t~es,. a 9 the o:ffi'.er of c:oll.ateral does not weaken., 

the need for a thoroug]m examill!at:ion::. of the proposa]. 

C:redi t will not be ext.ended to business concerns 

un.less. c:api tal lœas been suppli ed by thie owEi.ers t©J 

support the de b,t.. The net. wort.h of; a firmi (the capital 

suppl:ii..ed by the owners) li..s one m.easure of i ts fi111ancia]. 

strengt.lni •. · It jj_s o :fftemi. one o î tb:.e principal determinants 

of the amou:ir.ht of. c;redi t a bank :ii..s wil]ing, to make 

available to ·a business borrov1er.. The am.oun.t and 
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quali t;sr of the ass.e"ts held .bY a firm reflec:t t.he 

prudence and resource-fulness of. iLt,s management .• 

Some or all of th.ese asset.s rruay serve as sec.uri t;y 

for a loan and t.h'1ilis as insura:nce tli:Lat the loan wi.1.1 

be repa:il.d should the 1:lorrowert1s abi]ity to create 

income llllot be suf :fi'.icieDtt to ·retire the loan,.. It t.n. 

:fl'ac:t shows that the proprietor of the business has a 

sta.ke in i t and will be c:orrumi t ii.ed t9 i ts survi val! .. 

CoJi.lateral protection for a loal'Ji. m.ay be arrang,ed 

in.many dif:fterent ways, depending; on the n.atu,re of 

the busilllless and t.h.e particular c:i:rcumstances in eacfut · 

case. Apart. from. the above ii.orm. of direct pledg,e 

of ., asset.s, it m1ay ·take the fbrilli of full. guarant.ee o,i 

fi:na.n-<::::iial :iJ.nsti itw.t:h.ons, for. example, Insuranc;e Gompan:ii.es. 

and ot.her ban:ks and the perso111al guarant:ees., of the 

pro j,ect. sponsors ( usually back.ed by spee;i fic asset.s),, 

wruere the sponsors are people of irn,mense wealth and 

reputatioiw .. 

The lending ba:mik:. should satis:Ey i tsel:fi: a1Douit. 

the sui tabili.t;y of an advanc e. Even where t.h.e 

requirement.s (l))f a borrower satisfies all safet1· and 

risk consideratio:tlls, i t ii.s absolut.ely necessar;y; 

:ffor the bank.er to ensure that t.he purpose of the 

loan ii.s l!liOir.. in conflict wi th th.e ec:oniomic and m.olûletarJ 

polic:E.es o :f' the government,.. Apart from. · the guidelines,, 

there are certaillli ven.tures that are :m:.ot financ:ed b:y,: 

ba:mk:s suc:h as g.ambling,:, ·het ti:ng and sm:uigglilûlg and drug 
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trafficking. which are against the laws of the land 0. 

Economie. conditions also affect the abili ty of 

the borrower to repay financial obligations but are 

beyond the con.tro.]. of the borrower and the lender.,. 

Economie conditions are the environment vü t'hin which 

business units and individuals operate .. Borrowers 

may have good character,, an apparent ability to 

create incarne and sufficient assets, but economic 

c.ondi tions may render the extension of credit unwiseo 

Jl:t· is here that the banker must bec.orne an econorni.c 

forecaster~ The long~r the maturity of the loan~ the 

more important ec.onornic for'ec.asting becomes,, sinc.e 

there is a greater possibility of an economi~ down

turn before the loan has been fully repaid.. The 

economy is subjec:t to short and long.-run fluctuations 

which viry in intensity and duratiDn. These mo~ernents 

are never the same,. conform to no definite :pattern, 

and rnay ·affect different industries and areas of the 

c.ountry differently.,. 

Many borrowers fare well in periods of prosperi ty,. 

bu.t in periods of recession. capital may be dissipated, 

incarne may decline and even. ·c.haracter may be underminedo. 

These factors give rise to t~e non-payment of debts. 

The bànker must therefore keep informed as to the 

economic pulse of the n·ation,, the community and the 

industry or industries in which he rn.akes loans. 
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Also, in extending c-redi.t to business borrowers, 

a bank: is in terested in the ec.onomi c func tion per formed 

by. the business and i ts importance in the industry •. A 

knowledge ·of what is happening in the industry i.s very; 

important - c:harige.9, in competi ti ve conditions, 

tec:hnology ,. the demand for pro duc ts and di stri b.ution, 

methods~ If a loan applicant is not performing a 

function basic to the operation of the economy, the 

le:nder will be less likely to ac:t favourahly on t.he 

credit application than if the opposite were the case •. 

Fürthermore,, a loan which will bring a once- for

all benefit to the bank will naturally be less 

.attractive than one which has the potential for 

ancillary business obtainable from the client~ The 

banker will,, for instan.c.e,,, be more attrac.ted to a 

loan which has the prosp~cts of ultimately invol~ing 

other services such as handling_ international. trade 

transactions Çe.g. letters of credi t,. bills for 

collection ind direct remittances,, private or publ~c 

placement., of very long term.. debt or equity issues, 

trustee services, financial and investment advisory 

servie es). The se li of course, accru.e addi tiona1 revenue 

to the bank.. So in negotiating a loan, .. the banker 

considers the prospective global relationship of the 

bank wi th the client, and this in many cases affec:t.s 

his disposi ti.on and pricing_ of. the loan .... 

CODESRIA
 - L

IB
RARY



. 54 . 

Adekalfllye ( 198,~) · has n:oted that the above pri~cip].es 

as disc:ussed c:alfll furt.her be brokellli. dowlfll illl!.to suclill 

questiolll!.s as; 

(:iL) How muc.hli does th.e cust.omer want to borrow?.' 

(.:ii.:ii) Why does the. customer want. bank finance?.' 

(tii) 

(:ü_v) 

(v) 

How long does he want :iLt for? 

How does 11e :ii.IDJte:nd to repa~?.· 

Is the customer I s business finan.c:ially strong 

enou:g.h t.o keep going :ii..f his plans su:t"f.er a 

setbac:k?' 

( v:li) Wha t securi ty c.an h.e o :f.:fi.er.?:· 

(vil) What :lis your (1ender•s) assessment of the 

eus tomer?.' 

It :i.Ls very vital t.o determine· the exact. am.ount 

required by the loa:t1 appJlicant,.. Whereas it is dangerous 

to lend less he:tJJ.ice ti.e:i.ing up capi ta] un.producti.v.e]y 

in an in.vestme:nt ,, i.t :i.i.s also more dang,erous; to lend more,,. 

enabl~ng; the customer to di vert. t.he surplus and face 

pro.blemis of' repaym,en.t •. Thus,. over len.ding is as load 

as u.nder-le:ndillhg; •. 

To det.ermine how muc.h an ap:plicant actually wants,,; 

so many issues are considered. I:m: the case of an 

overdra:ll't;,, :ii..t is a ki:nd o:n.· eat-~s-you-lniave system and 

sillhc:e overdrafts are used monstly to :!finance inventories 
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and in.crease . th.e working capi ta]., i t is easy t<1 

determ:ine what. the appliicant requi.res:.. A. ]o.o.k at the 

turn.ower f.o.r say a mon th or t.wo g,i ves ami i.dea o :f. t.he 

most economic 11 amount.11 needed hy the applicant .... 

However,. the custom.err.s c:olllit:.riti:ution to t:.fili.e 

pro j;eet for whic.h the loan is requi.r·ed :h.s important .. 

Yt ii.s one of;- the ways t.he banker can de termine the 

loorrower 11 s c:ommitment. Th:e b.d..g,her his inv:estment. th.e 

great.er will be his det.ermination to succeed and mak.e 

profits .. 

The purpose of the loan 1acility should be ~nder

stood c:learly and the credi t officer should ensure that 

this falls wi thil!l!. the eus tomer' s business compete:nc:e •. 

It :ii..s also advisable for the credi t offic:er to advise 

applican.ts on·the prospects of their intended business. 

Only when. it ï.s k:now:ru why a customer ni.eeds financ:e 

:ii.s jj_t possible to consider t.h.e proposi tio:a ilill det.ai]. .. 

Tlme m.ain c:on.siderati·on. t.s wheth.er,, iLt i.s in th.e :imterest 

. o:f the c.ustom:.er and the baIDik. :u:· it seemis like1.;t t.hat 

a busi:ni.ess proposi tioru will fa.il, there i.s lt.t i1Jl.e point 

in goi:ng ah.ead.. To do so would not he t..n the c;ustomer rr s 

ilili.terest an.d ewen if sec:uri ty, were taken,, the ban.k. 

. could -be CO!iltfront.ed wi tlui the pro hlerru of realisi:ng the 

securi.ty and the possible losses arising therefrollJ! •. 
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C:o:mmercial b.ank deposi ts are g;enerall;y short-terra., 

ilill r~.a ture an,d payrruent is Oiili demand by the c:ustomier/' 

deposi tors.. As a resul t balDiks are guided hy the :miax:t..m, 

tha t. 11 Those wh.o borrow short should not lend 10·:ng,11 .... Th.us ,i, 

coITl!IlilJ.ercial banks should n.ot le:nd long;•· ThiL.s c:an on.l;y 

be justi fied by tlnte a t i:trac.ti veness o :n.· the pro.posi.tion .. 

If what i.s required is m.ediurru-terllL. loan.s,. then the 

c:ustorrue·r i.s bet.ter advisred to apiroaclill. Merc.hant b.anks 

whose spec:iali ty :ii.t is to lend on, me di um.-tE:lrrru... If a 

loag,-term loan ~s required then. the capital market ~s 

the best place to seek for suc:lill. permanent_. fil1llalllic:il1llg; .. 

Tlruus,. the duratiolw for whi.c:lm a loan applicati.010L 

is required'. :li.s important i.n. œtermd.mch.IDig wh.eth.er iUme 

loan. is to be colllisidered or n.ot ... 

· I t :li.s very imtportant for the balllk to kllliow ith.e 

source o :fi'. repayment q r..· a loan... Th.e b.orrower should be 

able iro demonstrate c:leal1'1y. tJJ.iat rue :lfuas caref.ully 

examin.ed and worked ou.t how the addi tiol1llal financ:e will 

help pro:fii table g;rowth. and how the li:msintess can. 

~omfortably cope wi th. arralllig;emen.ts for reduc.ilillg;' t..he 

borrowing steadily.. As repaym,elill.t of every loan or· 

advance is expected from, future earmngs,, a borrowilillg_ 

custorruer must· be able to subrni:Lt a siITuple cash. budget .... 

(AdekanJe 1 9S;6) ._' 
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In the case of a personal .loan,. the lending 

of fi c.er will norma:\_ly ask for details of the .. borrower vs 

earnings now and in the immediate future and his 

normal m:O°nthly expenditureo This statement will also 

show the existing payments on his mortgage, insuranc.e 

·premiums,, hire purchase repayment.s,, personal and house 

keeping expenses. 

For business es too, the ad van ce c.an only be 

repaid from future profits ( unless the business is 

to cease trading and sell off i ts assets to pay i ts 

credi tors). Therefore, the manager need·s to ensure 

that lending the bank. 1 s money will increase IJro'fi ~s 

of the business, after allowing for the interest and 

charges to be made· on the advanc e.. Cox ( 1981 ) •. 

Nowadays a bank manager is trained ·to consider 

the future profitability of business customers and 

it is usual for him to ask the customer for a cash 

budget and projected Profit and Efuss Account and 

Balance Sheet for the forthcoming year~ 

The ty}Pe of ad vanc e signifies to the bank the 

expected source of repayment. A v:ery im.portant factor 

considered in repayment prospects is the ability of 

the loan beneficiary to manage his business efficiently~ 

Where sec.uri ty ~s taken i t should never be l.om,k.ed 

upon. as the source of .repayment,, but only as. soinething 

to fall back on.if the expected sour6e of repayment 

should fail •. 
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'T.'he Bank M:anag,er would more o ften tlilian not require 

th.e Balance Sheet and Pro fit and Loss Ac:c:ounts of t.he 

cu1?tqm.er îor at least three years~ including; the curreniï. 

al!lld projec:ted c:ash. budget .... 

The Manager does an alilialysis of these doc:uIJlieIDts. 

ari..d arrang.es a meeting wi th the c:ustoJruer to streng,then. 

out issues that remaillli doubtfuJ. to ludJ.m:.. After t.he 

l!lteeting, the Manag;er will be in a bet:t..er position 

to determd..ne tli,e potential strengJh.s and weaknesses 

of the bti:siness, and thu:s whether i t is wise or no.t. 

t.o extend the loan facili ty. 

Sec:uri.ty should b.e taken as a safe-g;uard,, a 

btedg,e ,, an irœsuranc:e against u11f.oreseen dev.elopment..s .. 

Thus,_ i t should not. been seen as the most .. important. 

c:riterion. :for g,ranting c:redit faciliiiies,. as th-e of.fer 

oî sec:urit;y does not. weaken the need fi:or a thorough 

appraisal of the proposal for len.d:Lng.. Tm.s does not 

however mean. that. sec:::uri t.;y; as a requirement :fi:or balil!k. 

leu.ding: ii.s u:m.mportant.. It should o:nly act as a second 

way out .... 

::r::t ii.s g;enerally agreed that Loans and Advanc,es 

are not. to be made jjust bec::ause they are secured.. T.he 

real securi ty :Ls the character ·01. the borrower as t.lilie 

bulk o :fi'.' halllik lending; is based on trust aBd fai tlni.. in. 
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the c.ustomer and h:iLs business. 

Th.e issue o:fi securi t.y and i ts types is left, 

out here for a m:ore detailed disc:ussion in t.h.e 

subsequent sec:t:Lon .. 

The custonmer to whom1 fac:ili ties are to be 
0 

extelllided must. o :fi'.' nec:essi t:y. pass the test o :fi: reliability 

personal int.eg,ri.t.y and honest1.. It :ii.s t.Jwerefo:ce 

im.porta:nt that the banker has a good knowledg.e o :f 

hd.s customer as t.o be able t.o judg,e hd.s am.li ty,, 

int.ellig,en.c:e ,, dedica tion ta work, kn.owJ.Ledge of basic. 

ope rations o :fr the c.om.pany and hi.s business experience 

g,enerall;y .. 

Tb.:.e Manag,er should re fer to a1JJ. this i:ro.tformatrion. 

prior to an. interview wi tlili a customier. Rie sh.ould. tak.e 

illlt.to accomnd1 the borrower '' s heal th amtd ag,e and the v:al u.e 

of connected Kamd.ly ani.d business ac:coulillts h..eld· at the 

branch.. Wi th pèrsonal custonmers bte Jwoks particularl;w 

to see if. an.y past advanc:es were repaid in acc:ordan.ce 

wi th the arrangements rruade •. Wi th a lüusiness eus tomer,, 

be si des being; c:o:ac:ern.ed wi th. the past history o :fi the 

accou:nt.,! h.e wants to satisf.~ himselt· that the custome:ir 

has experience at his job, la.as the n~c:essary degree of' 

management ab,ili ty ·ta run the b1i1.1si:ruess and is plolllg;i:img 

back profits into the business. 
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SECURITIES ACCEPTANCE FOR BANK LENTIING: IN NIGERIA 

Al thougpi. ewery lending, propos:Ltion should f stand wp 

by i irnel:f'' - tnat is, t..t should be good enoug,h. not t;(Q; 

IDteed any securi ty - a manager often. asks for sui table 

·securit] from tkè custorruer in ease the advance shouJd 

go wron.g;.. There is a wide rang;e of. securi ti es ta, 

caver a banfu.. loan, and t.h.e main types are 

(:ii..) a rruortg,ag,e of stocks and shares 

(.i±..) an assig:nmie11Jit of a l:idle poli.ey 

(tiï) 

(iv) 

( v.) 

a ~ortgage over land 

a gl:llarantee ,, and. 

otJmer securi ties .. 

There are three main requirelllients o:fi: anJ security 

accetable to a balîl:k.:: 

(i) i t should be easy to v.alme 

(;idL) i t should be easy for the balllllli: to o btaiIDL a 

g;ood legal title 

(:iLi:ii.) i t should he readilJ m:arketahle or realizàble .. 

A fourt:fui. requirem:e:rut ,. thoug,bi. a less esselllitial one,-; :L.s 

that i t is use:n.ul if. the value of.. the securi ty ü1.creases. 

as tirrue goes hy .. Cox ( 19Si1 ) ... · 

Stocks and shares that are quot.ed Ollli the Nig,erian. 

Stock Exc;hange. are gen.erally acceptable to baBlks as 

securi ty for al!ll ad van.ce.. They are _very easy to valu..e as 

the:ii.r pric:es are usually published weekly in the Dœin.ess 

Times,. Busi:ne ss Colillc:ord ,. Financial Punch and o theE such 
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weekl1 financial. papers. Their prices .can also be 

obtained from t~e Stock Exchange Daily List. 

It is usually easy to obtain a good 1egal tit1e 

over Stock. exc.hange securi ties. The transfer of stocks, 

and shares from one persan to ano.ther is , effected by 

means crf a stock transfer form. The bank has the 

c:hoie:e of taking either a legal or equitable mortgag,e ... 

In the c.ase of a legal m.ortag,e,, the customer 

deposi t.s hi.s share certi'fic:at.e wi th the bank and sïgns· 

and has wi tnessèd the bank 11 s form of mortgag,e,., tog;ether 

with a stock transfer for~ covering the shares iµ 

question.. The bank then sends the share ·cert:iL,:fii.cat'e 

in the name of the bank. Thus,. the ba:nk becomes the 

o wners of the shares and rec ei ves any di vi.dends païd 

hy the Company,. th.ese are normally. credi ted to the 

customern·s ac:count.. When the advance is repai.d and 

the customer wishes to rec ei ve back his sec.uri ty ,,, the 

bank. transfer$ the shares back into his name b:y 

completing another stock transfer form and sending 

ït,, together wi th the certificate iri th.e bank".s 

name to the C:ompany reg,istrar who then prepares 

another new share certificate. However~ Nigerian 

banks do not transfer shares, into their names,., they 

also seldom use nominee c:ompanies ... 

Fo.r an equi table mortgage,,_ the share or stock 

c:erti.fièat.es are deposited, wi th or wi thout deli very 

of a blank transfer form to the lender... Most banks in. 
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Nîg;eria ta.ke an equi table mortgag;e by asking, th.e 

b.orrower to surrelil:der th.e share c::erti fica te alilid 

signd.ng a traIDisfer forllll •. 

However ,. a ba]:!Jk c::anni.ot acc.ept i ts own shares as 

sec:uri ty for lending, •. 

Int aceepting; th.e iB,surance certifi.cates as, 

sec:uri 'l;y· for balilik loanis, th.e ban~er ascertaili1s th.a t:: 

( :ii.) The insuran.ce company i.s reg,istered ll!E!den· 

the Insuran.c;e Act,, 1 9«6o-. 

(il) The i:ra.surance company is repu.table and 

lruonours i ts oblig,ations .. 

(tii) The policy lilias ac:quired surre:nder 'lialwe. 

A polic:J'i does liliot ac.quire a surrender valUte 

Ulilit:hl premd.ums have heen pakd for three years .. 

The surrender· walwe can be ascertained on a 

yearl;Y,ï· basis from the insurance c:ompany oit 

the assU(red .. 

(:ii.v) Th,e age of the assured has b,een. admi tted, .•. 
. 

Before a li.fe polif..c:y ii.s isin,uied, evidelilice oit 

age ii.s required. Usually a birth c:ertific:ate 

or a sworn dec:larat:ii.on of' ag,e is ac:c:eptable .. 

Wbtere this has not been subnùtted, the iums.urance 

c:ompan;w may still g;o ahiea,d to issue. tbte polic;y 

and state that ag;e is 1'.llOt ad.mi tted.. Si:t11.ce the 

premd.u11m is hased on age alilid c:h.eaper premd.u.ms 

are payable by young_er people, insuran.c:e 
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c:ompames. usuaJi.ly. reserve the rig;ht to ad_just the sUllll. 

assured before paying; upolill the policy Olill wm..ch age has 

b,eelill :Ln.correc:tl:1· sta t.ed •. 

'l'hùli.S, beîore a bank.. accepU;> a lif."e polic:y as 

securi ty,, i t en.sures thàt ag;e has heen. admi_tt.ed .... 

( v) Th.e :iinstalmenit pre:md. UI!li payrn.en.t,s have lil!O t., :t'.allen, 

in.to arrears,. as to be able to claim olill a 

policy, paym.en.ts of' premi um must be regular •. 

( vi) Tlilie policy holder has an insurahle interest, illt 

th·e assured.. An. fulsurable :ii..n.terest is presumed 

i.rr. the fol]owilillg, cases: 

iEJ.djj_v:L.dual Olili hd. s owrr li :lle 

m:.an. Olill the l:i.Lt'.'e of his rifle;. or,; 

woman on the Ijj_fe of her husband .. 

(viï) Upon. accepting, a li.:t'e policy as sec:uri ty ,._ the 

benefi.ciary c:lause_ of th,e polie.y,: should be 

amended to cover assignment of the policy,: t:o; it-he 

bank.. Adekanye ( 1 9ét3) .. 

Land appears tb..e na:ost. ac:c:eptable securi ty to 

balll:ks.. The ter:m. land as u,sed by bank.ers refers to a. 

piece or parc.el of land toget.her wi th :h-ts attaG::b.:men.ts -

"be suclm fixtures or valuables mmderneat:.h.. It is o:ff:t.en, 

referred to as real propert~ or real estateo- The 

preference whic.h b.anks have for Land as securi ty over 

and ab.ove other sec.uri ties, stems :fi'.rom the fac:t that, 

Land :li.s the most. indestr-q;c.tible propert]' offered as 
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security. Not only that· over the past many years~ 

the value of land perse has consisten~ly apprec~ated> 

but also that any development done on land adds to 

the value of the Land. Ituwe (1983) ... 

In. N~g.eria, prior to 1978" the title to Land was 

evidenced by: 

(~) Freehold Conveyances and Leases 

(ii) Gertificate of oc.cupancy; or 

(tii.) Assignments of freehold Conveyane:es:,; 

.leases and certificates of occupancy~ 

F~eehold conveyances~ leases and assignments 

effected before 29th March, 1978.are still valid. 

However, with effect from that date when the Land Use. 

Act ceJne into force,. all undeveloped Land in each state 

hecame vest.~d in the Governor o :f the' State.. According, 

to the Decree; all,land comprised ·in the terri tory 

of each state in the Federation are hereby vested in 

·the I'.fili tary Gov-ernor of tha t sta te and such Land 

should be held ir1; trus.t. an.d admini stered for the u.s,e 

and c:ommon benefi.t of all in acc.ordance wi th the· 

provision of this Decree (L~nd Use Decree No.& of 

1978). 

6
T~us, .only the State Gov~rnor could have a freehold 

interest in Land... Un.der this Ac.t,, it is now illegaJL 

for individuals to prepare.freehold conveyances in 

respect of undeveloped land. Those freehold conveyances 

effected before March 1978 are still valid and are 

Con VP.rt. P.Q t.n ri o-h t<,, rd' n r- r nn::iri f>V ~ rrh Pv R rP. sti 11 
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ac:ceptabl .. e as securi ty for bank. len.ding:. 

As to developed propert;y,, leases and assig:run:en.ts. 

effec;ted after the Land lT:se Act, l 9'"t'S; are valid 

prov.:ided the consent of the Governor is obtain.ecl.i. to 

the transactions as provided by the Ac:t... Sinc:e th'e 

Lan.d Use Act became Law, t.he certificate of oc:cupancy 

has become the m.ost im.portant ti.t.].e doc.urn.ent t'o LalDid •. 

Th:ii.s c:ertific:ate c:an. only l;J.e issued by a -stat.e Gov-ernor 

and relates only to land i.n. urban areas.. The t.i t]e t.:o 

Eand in rural areas ïs (l;:al1ed rig)lt of occupanc;w·,. 

proc:essed by the Local Governmen.t, but must be signecdt 

and approved by the State GovernoJ?.. Other Valid ti tle . 

doc:um.en.ts. include a Laiilld C:ertï.ficate illll parts of Lag,os~ 

C:onvey.anc:es registeredi before Mareh,. l 9''l8., and 

assignment~ of developed property". However,. the 

c:ertï :fi:ïcate o t. occ-upanc.y Ls superior t.o aIDy other ti tl.e 

document .•. · Adekanye ( 198::3) .. 

A g;uiaraIDLt.ee is a eolla teral securi ty,: invol.ving; 

three part:ii.es,_ i:ru whicJo.,_ the. third part.y,, t.he g;uaraIDJ.tor,, 

agrees to be liable for the dehts of a sec:o:nd part.y,, 

t.he bank custom:er ,. if lrhe doesli1l 1;t pay the first party '1> 

the loank.. G:uarantees are o f.ten taken :fi'.rom the 

direc tors of a Lim:h.ted Compallliy -as part. securi:tJ...;y,; for 

the ComipaIDJ.y' s bank. ac:count.,_ tlatus prevent:i.ing, the 

directors from. hidin.g behïIDJ.d the 11 shd.eld" ofi'. Limd. tedJ. 
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liabili ty for a t least a part of the Gom·pany 11 s de bts. 

The;y. may also be taken from m..embers of a c.l ub or 

society to guarantee and advance to the club,, and 

from ftiehds and relatives to guarantee a personal 

account.. One company from a group of Companies. 

may guarant.ee the bank acc.ounts of the other Gompanies 

in the group: where all group Cornpanies guarantee 

each others 11 accounts this is known as an i:p.ter~ 

locking. guaran.tee .. 

When a Limi ted C:ompany i_s guaranteeing,. an 

indi vidual or other Company,,_ the bank ensures that:: 

(i) T};le memorandum and Articles of Assoc:iati.on of 

the C'.ompany permit the.C:ompany to i.ssu.e 

guarantees ... 

(ti) Th.e Board 1·s resolution authorising the ï.ssue 

of guaran tee is sumbit ted.., 

(~ii) There is a resolution authorising the 

guaral1l!.teed Gompan;y to borrow from the bank. •. 

The major problem .of. guarantees is that,, hovrnv:er, 

hard the ba:nk tries to explain the potential liabili ty,. 

the guarantor never expects .to be c;alled upon ~o pay.,. 

He may have to pay if and when a court ac:tion is taken. 

agai-nst. him by the bank ... 

Where. a· guarantee is for a fixed sum,. as is 

generally the case,, it does not,, of course g,o up. in. 

value over a period of time, evBn during periods of 

inflation ... 
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'" 

Th.ere are other sec.uri ties apart from the ones 

discussed earlier wlrricllli t.h.e ballllks m.ay acc:ept in. granti.ng 

Loan.s and Adv.ances to pot.ential benefïciari-es~ These 

i:nc;l u;de ac.cording, to AdekanY,e (198,3) 

(:il.) Veh±c1.es/Chatt.els 

A bal!lk can c.reat.e a lien. or bilJ.J. on. vehicles 

or Clniatt.elso The i:nvoic.es and other ti.tle 

doc.uments are deposii.ted wi th. the bank., There

a:b'ter:,, c:harg;e f.orms are prepared. 

(:ii:iL) Fixed: and Floa ting Charge . 

A secur:il.t;y c:ommonly taken .fro:r& Companies 

is a ·fixed and floating; c.ha.rge wbdi.clru. tak.es al1 

·the asm,ets. of the Company in.c:luding, stocks~ 

de bt.ora~ mae:h.d.nery and plant..,. Tlnie floa t:Lng 

part. alJlows tlllie Company to buy and sell assets 

wi thou:tt:. restric:t.:h.on. - th.e c:harg_e onl;y 11 crysta

llizesJ1 when certain events take placej suclni 

as default on aru advance~ 

RISKS ASSOCIATED WlTH BANK LENDIN.G 

Risk. is de finie di. ~s th.e pro babili ty. o :fi'" încuring 

a lose Il>· Un.der candi ti.ons of.. rii.sk,. an i.ruv:estor knows 

exactly the ra:ng;e ci f possible outc.om:es to expec:it. 

from. an i:r:tiVestmient .. opportul!JJi t~ as well as the l:hk.e

lihood or -probabili ty of eac:h ou..tcome.,. Were the range 

of possible outc.ollil!es jis wide~. exposure to risk would. 

be hig.llli and conversely ,, Oka:t:or ( 1 98-3) •. Partee (.1980) 
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has also opined that,. a thlrd major challenge to the 

bal!llking; industry·,. il!ll. addition to c:oping, wi tlm the higlnt 

c:ost of' deposi t c;01n:peti tiol!ll. a:nd guarding against 

int:erest rate risk in an unc:ertai.]]j en.v:iro:rnlllie:nt,. i.s thaii 

of· adjusting to prohabl.e changes in cred:li.t risk. ex.posure. 

IBie g;oes furhter to not$ that he has :ao doulo,t. that. 

c,redi t risk: poentials i.s on. an upward trend,, and-

that i.t is likely to be re:fi.lected in. all major aspect.s 

of bank. lending: acti vi ti.esi.o 

In any lending, arraJ!lJg,ement two types of risk. 

usually arise.. Tlr.èe :flirst is the well-known 11 defaul t 

risk" ,_ whic:h means simiply t,hat the borrower may na;t, 

be able to. repay the loaIDL in. whole or in part at the 

tirrue repayment is sc:heduled.. The ul tim:ate lender 

th.en surfers a monetar;y,: loss equa1· in wh.ole or part, 

to the def.aulted loano. To t,he ex.tent that t.he borrower 

pledged speci.fic: assets to sec .. ure th.e loan,. the deg.ree 

o:fi.· the loss suffered by the lender is reduced~ 

Tlme provision for Bad and Doub:tful. debts of the case 

study hanks is used here as a proxy for tlLe rate o:f 

loan default: and by extenisiol!lJ.the default risks fac:ed 

by these banks i:a t:ti:eir transactions. 
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Table ._,· 

PROVISION FOR BAD AND DOUBTFUL DEBTS OF CASE STUDY 
BANKS Ç1980-1989). A PROXY ,FOR DEFAULT RISK 

CN-11·000) 

BANKS 
Years UBA FBN AGB CGB 

1980 2,335 34,293 1 ,. 141 3,.064 

1 981 6,,.073 42,100 6 ,51 6, 3,.978, 

1982 14,812 16,.864 5,.873 2,.586, 

1983 17,. 997 21 ,,319 5,, 149 1 ,,887 

1984 21,. 700 30,316 4,, 701 1 ,.380 

1985 29,082 137. ,096,. 3,51 O 2,676 

1986 38,633 1 Tl ,.043 1 ,068. 6,838, 

1987 57,793 237,896 21 ,336 2,,913 

1988 52,042 276 ,.811 42, 10·7 2,88,7 

1989 34,.655 72,594 10,,633 19,,200 

Source: Same as for table 4 

The table above reveals a fluctua.ting trend in 

the provision~ made for bad and doubtful debts over 

time. The provisions are meant to cushion the banks 

from the possible effects of loan defaults and thus 

their exposure to credit risks from bank borrowers~ 

Th.e figures provided for,. som.é way have a relationship 

wi th the level of deposi ts whic.h indi vidual banks hold .. 

A c:loser look at the table shows that the United 

Bank for Africa Plc for instance~ made a provision 

for Bad and Doubtful debt of N2.335 mill±on in 1980 
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which rose to N57·~/t93 milli.on in, 198,7 and that t.hte 

First Balillk~s figure rose from N34~293 million in 

1980 ·to J.?r2.?6 billion by 198.8;.,. 

Ag;ain,. th.e African Continental Bank made a 

provis:ùon for Bad and Doubtful debt. of Nl ... 141 millï.on, 

:iLn. 1980 which rose t-0 ~42 .. 107 md..lliori by 198& .. 

The above fig,ures g,o to show t.he 1.evel of risks 

associated wi.th. bank. lending, acti vi ties and by extension, 

t;heir selllisi ti "\.Ü ty to the se risk. exposures .... 

. The secolllid type of risk faced by, lenders is 

conc;erned witfu. the l:i.quidit;y of the asset, acquired. 

iTu relation. to that giv:en up by t.he ultimate len.der ... 

The property ofl.' liqu:i.i.d:ii.ty pertaiü11s to the abili.ty of 

the ul tim;a te len.der to dispose of t.h.e as set quicltly 

ani.d at a pri.ce reasonably close to that g,iven .ff.Or 

i.t<>- Liquidi t;y is related to several charact.erist:h.cs 

of the assets.. First,,. is the asset issued. b;y a. 

well-known. f~rŒ,:. in.di vi dual, or gover:ruruent uni.t 

whose :f!ïna:ncial. posi tian is above suspic::ii.on?: If so ,, 

the asset i.s potentially highl;y, rruarketab1e.. Secondsi, 

what is the lengtlill. o:li time b·e:lrore the asset. matu(!"es,., 

that is,.. befo-re th.e ultimate b:orrower can redeel!lll the 

asset.?.'' Generally , .. th,e long;er the terllll to ma tucri.t.y ,; 

the less liqui.d an asset i.s.. Tlndird, does t.he asset

bear i]ltterest.."2'.' · If the asset bears interest and i.s in, 

the nature of a bond, the loB:ger the t~rm to maturi tJJ,. 
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a,m~ i' - ~ 
the great~r will its market pric;e fluctuate :ffo.t...:-à~::1~~~',. 

/ // -;.~ 
g:L venlchange in, market.. il!literest rates.. Fbr tpqtq" _ 1; 

' ::, ~r.,,c~ ':I 
reason. also,, lol!lig,er-terll1! assets are ger:i.erall ,~es§'° /_}., 

]iquïd than those wi th matuJ'.'i ty dates close a· bw,~-~/. ?J:.,/ 
~f?s·30 o'J · 

Finally, how well developed is the illlarket for 

this type of asset? For exam,pJ.t.e, are pri.c:es quot.ed 

daily, are t:he assets sold on a nation.wide exchang;e»;. 

do finan,cial i:n..st:iitutioIDts deal :i:n thcemt?· Tlille l11l@re 

hig,hly dev.eloped the m:arket fi.or a t,-ype b f. as set"" the 

n:no re l:ii.q uii..d. î.t i.s... O suagww ( 1 9-9,2) .. 

LOAN.S AND ADVANC'.ES MANiAGEMENT/RECOVERY STRATEGIES 

Every credi tor :t'ron:1 tirrue to tiillle finds b.d.mseJL:t'. 

:ii.n a posi tio:n tlniat requires hinID to im tiate ac;t:ii.on t.o 

ei tbier recover a loan or man.age th.e inherent .. rii..sk. 

associated wi tlru. lending acti vjj_ties. 

As; had been. previously poi:n.ted 011L.t,,,, two major 

risks are :llaced by le:adi:ng; iIDtsti tutions ,; namel;y :: 

ith!e defaul t risk and the 1iqud..dit;y: risk .. 

The Nligerian banking; eruvirolillIIllel!lit was in the 195:0a 

characterized ·by a serie.s of b:a:nk :li'.ailu.res arising; 

from. several factors.. It ïs in recogJndi.tjj_on o:li'.' -the fact 

that a possihJ..e c:ause of· ban.k :fi"aïlu;re could came :fr'romt. 

large doses of' loan default: thrat, tlilie Nigerian. Depos:ii.:lt.. 

I:rusuranc:e C:orpora ti.on was establishied. by Decree 22 o.n. 

J'Ulme 15 ,. 198'.8\.. T:bl,e Corporation was estab1ished wi th 

the f'ollowi:ng, o b,jec:ti.v.es ::-

(a). To help promote sa:li'.e and effic.ien.t.. baDiking, 
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assistaIDLc:e to j,liltsure<dl b&nks:: in se~ious dïfn:ii.cul.t~ 

as to prCD;tec_t th:em against dest..ru.c:ti.ve runs .. 

(b) To prot.ec:t. deposito,rs. int.erest i.n t.he case o.n any. 

:ii.nsured b.a.l!lk. fac:i:ng; liq ujj_da ti..on. .. 

(c) To :li.ncuili.cate bam.Jci.ng hab:t.t am.0111g Nig;erialllls ... 

( dl) TQ,. examdm.e the b0:oks o :f a11 insu.Jrnd deposi.t. taking 

:iL.nsti.t.utt:ii..olllls :ii..n orde.L'· t(ù) ellllsure fair· play am:o:ng 

cc:om;pet:ii..l!llg banks ... 

Ce) 'J?'@ :iL.nv:est ithe money c:ollectedi. :t:romi. all. ii..nsu.rrecdl. 

deposit ta.kûllllg; :L.D!St,:htu,tions.; as premiumi. full.ta, 

~~oîitable ventures in tthe cou~try ... 

(. f) To assi.st. mionetar~ aut.hor.t.t.ies in. tlru.e form\Ila t:iLon. and 

:ii..mplement.at:ii..on.. of· monetaF.y polic:iL.es;; 

OgunambaJLa ( 199,1 ) • 

'l'he c:oporati.on is :financed bJ prem:L..1.iUIJJ paid by insured 

banks .. A11 l:ii.censed banks ±.nsured b;:,i: t.he corporat:ii.on are 

requ:ii.red to pa-y; 15/16 .. o:fi' one percent o:f t.h.e t.otaJL assessable 

depos:iit liabili ti.es standing i.nt t.heir books at the e:r,t.d of 

ev.ery ni.nane:ii.al -y;ear.. In itbie event @<f ]i.quidation of aDJ 

:ii.Jrusu_red bank,. t.he corporation. pay,s a maximurru of N50, . .000 t0i 

each deposit(DJr.. Thms, as a way of manag;ing; the:L.F deiault 

risli[. or insur:ii.:ng ag,at.nst. p.o.ss:iLb]e loan. defau.Jits, banks have 

bec:omie i.n:sunedL by t.he e;orporair.:iLon. as; a r.±.sk reduc:t.i.on methodi .. 

Anotlrller method. :ff'or redu.ci.:ng t.he ri.sk assoc:i.at.ed. wi th. 

loan de faul t, is by tJfle di v.ers:ii.fic.a t:iion. o.î l.oan. ~.ort.:folia.,.. 

]:t. :ii..s welJ:.. known il.hat. loal!ll. defaults can :rmove together ov.er 

t.ime. That. :iis,.. de:faults ri.se during ec:onom:ii.c; down.turns and 
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f.all du-ring ecoll1omdi.c upturns.,.. However, since di f ferent 

types. o .f' loans have· dïf ferent de :faul t risks,. t,ha t :ii.s, 
:ii..s: 

t.he:ii..r r:i.slt. of. defaul t:.L not. posi ti v.eJJy, or p$rfectJLy 

corre]ated, dive:rrsifi.c:at.i.on of. loana, that: :ii..s" miakin.g 

theIJ11 to di fferent ill1di.viduals whose ac:t.i v:t.. t:iLes are no,t 

related to t-he b1wsiness. cyc:]e :in. the s:a.Illlie way, serves t(:)) 

reduce the overall ri.sk of de .faul t.. Tba t. i.s the tlill(Dire 

reason. ~ why, c:0I001.e rc:L..al tanks di ver si fy; their loaa 

port:.1i:oli<0i by lending; to v.ari.ou.s sec:to,rs OJ:f the economiy 

ait. w.arying perc:entag:es ·wi th the so call.eà., 12:ireîeEre<di. 

sec:t.or taki.ng rnp t:o sev.ent~. ii.ve percelnlt. C:75%'.) o :t: the:ii.r 

]iOan portflol:Lo iJ:Ji any gi.ven y,ear .. 

Since t.he depo.sit.t «::laims on c:om:m:erciaJL bank.s i:s 

a p_roblellll. t.o theDll 51• banks as mu.ch as, possi b:le try. tIDJ 

·reilI!a:tn l:il.qui.d because t,b,e <!::Ost o:fi' hll:li.qudi.di.ty :ii.s 

dangerolllS on the continured. ex:iLs:ten.c.e· of banks .. 

Sev.era]. means ofi. redu.G:::ii..ng 1r.l1lle liq1:1d.di ty ri.sk. 

are available to banks.. First., the 1B.r:tou;s dt.versi fi.edi. 

:hnancial. insit.i.tu.tfons are a bas:li.c part c;;1:if the 

:iLn:fi'rastruc t.ure known. as the ît.IDJalllic:L.al mark.et. By 

the:li.E.· existenc,e they, h.elp t.o cE.·eate "The m,ark.et11 ~ and 

the exist.ence of a t::L:naneia].. market:, where s.ec.:uri.t-:ii.es are 

ac:ir.i.wely t.raded ttends to en:hance the .liq1ilà..d:i:.t.;t o:f.: al] 

secu~iti.es .. 

Sec0ID1dl;}f ,, some fliIDJanc:iaJL :il..n.st..it,ut:ii..ons avail 

U1.emselves. of "L.enders of last.. resort11 •. The Gent.ra} 

Ban. i.s su.c:h a lender and can. by timely pure.hase of 
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g;o.v.ernm.ent secu,r:ii..ti.es or 0;.ther means add liqu:ii..d :funds 

to the :finan.c.:iial system;, when. :necessary.. Exarnples; Oi:fi: 

:ii.Iil!struments that reduce the ri.sk: of :ii.J..1±.qmdiit;y, o.,f 

c:ommercial banks in Nig;eria o.n maturity i.rlclude,._ 

Treasury.: -Bills,_ Treasu.iry C:erti.fi.ca tes, C erti.fü.i.ca tes; 

of' Depo.si ts ,, Bankers Unit Fund, t.b.e C:.al]_ Mone;}r F.un.d 

et.c .. 

C:om:mercial bank.s ini.v.est t.heil' excess . .:li.Wl!.d,s. :ii.JOI.. 

tlil!.ese money mrarket instruments t.ha t have varY,ing. 

mat.uri ty dates to earn i.111.te:n-est an.cl.,. t.o remai.n. liLqùl.di..<it 

or avoid t~e risk of ill:ii.quidi.ty whenever these 

instrumen.tts m.aturi.ty. dat.es f.all due.,.. 

O:nc.e t.he bank lllias decided to rec::over :li.t.s loan, 

demand for payment in t.he m:anner requ:iLred by. the 

terJlil:S. of t:.he loan ag.reement should be made 1wpollJJ. the 

dehtor.. JI:f' verbal. demand ia .miad.e,, ±.t shou]d b·e 

f'ollowed by a let.t.eir· ou,tlillJJ.g. t..he terms o:f th.:e b..al!lik"s 

de:miand.. Tlme delîil!a:nd for paymient shoùld mak.e i t c1.ear 

t:Jiia t the bank ::iLs w:li.llin.g im ac.cept. nothri.ng. less tt.lllian 

the paym.ent in. ftlill and should g;L.ve t.he de htor a. 

reaso111table deadlime to accomplislni. t.h:iiE •. · Depen.d:ii.ng 

upon c:ircumstances,. a reasonab.JLe dead]il!lle mig,b.t. be 

as liit.itle as a ::ILew days or as. long as several m.onths .. 

It shoul'.ci be made c:]ear t.o the debtor tbiat the bank. 

ac:c:epts paymenit as soon as pas.si. b]e and tha t. proc.ras

tina ti.on. or st.a1lin.g on t.he paL't o.f. the de b,to:ir· w:li.11 no t 

be tolerat.ed . .,. In ma.king dema111;d for paym:e111.t~ 'the ba:nk:. 
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should be c:are:ful not to waf.Vïe any 01. i.ts rights and 

may wisbi. to coIDtsult. its soli.c:iitors prioF to dern.a11:-d:ii.ng; 

paym.en.t. 

The :fi'.unct.:i:.o-n of t.hie c.ollect::ii..on/rec:overy, Ji.awyer 

is t.w©> :f:.bldi.. Bfe assist.s tlnte cr.edi.t.or :iLn det..ermiin:tn~. 

wlntat leg;al rem.edies are awa:ii.lab:le~- assesses· the 

possi lnle e:nf.ect.i veness o :fi'.' t.hese rem.edi.es; an.dl. 

represents tJ!lle credi tor :ii.n aJj\i;y couFt actJ .. on. b1st:iLt.t11ted 

t.o i.miple!i1JLent. these rem.ed:i.i.es.. Mos1r banks, ret.at.n. a 

law;ye:ir· who perforllllis leg;al WQJrk f.or t.hellill. :f.rom. t:ï).rrue t..@ 

t.ime and m:ay wish. ta em.ploy, :t.ts reg,ular lawyer :iLn. 
. ' . 

lmandling_ :lits recoverJ cases... Howeve:n'" i t sholiliJ.Jd b.e 

:noted tbat the leg;al ac:tion,s :ii..nvolv.ed :h..a loan 

ree:ovell.'y aF'e a hig;hly specialized f.i.eld and there fore,,. 

the bank may w:ii..slû. to_ ret.ai.n. a law;yer who ia a .. spec.ïahli..st. 

A hi.g_h degree of.· knowledg;e o:fi" tJadi.s part.icu]al1.'' area of 

law ,, ag,g_ressi ve10tess and:. resounc:e fulm;ess are a1]. prereq lill.

is:iLt:iLes: .:for t.he su:c;cessfuJL debt. c:ollec.t..or... It :ii.s als©i 

extremely. helpful :for a deht; collec.tor iw li1a.ve a c:JLose 

work:iLng, rel a ti.onship w:tit.h. th,e bank vs conmrnrcia] loan. ~ 

o f:î.icers,,,, and th:at he has an :iLu-dept uinderstami.d:iLng of 

the balilik.. 11 s, at ti.tudes and polic:y as weJll as the . mi_a.nn.er 

in whi.ch i t servic:es and doculllients i t.s loan. ... 

The 1bank sh:ould îürnïshi :ii. ts lawye:ir· wi t.lil:. aJi1 

infor~ation pertin.ent. ito tibie recover;y,: case, :ii..nc.lu,d:ii.ng 

copies o:ff· ledger cards ,. · :tïnancial sta terruenKs, !.li.Otes 
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C:.ollateral rec:eipts an.d mem.oram,da. ::rrn. addi tian~. the 

case should be thoroug;hly dise:ussed wi.th th.e debt 

colJLec:tor by the o:f':fïcer servic:ing; th.e loan. 

Banks riglwt of set-off' is a J.l.eg.al rigb.t. wh:1.ch a 

debtor lilias to s.e-Jt,-of:f ag,a:linst the delù:t. due ilo lilim sums 

due by tlllie c:redi tor.. Th.e right of set-o :fi::f can only, 

be exercis.ed i:ff bath debt-S are in ·the m.ame rig:ht and 

of known:, amounts.. Thus a bam.ker has a right.. of seti..-o:f'f 

ü r.espec:t of dif:ferent. accounts of ms custr..om.er,.. one 

in dl.e.MJt and the otlmer :i.iJ!ll credi.t, provi.d.ed there :iLs. IDLO> 

express ag,reel'.llllent to t . .he ~:o:nti1rar;y... Thls: :ii.s; usually 

done arter g_i ving du.,e notice t:o the c:ustomier. Thi.s 

noti.c:e is esse:ntial bec:au.se :iL:ff the customer lnias :ii.ssu.ed 

c.:::hequ,es on tlilie accoun.t wi th ithe credï.t balance. and sUtch. 

c b..e q u.e s are di sho n.o U(r' e d , t h,e _ banlte r r'UIDls the ri.sk o :f 

paying; damag;es to th.e customier :IL'or the wrong,:fi:hl di..shonollJi' 

of. c:hequ.es ... 

Th.E3 ·bank.er 11 s right o :fi. set-o :li'':ft' c:rystalJ.lises 

:iLn the following irustances: 

(:li.) On the deat.h, bankrupt.c:y and mental inc.apaci ty 

of a custorruer; 

(:iLi) On 'the loal.1Ùil'U!t~,cy· of. a firm1 or when a corrupanrt 

is püi.t into liquida t.io11IL;; 

(:li.li) On receipt of niotic.e ·of assignmelilit .of i1he 

c.redi t balance on an ac:c:ount... Adekany;e ( 19cfü5) 
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Every len.der, having. exbiausted all. oth.er means 

of. rec:overing; a loal1li. sooner or la ter fin.ds h.e or s:bte 

·Illlu.st resort to court action to for.ce recoveFy... Loan.. 

Officers who are iL1experien.ced in suc:h mattens wfill 

prObably find their f:Lrst day in court a :f'rustratinK 

experien.ce ... Wit.ho1J2Lt, dou.bt.,. pa t:il.ence ~: perservreran.c.e 

are prerequi.si tes :für any credi tor i:t1tViol ved in a co11œ·t .. 

ac:ti.on ... 

Both. the bank o:fi.'ficer and i1he at.torne;y shouJl.d 

m;a.k:e a detail.ed study o:fi all documents in the c;red:ii.t 

:fi:ile prior to their· court appearanc~.. The streng;tbts, 

al1li.d weakn.esses o :il tJru.e c:redi tors case s:hLouJ.d, be 

thoroug;hly a111alyzed, and every effort shou1.d be made· 

to antic:ipate th.e defenc:ès whic:lu.t m.ay be preseI1J.tedi 

by th.e debtor .. · A plan of.' attack t.hat tak:.es advant.ag;e 

of those areas in which t,h.e bank.11 s case iis tJ1te 

strong,est. should be ;prepared.. Exc:ept ID'l very; md.Ln.o:rt 

cases,. an of:ficer o:fi the hank w11io btas a t:h.orowgb. 

kJrltowledge of the case should accompany the soliLcLtor· to 

court.. The sw;cess of any act:L.on in court depen.ds on, 

t.hree fact.o-rs; - the ~oun.dilê~.s,. of the bal!l!k. 11 s case~ 

tJil.e abili.ty of the balilîk I s sol:i.Lc:i.i.tor and t.hie adeq uac;y 

and acc.uracy o :1I' the :ii.nf.orrna tiollit :t:'urr.i.ish:ed to the 

attorney by the- b.alll:ko-

Thus,. the best recovery of.f.icer jis not onlJ 

knowledgeahle and ag:g:ressi.v.e but i.s al.sa resoUil'.'c:e:!Lul 

and t'.lexjible •. The issue of fl.e.x:ii.bility requ:ii.res that 
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hte takes ir..h,e best dec:is:ii.on. iIDt a situation. where the 

debtor requ,ests for alill oUJ.t of. court settlem.en.t ... 

Most ba:mk.s have embodied wi th their "Lett.er of 

Ac;ceptance'' a provision tha t f_f the holder of ttis 

]et ter shall deem. i tself ithSec:u;re, t:.hen the ent:iire 

inde btedness aforesaid shall a t ithe opt.i.on o :ff. ilhe · 

hiolder and wi tho11tt :notic.e be and become :ii!lillltediatel;w 

due and payable or words of similar 1!hatUEe.. ThdLs :i.Ls 

c:ommonly known as alill ac.:celerati.on, clause and g,:iiv.es 

the 1oal!llk the opportum ty to dec::lare th.e loal!ll irrum:edia tely 

du,e and payahle should i t fil'.!ll.d that the debtor n s'. 

situation is deteriorating;. Wi.t.houdt a clause o:t: tbdls. 

nature» t..h.e bamk rnd.g.lili.t. f:i.i11d i.tsel:ff." Wllab.le to take an;J 

ac:tiol!ll until the next. ma turi ty, of th.e deht.or n s loan 

even thoug;llli :iLt i.s aware oft' the deteriorati.on o:ff. the 

debtor'1s posi tio:n •. 
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CHAPTER THREE 

METHODOLOGY 

'.1Ih:Ls stud;y wilJL rely OJllJ. ·both. primary and 

secon.dary:. da ta .. 

79 

3 •. 1 Data Golleeti..oa 

Tlill.e primiar~ data was colJLected throug,h the 

administration. of.'. sorme six hundred. and. thirty 

(630) questiomilaires., admi:ndLst.ered :ii..:m.i. the ratioi · 

o:tr 1&0:100::150:.120 ami. eaclm of t.lme case stud,- lùanks9, 

n.am:.ely; the Fï.rst: Bàl!I:lk o:fi'.· NJig;er:ii..a. (:FŒ) PLC,J 

tlfile Um te d Bà.:mik :fia r A f ri ca ( UEA ) PEc·, A fri caœ 

C.orut:linemi.tal. Balrlik: (ACB) PLC:,.- and the Co-operativ:e 

aiilld Commerce Bal!llk. o :r· N!ig,eria ( CCE,) PLC respecti v.ely ,i 
beari.m.g i11ll md.m:..d t.heir relati.ve shares o:fi." the market .. 

0:~:fr:b.-r· (198ln llllOÜ:es that as ail Decembert 1986,i t.he 

Firsit Bas of· Nfig,eria had a (.Spread-,,- Asset:s,i Ii.oami.s 

and Adva~ces~. and Deposits) SALD ~arket: share index 

illli. perce:rüag,e o:ff.' 17 •. 36,, the UBA - 15.60,i t,b.e 

AC:BI - G; •. 23 amdt the_ GC:B - 2000 .. 

The questi.ommaire is designed to be responded. 

to by three categ,aries of. sta:ff'f. oK the Eoans and. 

Advanc:es. (.c:redit.) departrrueliil.ts of the ba:rn.ks,, m:..ame]3;; 

the credi t. of:fiicers, c.redi t s.upervisors ·and cred:Ltt 

clerks"' The sallipling technique adopted in the 

admimd.stration. of the questiollllnaire is tbie j;udg_emenital 

saœpliwg; method
1
)based on thleir relati v.e sizes.~. 

Olm.fi:OJr ( 19,$) •. · 
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~IJme sec.o1!1!.dary data required~ for this wor:k: wi].]. 

in,clu.de,., data on the provisï.omt for Bad an.d Doubt.fu]. 

debt.s. Ca proxy for the rate oit Jloaim deîaul.t) ,) Eoans 

and Ad vanc:es , .. the net: earning;s (pro fi:tt-. after ded uc ti.ons,), 

customers; deposi.t.s and otfuter liabili ties,. Assets,. ·and 

Reserv.ès ot· the selected balillks.. The sources of these 
. 

data are the published AlllimlUal. Reports alllld Fi:imanc:ia]. 

statements of thte case stud~ bank:s •. These iruformat:iLon. 

w:Lll. be deri:wed fr.am t.he Balaimce Sheet.s aJ11Ld the Prof:ii.t: 

alllld Eoss Ae:couillli.ts of these Balniks •. 

3.2 · Data Analyses. 

'filme m.ethod of: analyses oft· thi.s sturly. will bvolve; 

(1 ")_ Tlme Ch:iL-squared· (X2 ) t.est. amid the C:ontiJllgency 

tab:le will be u.:sed. t:o test· for the percei.ved 

deg_ree o:t eff:ec.ti veness oft· the Loans and Advances 

mallllagement, strateg:il.es adopt.ed lo,y t:ful.~ baDlks ... 

( 2) Corre]atiio:n analysi.s between the mtet- eë;lrl:ild.ngs 

(profi.t). and thue· Loans and Advances gran'lted by 

tli:tte baimk.s· •. 

(3) Simpl.e and mul tipie reg;ressd.on, analyses .. o î' the. 

da ta usfulg; Une ordina.r;w ieast, squares (OLS) 

metlœod.. (Ec:onometr:ii.c. A:imalysi.s,) •. 

The Ec:onom:etric. analysi.s woul.d' in:wolv..e the 

f'.Ollowing;:. 

S11.eci fyï.ng. the models; t.o be tested.. We :miake 

the Net Earning;s 0{) t.hie dependent variable (thé 
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reg;ressand) and iD1.clude the exp1anator;w variables 

or reg.ressors ïn the model t,0 test, for tJ!l!e sigmficance. 

of the explana tor1 variables in con.t.ri bUJ.ting; t©i t:J11e 

Net. Earning;s. Tb- gras~ 1füe in.di v:idual im;pac:t. 0,:fi'.· t.he 

-----in.dep end ent; ~ari ables, we specif~ simple regress~o~ 

models wi th eaclru of true variables.. Multiple regress:ii..oIL 

models are also specified t;o ·test. the joint im.pact. 

o:f thie whole v:ariables take:n tog;ether.. We m:ay als<Ol 

alter at rallll.dom t:h.e variables i111eluded in tJilie multip]_e 

reg_ress±.on mode] ... 

Sine:e t..bie sam.ple size i.s less than thirt..y·,. Wff 

u,se tb.:e stude:frti, t-test. t.o test for the signific:ance of 

eac:h explana tor:}r variable in c:ontri bwting to tbie · Net. 

Earnings o:fi· the banks ... 

The F:...test iis also uised to tes.t. :t:or the overall 

significance of the explanator;w variables take:n, tog.et.her. 

'TI'l!l!e coef'fi'.ic:i.iel:li.t of det.erminat.i0n - R2. whicl11L 

m:easures t.h.e G:oodness of. f:i.i'li is calc:ulatedct Billlt. by 

inic:lud:iing; addi t;ï;onal explanatory,· variables in t.b.e 

func:t:ilo:n. we rai se the coefficient of mul tip_le det.e:ir-
. 2 . 

mination.. To correc_t th:iJs defèc.t. we adJ,usit. R by 

taking, into ae:count. t.he degrees o ii.' f.:reedomi whiclru 

clearly decrease as new regress6rs are introduced into 

the function,i Kol!lltsoJ:liaru11is (1977?)ct. We 1t..here:nore useJ 

the adjusii..ed R2 {1i2 ) instead o.f· R.2 
{,)· 
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Defi:md.i.:t:ii.on. o:f. V.ariab1es (Data). 

(1 ) Tlme N:e1t. Earnings (Nf) 

82 

The net.. earning;s (Nr) is the profit after 

a]l deduG:?tions hav.e been made witbin the accounti:ng, 

year.. It ii.s the dependent variab1e in this stud;if. 

(2) Provisi.on :tlor Bad and Doubtful. Delo:'trs {JB:) 

Tlilie prov:hs±.on. for bad and douloitful debts 

CB) ts the provisi.on made for transactions 

wi thi:n the ac.eounting; year whiclil.t are c:onsidered 

bad a!hd doubtful of recov.er~.. ][t is used here 

as a prox;y1 :fJbr the rate o·f loan de:fi'au].t ... 

(3) LoaJ/lLS and Advances (L) 

T1me Loan.s and Advanc.es (L) is part. of the 

Assets of a Ba:wt Euall~f gi ven ·ow.t.. 1t.o. customers 

o:fi.' th~ ba:mik as credit f7a.cilii.t;y,:· •. 

{4)· Customers Deposi ts and Other Liabd.li ties (C'.) 

These corn.prise deposits made by bank 

c:ustomers iih the form of savi:mig,,. demand and 

TiJ:IIJie deposi ts and othier suclill li.abili ties tha1t. t.h.e 

balilik. md.g_lilit illllc:ur or be exposed. t.o •. 

(5) Asset·s (A). 

Tlme Assets here consist.s of· fixed Assets 

and 11 otbier Assets" of the bank.e. E'ixed Assets 

in.c.lude B:uildings,. Offic.e and Houise Equipme:nts.,.. 

vehicles etc:.. O..ther asset.s are thim.gs lik:e 

I:ro.ive·stm:emrt;.s, Stocks etc .• 
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(6) Reserves (R) 

Tlilie Reserves consti.tu:lt..e the am;ount. put. 

aside for contingencies.. They are profits 

earne·d o ·ter the years tha t. have· no t ·1o;e e:DJ 

dis tri b,uted to shareholders b,w.t set aside t.ew 

meet: future requirem.e11tts •. 

Specjj_fic:ati.on of. t1ilie Mrbde]s 

]n. order to determiiJJ1e the relative importance 

off· eac:h expla111J.atory,· variable in c-0:atri ltnw.ting t.o t.:h1:e 

Eet Earnings., we fi.t. each bank: 0 s data ilillto sim.ple 

regress:ii.on modela. The specifi<:::ation tak.:es the 

following fu:mrc;tional form.: 

N: = :fr( B) + tr ( 1 ) 

N· = f{L) + tr (2) 

]f = :Jr-( C) + Ul (3) 

N. = f'(A) + ur C4) 

N = fi(R) + 1lJl (5) 

W. = The :Nreit Earning,s or Net. Pro:f.it. o:f" t:he 

f 

B: 

C 

= 

= 

· loaü •. 

The func:ti.onal notation 

Provis:ii.oID for Bad alllid Dou.btfu]. Debts 

C:ustomers deposi t.s and qther liahili_ties. 

A'. - Assets 

R = Reser-ves 

l!JT = Error t.erm or Disturbance t.erm. 
f- = l-o~i\S Qn~ Atl"""Q.S 
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IJr'lme li:near. spec:ii..fi ca t.:ii..omi of the mode]. takes the 

forms:: 

N. a<ll + a'lB +. 1)]. (6;) 

N: -· a. + 
0 al_E. + liJr (7) 

N. - a: 
(Dl 

+ a;11·.c; + u: (~) 

N: = ·a,; + 
Oi. 

a: A 
l + mr (9;) 

N - a + o,. a,1 R· + lID. (1 O) 

w11llere tJme v:ariabl.es are as defimi.ed earli.er,. and 

aé.. and a 1 are e:oefficie111:t.s .. 

Also, in order to test- tli1e joint impact. o.:f. t.he 

explanat.ory variables in contributing .. t.o the net 

prof:iit,: we develope a multiplie regressjj.on mode]. 

'l'he spec:i.ficat:li..on tak.es the following; :lh111lictionali 

f.orm:: 

where the v.ariables remain. as previousl;y de:fiined. 

:n:n. undertak:ii.lnig; thi.s t.e.st we require to al ter 

at ralllldom the v.ariahles to est:ablisJm. which or.· them:. 

t:ake1ill. j_oiI!lltl~ bett.er explail'lls or co1llltri butes more 

t.o the 1lllet earnings o:f the in.di vidual banks over the 

study, period.. Tbe limiear relatjj_onship o:ff' t.he mode]. 

c::a:n, tak.e the following; form:: 

lb - a: + a1,R + a2~î + a3c:+: a4A. + a5R ·H. \ID. 
0 

N. -· a· +: a,.B: +: a2t. n3) 
01 

N: -· a. o. + al.B:: + a:2],, + a
3

c;: 04) 

(12) 
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N = 

a:ni.d so on.. Wliliere a
01

,,. a,.,. a 2 ,: al'ihd a~ are c.o e f fi ci eJ11ts. .. 

Tfute actual analysii.s i.s le.Kt owt. here unt:ii.l Chapte:r 4. 
. . 

when the analys:Es :iLs carried omt .• 
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86 
CHAPTER FOUR 

4 ... 0 AlmALYSIS OF· DATA AND INTERPRETATION. OF RESULTS 

. 4.8/' ._. TEST OF' HYPOTHESES 

4~ l:~-- ·. HYPOTRJESIS I 

Y.ears 

198:0 

198.1 

19Si2 

19Si3 

1984 

,, 

T]m:Ls hypoth.es:iLs states tbat:; 

H~:: Loans. and Advam::es are ]10t important in the . 

por.t.foliGJJ manag_ement of commercia]... bal!llks,.. 

HA:: LoaIDls and Advanc:es are important; :iiD the 

poFt:fül:ii..o, ma:n.ag;ememrt of comm.erciali. banks,<>-

1.'Ir!llie hypotJiltesi.s i.s t.est.ed. usi.ng, simp].e and 

mu].t.iple regress:ii.on, resul t..s of_ selec:ted variabl.es, 

of" <i:ase study. banks.,. 

*Note t.blat ~he t-values are fu1i parentheses 

under tlme estimated coef.fï.c;jLe:imtso-

CASE STUDY. BANK I - THE UNITED BANK:FOR AFRIC:A (UBA) 

1:1&. 

Table z· 
Reg.ress:ii..Ol'JL Data :flor · UBA PLC Cl 9&o-l 9@9i) OP.000) 

Reserwes A'ssets .. Bad Debts JJ:..©laili.Si &: Ct11Stomers .N.et .. 
Advances :i)ep0~i,tm/ .'t Earnings 

(R) (A) (B) ·Or.) (C) (NT) 

47,59?'" 4&,.173 2,. .. 335 &64.;836" 1 ~5,7,6i,;225 20lli036 

6'4,312 124,D90 6 .. ,.075 1 ~) 1 64 ,,.294 2 ,,407.,1,218, 22.,,,,7.15 

7r'6; ,,\2 3 9i 143;·,.,476 14,;&l 2 1 ,51 91,;,426 2,548,.,230 26,h02 

9:2,,a,1 a 256',i.,11 ~ 17_,,99,? 1 ,h 19i)l',6,:%) 2 ~,969 :,;9; 11 29,,279· 

109),,600 275,,76.9, 21 s;:100 1 ,553:>.263 3:,) 14.,546 31 ,A82 
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:t-85 

i&6j 

1&7' 

t~S; 

18:9 

1_34:,:i095 333,A55 29 ,._.08:2 

l 63,"s;39 .. 348;5>.,054 38i,h33~ 

191 ,J 79 710~543 57r',,79:3 

253~468. 903,)38 52l>J042 

341 ,,755 1 S>A 30 ,,,22s;. 34:11.655 

1 ,,_409 ,) 37. 

1 ,.;4,n ,A 19; 

1 ,, .. 79Si,,62Si 

2,JOOS,..138 

3 ,,044,, 1 31 

o,.'7 
Ü··t, 

4 :11)31 9;,.,6:00 

3 :p,9:32 .,,_7a9. 

4 ,.tl:66,,7.26 

5 l),8,7-'2 ,.1884 

S,l).,159S>J295 

Source:: Ann.ual Reponils- alllid S ta t-emen:tt @f Ac:c.o:i.m.:ts 

(Variows Years) .. 

'F.he reg,ression. resul t.s for t1il!.e àlo:ov.e œ:rwlt are as 

ftbllows.:: 

NT -- ~14fü& .. 72 + O .. B9i99)R ( 1.~ 

?: (5 <>·S;?:91') 

R~-- *= 0 .. 8121 ,,r F. :c 34 .. 5-1.1 ,: DW =0 1 o.S,823 

N'. - 868:.-90S2 + 0 ~0238JL. (2.) 

. r- = - (}.,.2211.) 

2· ' 
R :: 0 .... 5646i,,, F- = 1 0 .. 3:76,11; DW = 1 o-111 0 

N~ =- 8551 ..29819 + O .. OO'i?9)C_:: {3) 

(4 .. 2656.) 

:e2- ::.: 0,..6i944,,,. F. :::a 18\ .... 17.9),,;,, DW =- 1 .,.'è'5,4S 
' 

N: =- 2324J .. .774 + 0 ... 0365.A\ (4) 

(4~678) 

R:2·. =- o •. ?'314,.,, Fr=- 21 ~'i?'88,., lDlW .=; 1 <>-4098 

N': =. 14133 ... 022 + 0 ... 1 ',1!08R (5) 

(4 ... 7516) 

34sau193 

42,108.1 

73,.653 

54,/7:66 

641}764 
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Pl· = 0 ... ?36,7,,. p =· 22: .. 38:8,1 DW =· 2 ... 0244. 

ffi -- 17'5.0...252 * 0 .... 6ï985H; +:- 0.,.0115K (6) 

(4 ... 99:71 ) (2 .. 60'"l7.) 

R2. -- 0 ... 9047:,,_ F.'" :.'. 33 ... 218;:lll• DW = 2~69;?." 

N:. ~ 17.95 ... 433,5 +:- 0 .. 0114]"., + o .. ooo6c; +1- o .69;74ff tl) 

(0 .. 9'502) co ... oog;&.) f3.59b6) 

~- -·" 0 ... 9041.,. "F' :.:. 18 .. 982:,J DW = 2 .. 2'l3t& .. 

T.he s±.mp].e regressdi..an. resuill.ts i.n eq ua ti.ona Cl ) t<Dl 

( 5:) s oow the follo wing; '1".'l!li.e · 1:rorisi.on. fb1r Bad and: Doubt.:f'Ull . . 

Debt-s - B,,,, C:usiiomers Depo.si.t-s and otlmer l:ii.abillii..ties - c·,." 

Asset.s. - A,1, and the Reserv..es - R,,,. are sigmdificanit. at. ,tJme 

1 % ].eve]. in expl.aining; trlme net ear:nd..ng.s o 1· t.h.e Ban o.1.li.er 

the study period.. TJme Loans and Advan.ces. i.s sigli1iî1.can.t 

a t t;he 5%'.· l.eve]..,, 

'F.b.e Loans and Advanc:es,1 Ass;ets,., C.ustomers Depo.,si.ts 

alllid oth!.er liiabili ti.es all. bore t.we corr:ect. ap:r:ii.©!F:ii... economi.c. 

signs... TJme provii.si.ons. fi.or Bad and Doubt,fuJL De bts and. the 

Re serves bore tth.e wrong; ( posi.tiv.e) signs;).. Thii..s i.s qudi..te 

suirprising. as th.ese v:ariabl.es are supposed tro dampen air 

redllll.C:e th.e net. earlill.ii..ngs o.:f· the balllik. 
' 

W1bten. a multipl.e reg;rressiL.oll arialysii..s ïs. taken 1 far 

the variables tmder consi.deratjj_o:m,. the fohli.owing r.esuLtt:s 

ii.n equati:.ons. (6.) and (?') emerge... T'lilte resulJ..ts sho>w t.hat 

lliill eqwa.t:ioru (.6,) the L.oaoo and Advances ÜlL correctly sigµed 

an.d. sigmdifican:tt even at.. the 1 % ].evel. wh:L.le the provision 

:ffor Bad al!ltd DoubtfUJl. Deht ils signi.fican.t at. tlille 1%.; l.evel. but. 
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:ii..s wrolligly sig)'.led... In equatti.Lon (7) t-:ti11.e Loans and 

Adva·nces and: c:ws1wmiers: Depos:ii ts are c:orrectly. sign.edi 

bwt. t.bie Bad Debt:s j.is wro:ngl;)f sign.ed!.. Twe Customers 

Depo.s:ii..ts. :ii..s not signii.fica:nt ev.en.. at 50% 1..eve]. whereas. 

the Eoan.s and Advances. :ii.s ,.; only at;, tbie 50%: leveJL.: 

'll''lni.e F'-Stat:ii.stics are qu:t.te hi.g.liL. in.dicating tha.t. 

tlrue variables are important: i:n e:o:ntri lulilltin.g, to; tlrue 

net pro.f:iLt. of 1ihe ba~ AlLso,,, tlme R2 :ii..s hïgh shmving 

t.hat the wa:ràabl.es ta.ken togetlruer ex.pla.:ii.n about. 9.0%; 

mf' fülle varjjation :ii...n pro :f:iLt earn.ings .. 

T'h1.e :fi.OJL]ow:ii.ng conclu;sions can "be drawn.· from. the 

resuJLt arrived at above~ 

(1) The Loans and Advanc;es,. Ass:ets and Cust.omers 

Depos:ii.ts and other liabili ti.es are important 

variables in. the po:rr-t:fi:'ohli.Q, manag;emen.t: strateg;iLes 

o :f tJil1e lTmdi.tedi Bà.l!lllt for Afirica PJLc .. 

(2) T}flle Reserv.es. and t..he pr.ovis:iLon. for Bad and Doulo,tfu] 

Deb1t.s. whï.c:lill bore wrong .. economic: signs exhibi tecdl 

some measu:re of surprise.. It cou].d howeve:rr-· be 

expJL.a:ined·. to mean tlil.iat even as the bank mad.e 

increasedi p:rovïs:ii..ons :fo~·. these variables,, t.h.e 

net èarning;s. jjnc.reased. because the b.en.e:t:ïc:iL.aries 

o.f ithie .JLoans and Advanc.es_ repa:iid the:ir debts. 

prompt]Ly wi thoùli.t in.vol vïn.g;_ the bank ::ü.n. the 

deplet.io:n of :ii.t.s Reserves possi ~ly in. li tig:ati..on: 
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to fo,rc:e tliliem. to repay •. AJiso, Ulle i.Jmc:reased Bad De bt 

:t::iLgures s.ould be as à rèsul t o.f tlilie ex:ll.g.e]1.c;ji_es (DJ:ft the 

t:iim.e,1 tb.at M,. tlilie ec:oEJ.om:li.c; depress:iLOTh :ii.n the country,, 

wlilten. lllianks are afra:iLd tJha t bo,rrowers may de fau]:k in the 

repaymieTht of their·debt; obl:iig,atjj_ons as t.hey fal]_ due ... Tlru.lil!B,., 

th.e ba.Jllik. needed to miak.e addi tio1ili.al provis:iLons :fi'.or Bad De b.t& 

to c:usm.on su.c:h.1 e:t":fec:ts.,. 

The whole seenaria abowe di.d llliot however red1:1Lce 

t.hè proî:h.t levels oi' the hank as th:,e in.t.eresit rates . 

Ollll loans and advances plmnmiet,ed wi t:fil.lill the period @:f the 

Stru.c:tural. Adjustmelfllt Prog,ramriihe (SAP) in. the c:ount.ry .. 

CASE STUDY BANK II - FIRST BANK OF NIGERIA (FEN.) PLC 

Reg;ress:ii.on Data Fb:it FJB1f Plc ( 198;0 - 198>9) e)r,11000) 

Table 8\ 

Years. Reserves: Assets. Bad Debts. 11oans & C:ustomers Net. 

1980 

19sn 

198:2 

. 1983 

1984 

198.5· 

1986: 

(R) 

34,.500 

41700 

48.100 

55600 

62900 

'?,,6260 

9?'91 ?' 

Advalfll~es Deposits Earn~ 
ing,s 

(A) (B) (L) (G) (N,) 

243,-205 

342006. 

. 43038:l 

&12995 .. 

8D2462 

6,18029 

136 .. 1677 

"34,:293 

42100 

16&64 

21319 

30316 

13709;6 

177043 

1039239 

1339420 

1490132 

l 37:6'}'05; 

1402456 

1474541 

Hi69452. 

21419;&0 

226)2066 

2793200 

·3570313 

4115·546 

4134070 

4412745 

1796rl,' 

2Si402 

252331 

29;850 

29,144 

53404. 

86,6,25· 
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19&7' 114920. 135099'8. 23?'.S96i. 20471113 5010455 6'8D13 

19sa;., 124323, 1442'?'19 27:68il l 225338a 56:46:396', 't4224 

19&9 13'2'843 1 8\.1 719/~6 7259-4 1 S,51481 . 'l9,5SDS,O 57.098\, 

Sol!llrce:: Annual Repo.rts and Sta tement o.f Ac:c:ownts, 

fV.ariou.:s Y.ears.) c. 

The reg;ressi.o:n resul ts from th.e above cliata :fo,F· 

the F'irst Bank: o :r· N:ii.g,er:ii.a (FEN) P1Lc com.e up as. :frol].ows:: 

.. 
N: = 2436,8 ... 1 8\90 + 0 .. 21 6,j;B: 

(.4 ... 99:a;4 ) 

2 R = 0 .. 1'575, F, 24 .. 98.4,, DW = 1.9559, 

N = -43)320.,3:40 + 0 .. 0559E,. 

(5 ... 06.6J·) 

R2 =· . 0 .7624 ,, F. =· 25 .. 66/'J 21, DW =· 1 • 3S,76. 

N: = 9S.f,O. 737:2 +: 0 •. 008S\C 

(2 •. 3664.) 

Ii2- = 0 .411.8~. F.' =0 5, .. 6001) DW =· 1 ... 2139 

(11) 

(2) 

N. = 1 4 l 7.'7.· .. S1B'.S; + 0 .. O 354A ( 4) 

(3 •. 6'J'65) 

R2 =· 0.6,232,i; F. = 1 _3;.,,516,,, DW =· 1 .2863 

N! =· 4001 .,5075 +:- 0.,,54.15:R 

(4.2952) 

if = 0 •. 6:9,7'5 ,) F' =· 1 t ... 449,i DW =· 1 •. 4278, 

(5) 

N:'. =· -3;4Œ:a5 •. 7.·546, + 0.0458.JL +: o.008,3A. (6:-) 

(2~1035) (0~5492) 
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:R2· - 0.77.22,,; F =- 11;,,_B;6,4i,; DW =- 1 •. 26,42 

NI = -4.3201 .. 2548', + Oo.0556>Jr., +.· 0.0001 C (7) 

(3~2141) (0~0248) 

2. R: =- 0 .. 7.6)24:, F = 11 .231 ,, DW =· 1 .. 3847 

N' =~ -2335 .. 0?09 -t!· 0 •. 0132:JL, +;- o •. 003oc + o ... 147,5n nn 
co.43:s.4) .co .. 1s9s,) t1 .G,38.4) 

m:_2_ . -· 0 0·3·5 Q.-J.\ .. u- .· rJ.,., F =- 10 ... 184,, DW = 2 ... 028,6, 

'li1.1fule sirrup].e regress;Ï.01lll resul t.s. o btaine_d fromt t.lnie 

da t.a on tJiie Fi:n-st Bank .. of Nlig;e.rjj.a (FBH) Plc,,, eq ua ti.ons 

( 1 ) to C:5) :ii..s almo s t. sirni lar to t ha t o f o the r Banks .• 

'ltlme Lo ans and Advances s,.. C'.ustomers Deposits and. 

the Asset.s. Variab].es assumied tb.,e correct economdi..c: 'signs 

and are signïficant at the 5%. I.eve].. Tbe provisi.omi. foll' 

Bad and Dowbtfuill. De1Dts and the R?eserves al thoug,n. 

significant at. ·the 1% ].evel had the wro1!llg; ec:onom:hc sig11lls .. 

':!l'.'he m.ul.tip].e reg_ressi.olD! resul ü.s eq ua t:t.ons (6.) t.oj C8) 

show 1Uruat the equatjion Cn :ii..s rn.ue:hl. mo:ire reliable. BJ.o.wever,, 

the bank. shou]d endeavoull'· t0, attrac:t. more deposi tors ta. 

enab].e it have a t, i ts. · di 9posa]. enoug)11 l<Dianable funds, 

sinc:e t.he loans and advanc.es hav.e been showl!ll ta e:ontri 1Dute 

ef.':fecti ve]~ to the net. eartlng;s of th.e banki." ïf welJL 

mamiag,ed.. ';rlilie Ba:iuk should reduè:e i.ts Bad and Doubt fuJL. 

Debt:s :Eig_ures. to have mo:-re· mone.)_7 f.o.r potential loan, 

applïcant..s.. Tlrne wrong; econom,jic sign o:t'. t,his v.ariable 

shows t.hat i.t has been o;n the ï.ncreas.e prob0bl1 as a way; 

of containïng, the possible default.. from the bank_r:s 

borrowers.t)-
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CASE STUDï BAN'K III - CO-OPERATIVE AND COMMERC:E B\ANK_ 

OF NIGERIA ( CGBi) PLG 

Tahlie 9 

Reg:zressni..o.n:. Data :for CC.B;, PLC G'.1980 - 198~) 

(!,p, 000 ) . 

Wears Reserves Asset.:s Badi Debts; Eoans. Custolltllers 
&: Adv:an- Deposi ts. 

(R.) (A.) (B.) c:es;(L) ·(C) 

1 9,S\0 12066 3064 62424 132357' 

19sn 1 a209, . 39-78 81194 155398ï" 

19a2:. 6:79 15704 25S;6 . 112416. 18>6i7.29 

19a3: 1143; 6i7314 1 8,S,7' 146053 211761 

1 9Ji4 1350 2'2505· 138.0 1906.75 290743 

1985 1533 27.1 '"l8i 26{?,6; 2215?0 331244 . 
19S:6 1533; 5192? 6858i 26)2179. 37;.1 57.5 

19Stl 2341 6S'8IS2 29.13 2c),(&099 433533 

1 9{1~ 3146 112046 28S/'l 3&2646 6;8;26;16, 

19&9 4640 206;141 19..200 445339i 866;846; 

So:iwrce:: Annu.al Repo~ts. and state!ll'il!en.~ o.t:. Accoun.ts. 

(V:ar.i.o.us Y'eaEs) 

1'he :.ffo.]JLoJwing, are th.e reg_ressi.on. resul.ts for the 

Co-operat:.i v;e an.d C'.or.tnmLerc:e Bank (C:CB) PJi..c:. 

N:. = . l 603i .. 3Sj27' + 0 •. 249S!B:. 

(3.-3283) 

-pf- = 0 .. 5Si0'7''.,,1• F. = 11 .. 077'7- DW s: 1 <>-1361 

N'. =· 141.'2 ... 9)275 ~- 0 .. 00601, 

(1 .. 38.54) 

(2.) 

Nr.et 
Earning,s, 

{N.) 

306,4 

3978, 

27.1 6-

632. 

829-

433 

3'29:&. 

3232 

3222 

5974 
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R2- =- O.J 935 ,.. F' =- 1 o-919$1, DW =- 1 .. 1250 

rr = s;5020 •. 8,436 - 0.0693c 

(-1 .. 7810) 

Ii· =- 0..28,39 ,.. F =- 3 .. 172~. DW = 2..-3574 

N:. = 17.58 .. 51 ';?'5 + 0 .. 01 ?0A 

(2o.04SD) 

R2· :: · 0 ... 3)+40,.;. F. = 4 •. 194 9..• DW = 1 .,3002 

N:. = 1 901 .. 7:186 +: 0 .. 54.1 4R 

( 1 •. 4112) 

R2· =- 0 .,.1 9915,, F.' :: 1 •. 99.;2 p, DW = .. 1 .,.1 759 

(3) 

(4) 

(5) 

N'. = -96 .. 59,;46 +, 0 • .0102L. + o •. 011.iC. +. o •. 0146A 

(0 .. 457'4) (0 .. 9}Sî6S\) (0 ... 47.80) 

-35 .. 4512Ri + 0 •. 2276B: (6) 

R
2. =.. (-1 .. 5"l-78i) (1 • .5047') 

o •. ?682... F = 2.661,, bw = 1 .SJ5Si8 

N: =- 350 .. 36591 + 0 •. 01791 + 0.3379B' - l · •. &9,04R (7/') 

(l .,.138\5) (2 •. 9064) (-1.238Si) 

R.2 · =- 0 •. 6:-f/l6,, F = 4 ... .018,. DW :, l •. 0101 

'.ffhli.e s:ilmipJLe reg;ress.d:..on. resul ts eq ua tion.s:. ( 1 ) t(OJ 

94 

(5) rev:eal. the :fi.ollowi.ng;:: The 1oans and Adv.anc:es aJIJl.d t.he 

Ass.et.s Variables ar.e ~orrect-l;y- (posi:t-i uel~) signed..,. 11:he 

prov:ii..si.on for Bad and Doubtfuùl.. Deb-ts>_. GustoDillers. Deposi.ts 

al!lld ot..her lii.ahil:iLti.es,,_, and the Reservem; are wrongly sign.ed.,... 

The Ba.di. and Douibi1:fu.]. Debts is si.glilii.:ficanit at t.Jme 1% l.evel 

i.n.explaini.ng;the net profit earnings o:f the Bank.,. The 

1Loans. alllld Adva~ces,.. and. the Reserv.es are si.gni.:ficant at. 

the 20% lie'Veli whd..].e t.he CustomeE·s Deposi.ts and th~ Assets, 

Wariables, ar.e sig,ni:ücantt at. ti,hi.e 10%· level in. con.tri buting. 
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t.o. the varia1tio111 ~ earnings of the Bank. .. 

The :lrollowing; ano]ogy can be drawTh :fi"rom the results 

above .. 

(1 ) T'he Loans and Adva:n;ees and the Assets, V..arialù:les. 

are :ii.mportan.it hut n:eed a l:ii..tt.ll.e more manag;emen..t .. 

:lin order to real:ii.se tncreased prof:Et .. 

(2) Tlrue provi.s:il.on for Bad an.d Doubt.ful. Debts ,.1 Reserv.es 

and the c:ustomers Depos:Lt.s whi.ch ass,umied. wrong_ 

awr:ii..o)ri_ economic. si.gns Ii1.eed to be revi.ewedi.... If 

t.h.e net ear:ning;s of the bank :ii.nc,reases via improved. 

Loans; and Adva:IJllc:es. ma:nag,em.en1t strateg,:Les this wïJLJL 

il!1d.uce more deposi tors to open up acc.ounts wi th .,tb.e 

Bank..,. AJis.o,, the Reserves and the Bad and Dcu,uht:t:uJL 

Debt :fig.ures should be reduced. a:ad same made 

available to potel!1tial l.oan.. applicants... TmLs 

wou1.d un.dœu:bted];1· :li.rnprove the earnings. o .. t:' t,h.e Ballllk .. 

When. a m.ul tiplie regress:ii..on. analys:il..s @i the variables 

ï.s, taken. equation.s (€5;) and:. (7),, t.h:.e follow:iLng, pi.cture 

::iLs Ii.'eveaJled.. Ail tbe Variables exc:epting the Bad and 

Doubt ful Debt assumed the rig;h.t, ec.olil.omi.c: signs, and are 

sign:ficant at the 20%' leve].. The R-squared ïs qui.te 

high :Lllld:Lcating, t.:00.t over .· . 66.,%.· cu,f t.he Variation. :ii..n. the 

net e arn:ii.Dtgs o f the bank can be ac:co unt e d f©;r hy the 

Variables t.aken t.og,ether.. As observed earl:he:ir· the bank 

shoul!d reduce i ts :Bad and Do.uht.:fi.u]L debt figures t,o allo,w 

:iLt: have enoug,b .. loanab:l.e funds and thu.s make more profi.t. 

troœ its. operations~ 
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CASE STUDY BANK IV - AFRICAN CON:TIN'EN:TAL B'AN1K (ACB) PL.et 

· T'ab].e 10: 

R.egressioa Data For ACB' P]c (19S:O - 193'91
) 

OP''OOO). 

dears. ': Reserves Assets. Bad. Debt:s ].o.ans; & Customiers N.et 

N 9'80 

N <JSn 

1932 

l 9Si3 

11 93:4. 

1985 

198:6 

191Stl 

19&~ 

19a91 

Advances Depos:ii..ts 
(R) (A) (.:B) (][,,) ('C) 

500 90904. 1141 43,a29a 6,50231 

500 a1730 6516 53446,6, 753,595; 

500 ~26&9. 53,-73 54218,9) 6,9)2771 

500 142409, 5149; 6,5.4174 9i42:7<JS;. 

500 1 s.iza34, 41.01 61541.6. 1 ,.)090 .,;097: 

590 1 ~:l2265 3510 6.&9&34 10Si11 OJiir 

500 211706 106Sl 7.7'3150 1190149 

500 225353. 21336; 8,6575& .113555$3. 

500 4''t71 Shi 42107( 96SiO~ 1 ?53737' 

500 427922 106.33 115246.,3, 225435~t. 

Source:: Annua]t," Reports an.d St.at.ement (ùj:f Acco,un.ts 

((War:honil1s ''.f ears) . 

Earrui.ngs 
(N) 

5128/~ 

53.059 

566iJ 8 

59328\; 

-11423 

746,1. 

- 32.9/t:4 

-16281 

-1565'l5 

23702 

T::he regi.essdi..on resul.ts. for the Afric.an. C'.o.nti:nellitali. 

lBlà.ù. (AC.B;') P].c · is. as foJl].ows:: 

N.. = 46327: .. &925 4 •. 2052B

{-3.929.8\.) 
2 R =· 0.6,58,&,. F = 15.444~ DW = l •. &280 

( 1 ) . 

N: =- 1202s9 •. 9at4 - 0 .. 1616,1 ·(2) 

c-1 .. s;2oa) 
2 R. = 0.29)30,. F =- 3·.315,,, DW = 2.,.511.0 
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N. = &5020.&436, - o ... 06<3>3c 

if-·= 
.-,,2_. = 0 2m-:i::n n. .. (i))_.1.'7)~ F. = 3.,.172, DW = 2.,.3574 

. N = ?9:79;1 .4437 - 0 ... 35S5A 

(-3.,.19;86.) 

z 
R. =·· 0.5612~ F. =· 10 ... 231, DW = 2 ... 026.S, 

9/? 

(3) 

{4) 

N: = -9614 .. 56)191 + 0.19,521 - 0 ... 49:49A - 2.22'l1.B {5) 

«1<>241,n «-1.6336)) c-1.39.54) 

"ef-· = 0 0-7/697 ,; E · = 6. •. 663 ,:· DW = 1 .,. 1 004 

N'. = -32521 .5'l25 + 0.,.2759Œ:,. - O • .'i7-6.13A . {6) 

(1 .. 7517) (-3.0368) 

R2 - 0.,.6949s- F = 't ... 9/l3,,., DW = 1 .,_1239: 

N = 4'iViN15 •. 6)053 + 0 •. 06,251, - 3G>-9.059B - o •. 0422c· (7) · 

(Oo- 1 ''it'60) (-2 ... 6286;) (-Oo-2'ZS:a) 

'R
2 ~ 0.6:7'15,,. F = 4,..08:S;~. I?W = 1 .. 84 ?'Sl 

Equatiows. n) and C4) show t,hat bot.h tlme Badi. ami 

:r.Youbt.ful delat,s and t.he Assets Variables w~re correCl::t];w 

signed an.d sigmii.fï.c:ant at. t.hte 1%'. ].eve]. i.n co:nt.rim.uting t.o 

tlme earnililtg,s o :fi'. the bank ... · 'll'.'lme Lo ami.a and Ad vances and ir.he 

C'.ust.o.mers Deposi t.s assurned wrong; signs. - when taken 

separatel~.. ':Il''lme Reserves Variab]es lœad a zero Yariance 

possiJrü;w lo:ecau&e of the constan.k N:500 ,.000 whicllli the 

variable miaint.ained o.ver tJme stùdy,, period •. 

Whemi. a mul tip].e reg_ressiora:. of the varia.hies .was 

t.ake:nli. :h.n equat.:iion C5), t:he JLoans and Advances,,. Asset.s and 

Bad and Doubt.ful debt.s had the right. ec.onom:ii.c signs and 

were sig~i.ficant. at. the 50% and 20%. l.e1Eelso,-
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ThU1s, tlllie bank should iJ:ùie:rease its JLoans and 

Advà1fllc:es to G.ustomers whr:LJle try:iing as Illiuch as, possi bJ.e 

t.o. reduce i.ts bad debt.s fig.ures and i t.s assetso- TJadi.s, 

will further allow :ii.t hav.e m.ore money at. its disposa]. 

to Eo an o u1t. .. 

. ,'A'Lso~ equatii..on C«') sugg;ests that, t..he b.ank. shou].d 

endeav:OUiE· to mak.e po:liic:ii.es and adopt, management strateg,ies: 

that. would _encourage more customiers to deposi t. wi.t.lih :t.t .. 

The results .. o btained from the anal~sis ©.if the 

foUir c~se st:u:dy banks te::nd to . d:ii.sprove ou;r earlieF· 
' 

stat..ed 11:hypot.b.es:iis.. Thus,.. we would accept 1i.he al t.ernati ve 

t.ha1t.. Loans, and Adv.anc:es are important in. th.e _portfoli(DJ 

management. of c.omm:.ercial banks since i.t .. lnias been. shown.. 

througJm this study too.t jjt :ii.s; sigrii:fi'.icant in eontributing 

to the .net earni.ng;s oi· these : ba~s .. 

Tlllie work has also showlill t,hat banks whett.her of the 

larg,e ,:, m.ed:ii.umt or smàll-size mieed t.o adopt mamiagement. 

st.rateg,ies that would enable them attraet. :miore customers 

and thus make more l:oan.s available to potentia1. appli.can.ts 

so as to maxindiz·e t.heir net. earnings<> This is very· 

necessar:y espec:ially;· in thi.s. period o:fi st.ructura1 

AdJ,wstmen1t. when the c:ompet.i tian in the ind.ustry, c.an. b.est 

be described as keen+ 

14-1-~a HYPOTHESIS II 

Tm.s hypothesis states that: 

JBrb.,:. There i.s an inverse relati.onship bet.ween the 
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Eoa:ns; and Advanc:es graniied by c.omm.erc:ial manks. 

and .their profit earning;s •. 

!l!k_:: Thtere · is a direct relationship bet.ween the Loa:ns 

an.d Advanc:~s g_rant.ed 'by commercial manks and t.hei:ir 

profit earning;s .. 

Th:t.s, hypo t.Jrues:h.s ii.s t.,e s ted usililtg; the C:orrelartr..i.on, 

coef:fjjcient. - r,. existing; b,etween the JLoans and Advances 

and the :net earllld.ngs of· t.he indi vidual case study balfl!ks .. 

CASE STUDY ... BANK I & lJNI-TED :BANK- FOR AFRICA fITBA) PLC 

Table 11 

Loans and Advances and Net Profit of' (UBA) Plc: 

1 9,8 0 - 1 98)9; CN i:0901 

_Y_e_a_r_s ___ L"'""o_a_ns: and Advances __ - ... L ____ .. Net Pro:t:i.t,_ - ... .î{ 

198:0 

1 981 

198',2 

1983 

1984 

1985 

1986~ 

1 98.? 

1988, 

1989 

864,8.36-

11 6,1 ,.294 

15-19J,.Lr26, 

1 6 1 9 , .. 6'91 

1553,,26,3 

1409,,.137 

1471419 

1 798,,,_628, 

2008,:t 138. 

30l+l+ ;:.1 31 

20036. 

22'715, 

26602 

29,279, 

31 L1$2 

3li- 1 9'3 

L~"2081 

73653 

511-76,6, 

6Lr 76L1. 

Source:: Annual Reports and Statemen.t of Accoun.ts. 

(Variou.s Years) 
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The correlati.o:n C'oe:fficient for the a.bave data 

is. +0 •. 7514... Tfü:ii.s means; a. hig;h. posï.ti ve correlati.on. 

between:.t-he t_oans an.d Advalllices gra:n.ted and th.e Net 

pro fi.t. o :fl. th.e Bank wi.t.hfüll the study period .. 

Pwt di.f.:fferel!llti:l:f,:, this sugg,ests that; as the TI.oans 

alffid Ad van.ces graBited by the .b.a:mik: i:rmcreases the net 

profit. increases alongside. 

The ab.ove fin,dil!l.ig: disproves our statted hypotlillesis 

and thl:l!S t.he alt,er:ruative is ac.cepiled,, t,ha.t, is,,_. that 

t.btere is. a - _.,.:. direct. relat:Lonship between the Loans 

and Advances g,rant:ed by the bank. and i.ts Etet proii t. .. 

Tlhi.e ha:mik shoùl.d t.heref'ore g,rant more and rmore Loans 

a:mtd Ad vanc:es t.o :li.ts custi.:ormers as th:iJ.s in.«::reases :ii.ts ll1.et. 

pr@fi.t ... 

CASE ST UDY BANiK :n - FIRST. BANIK OF 
0

NfIŒERIA ( Fffl) PLC 

Tablle 12 

Loalills al!lld Adval!llces a:r:lld :Nret Pro fil.t or· Fm JP-'Jl.c 

1280 - . 128-~1 r~:·ooo) 
Wears Loans a!lld Advan.ces N!et P.ro .fi.t 

1980 1039239 1 ,.l9;6i'l' 

1 9s;1 1339;420 2S,402 

19:82 1490·132 25233 

198)3 l 37:6>"l05 29850 

198)+ 1402456 29144 

19t5 1474541 53404 

198.Gi 18'.69452 86E25. 

19Sfl 204,n 15 6&013; 
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1900:, 

198:9 

22533aSî 

1 ~5148;1 

· S.ollllI'c:e: Same as. :flor table 7 

74224 

5709& 

101 

The cor.relati.on .. c;o;e:fLfi'.ïcï.en.t resu]_ting; :ftr.olil!L. the tw@ 

set.s of data above i.s +:O.S\?'31.. ThlLs :iis, a higlm posi t:li..v.e 

deg;ree o:fi" assoc:iatt.oii1 between. the two Variables - E.oans 

ami.d Advancès. and the Met Prof:ii.t .earned by the bamik over 

the_ period mmder c:onsideraili,al!ll.,. As be:f'ore,,, :iit foJLlows 

that · as t.he Loans and Advances in.c:rease so also does the 

net pro fLlt; accrudil!llg to th.e halllik.. 

T:·m.s delt»unks OlillI' hypothesis aili.d the alternati v:e 

lis ac:cept:ed,, JiliarruelJ,., that a direct relationship exists, 

·bet-ween t,he Loans ·and Ac;lvanc:es g,ramted by- the œ~· and 

the net pro:fi:JLt, i.t: ear:rms .. 

CASE STUDY BANlK III - C:0-0PERATIVE ANlD COMMERCE BAH 

OF NIGERIA ( CCB.) PLC'. 19&9• - 1990 

(!P1000) 

Tabl.e 1) _ 

Lo ans and. Adva:ni.ces alfud :N:reit· Pro fi.t o.:Ji" C:C:B Pl.c 

198:0 - 1 9<&9i 

Wears Loans al!lld 

1980 62424 

198;1 811~ 

19S2 112416 

198)3 tlj._6053 

198.4 1906.'t,?5 

(N;•rooo) 

Advanc:es Nr et, Pro :t'ii. fuB; 

3064 

3978> 

27'16. 

.632 

829. 
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19&5. 221570 

19'8.:6 262179 

198f7 296099 

19,88;, 3S:2(546; 

19$9 445539 

S@urce ::.· Sanne as · :îbr table 7() 
\., . 

433 

319& 

3232 

3222 

59.'l4. 

T.he Correlat:ilon. c:oef.:îicient h.ere i.s +0.,,4399i 

wh;i.ch irw.dï.cat.es a low positive deg_ree o:t:· associat:iLoa 

hetween. the Loal!lls al!lld Advamices amd the net profits. o.f 

thé ballllk.- It ·110llows that low valUtea o:K· Loans air:u; 

Adval!li.'1:::es- are associated with. low v.alu.es o:ff :net, pro:fito-

102. 

Tb.te positive sigmi. o :t:' t . .lai.e relation.ship shows howev.er 

that as o:ne o:r· t.he variables i:mi.c:reases tlhe otJrn.er also, 

i.rw.creases. bUlt at a slow rat.e .. 

Tlhdi.s :fibdi:ng also disagrees wi th our earl:L.er 

hlypoth.esïs,, so th.e al t.er:t1ati ve hypothtesis is ac:c.ept.edl. .. 

T:fute lilamik. should. en.deavowr to gi ve ou,t ~ore Eoans and 

Advanc:es in order ta earri more profi.t .... 

c:ASE STUDY BANK IV - AFRIC:AN[ CON.TINEN.TAL BANK (AC::E3r) PLC . 

Table 14. 
Loans and AdvaJJ1tces and. Nfet Profit of.' AC.Jll PJLc 

Years 

1980 

19a1. 

19.S2 

1980 - 1989 (l'!f ''000) · 

Lcians and Adva~ces 

·'4J~29ij 

534466 

. 54218\9: 

Net. Profit. 

512S:.''l' 

53059, 

566,1 a 
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1.9Sj 

1984 

1985 

1 98X& 

19~ll 

19i&S:, 

198,9 

6541 "i1'4 

6J547E 

6S:,9Sî34 

773150 

8:6)5?'5Si 

96B08-6: 

1J 5:~463 

Sou,rce :: Same as for table 7 

59328.. 

-11423 

'i?146;1 

-329?4 

. -16281 

-1566'i?5 

23702 

· 103, 

Th.e Correlation c:oef.:fi'icien.t resul ting. fL'om the 

data ab.ove :ii.s -0.,5413.,. This m:eans a high negati.v.e 

assoc:iait,ii.on bet.ween th:e Loans amid Advances granted 

by tlite ba:r:tlt.::. and the corresponding_ net. prof.ït. over t.he 

study period. 

Tlu:d.s resul t. agrees wi th ou:r hypotlllie.si.s. Tlndis 

econ.onric:all;y; meam:s 1that. iihe bal'llk. lllias not been doing 

very well im: terras of profit geIDJ.era tian.. Thiws ~; :ii.t, should. 

t,ry to. redUi<i::e :Ls Reserves an.d As set values Ko hav.e more 

loaID!able fun.ds at jj_t.s disposal.,. 

4e.3! .- ·,: HYPOTRiESIS III 
. - --' 

Tb.d..s lmypotlLesi.s is that; 

Jffi0 :.. The Loans and Advanc:es ma:nag,ement strateg_ies o:lL 

commercial ba:aks over t.he years have not beèn 

e f :f'e cc:ti.v e .. 

H:IA:: The Loans and Adva:nces manag;em.eIDr.t .. strategies o:n' · 

c:omm.ercial bamiks over th.e years have beel!ll. ef r·ec:ti ve. 
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1:'lru.e miypotlmesis:; ii.s tested b,y,. :rec.our.se to t:h.e use 

o:f' quest:ii.onnaires .. Tlme survey data result:üng; :[·rom; the 

qwesi1i.onna:ii.res jj_s "ttest.etll b~ the l.ltS.:e o:fL c.oli1.til!llg;enci ta'bles; 

aIDJ.d. tlœ.e x2 .( c:m.-sq uared) tests,.. Simip].e O percelllitages Q..f · 

tJie da ta :ii..s as we]]. c:0I11pu<tred. 

As stated earl:iier full tlm.e r.ruethodolog;y:, tlme questionllla1:re(i 

:ii.s admd.liDistered to three categories _o:fi'.' sta:f":f' in the c.red:ii..t. 

departmi.ent o:f eac:bi of thie case study b.allllks,. Diam,ely; 

c:red:iLt o:b:":IJ:i.eers,, crediLii:. superrisors and credi t.. clerks ... 

The United Ball:IÙiK for Afri<ra. (UBA) Plie alllid the First, Ba:JJJik_ 

of' Nig,eria (FEN:) P].c eac:h. Jhiad 0111.e llliuiDLdred and eight;y· 

(18.0) admd.l!ld:l..stered .. questi.omlia:iires.. The Africaa , 

Collllt:iinental. BalD.lk (ACB) PJLc had one hu:rwdred ami.d fi ft.y 

(150) qu:estionlllla:Lres admimstered,.. Wlild.le tb.e C!CDi-operat:h.v,e 

amid C'.ollllillierc:e Bank ( CCB) PJLc: lmad oIDie hundred and t.went~ 

(120) qu.estt.onIDiaires adrnimsteredo- Tfuws, s:ii.x bi.undred and 

thirtJ (6:30) quesb-OIDl.tllaiLres are admiind.stered nationwide 

a]]ld ret.urned as, the data below shows ... 

CASE STUDY BA.NIT{ ][ - UNITTED BAN[{ FOR AFRIC:A (UBA) PLC·. 

In: response to qmestï_on l!llUrruber 8J 51 . that, is;; How do. 

;wou. perc:ei.v:e t.he e fi:ffec tiveness of your 1ila1i1Jk:R s loans and 

advallll();es rrua:m.a.g:ern.eIDi.t strateg_ies over t-lllle period (1980 

:1989)~· 
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T:hli.e · followi:ng, is t.he surv.ey data::. 

DEGREE OF PERCEIV~D EFFECTIVENESS OF THE LOANS AND 

ADVANC:ES MANAGEMENT STRATEGIES OF UJB:A PLC'. 

Seale 

1. 

2 

3 

4 

5, 

6. 

7.' 

T.'otal 

Categ,ory of Sta:f·t. 

c:red:ii.t.. r; Cred:ii.t % Cred:ii.t %:. Oflficers. ~upervisors; C].erfus 

20 36:.36. 1 Si 33 .. 96 25 4S> .. OSI 

12 21.82 18; 33 •. 96 12 23 .• 07'. 

19. 34 • .55 1 13 .. 21 13 25 .. 00 

4 ''l •. 27' 6 11.32 2 3 .. s5 

-- 4 7 .. .6·5 -

- ~ ~ 

55 .100 53 100 5·2 100 

Source: Surv.ey,· Data 

Sca].e:: Ralllig_ing fromi (1) = Extremely E:fi.':fi'.'ect.1v:è 

(2) = Qu:ii.te Ef:ll'ec ti.ve 

C.3) -· Slig_htl;y; Ef:fi"ectïve 

(4) - N:ei th.er E:f!ff.ec:ti ve nor 
ï.111e f :li'."e c:::ti -we 

(5) = S]ightli inef:f'.'ecti.ve 

( (&) = Qu:ii.t,e ime f :t:ecti ve · 

(.'l') = Extrem.ely, inieffec:t.ï.ve 
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OlBSERVED AND EXPECTED FREQUE~CIES FROM. TABLE 1.5 

~Hf.g;lfiCx} .. % Und·ecï.ded"{_Y.) %' 

1_06 

o/.' fà> • 

']fQit
al.. 

C:.red:iL t S.wjp:-
ervï sors (B) 36(34.78:) 67 •. 9,2 7(12.9,.2) 13 ... 21 10(5 •. 3) 1Sl.Si'2 53 

c:red:ii.t 
Clerb, CC.) 37(34 .. 13) ?1 .. 15 13(12 •. 6a) 25, •. oo 2(1.95) 3,.8>5 52 

Total. 105 39 ·1-6i:. 160 

· Source: Com.puted from talû:le 15 

. Tabl.e 17 

éOM>liJJTATIONL OF x2 F'.ROMr TABJ.E 16 

C.e]l :·,_.,.1.,,0 E 0-E (:O-E) 2 (O-E) 2JE 

AX 32 36 •. 09: -4.9~ 1 ~. 7.3 0 •. 46) 

AY! 1 ~)) 13.41 . 5.-59· 31·.25 2 • .33> 

Ag 4 5.5 -l .5 2.25. 0.41 

BX 36) 34 •. 7@» 1 •. 22 1 •. 49 0 ... 04 

BY:- 1 12 .. 92 -5 •. 9;2 35 • .05, 2.71 

~ 10 5.30 4.7 22.og; 4 .. 17. 

c:x 31. 34 •. 13 2 •. a?' a.24 0 •. 24 

CY- 13 12 .68\ 0.32 0 • .10 0 •. 007 

(C'.g 2 1 •. 95 0 • .05 0.002 0.001 

T·otal 160 10 .. 3';?.' = x2 
c; 
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d·f = (h-1 )(fu.'-1) (see:: Loveday,.1 R. (19177') 

= €:3- 1 )( 3- 1. ) 

-- 2 X. 2 = 4 

Dec:li.s:iLon:, ru.le:: 

Rejject EG. (iL •. e. N.ulJl Hypothesis) othterwjLse 
0, . 

Ac:cept, JHU •· Thlis :rruean.s tha t. the di f.:f.erelllice be'tween the . 01·· 

ob,served alllid ex.pec.ted :ftrequeille::iLes are signiff.ic:ant.,.. 
Q 

T rulilis ,~. 

There:fiores,1 we rejec:t our Null Hypothes:iLs an.d · accep.tr 

the Alterna tiwe hypothesis.,... It ff.ollows :t::ro111i o~ fimidi:ng, 

t1ra t the Uni t.ed Ba.rut , for Africa !is;. Eoans and. Adwances 

mian.ag;emen.t strategi.es ower the study perio.d had b·een. 

e f':['ecti ve as tfue respo:ni.deilJ.t:.s have shown. 

* Nlote tJma t; 0 = Obserwed frequeIDJ.c:i.es 

E = Expected :trreqUten.c..ies_ 

df = Deg_rees of :f'reedoim, 

· Tlme test :iLs G::Ol!llduc;ted a t the 5% Jlevel oJ.'' · 

sigm :fü. ca:nce. 

CODESRIA
 - L

IB
RARY



1 os; 

G:ASE STUDY BANJK II. - FIRST BAN!{. OF N[][GERIA (FIBN) PLC 

Table J 8, 

DEGREE OF PEReEIVED/ "EFEEC'ThrVEN!ESS" OF' THE. LOAMS'CC-·ANrD :· 

ADVANC;ES MANAG:E:MENT STRATEGIES. OF THE BAffi!K 

Sc:ale 

1. 

2 

. -:i::· 
.J,. 

4 

5 

6 

Total .. 

S~ale:: 

C'.ategory of Sta:ff·r 

C'redi.it 
Of.fi.cers. %: c:redi:ii. t 

S.upervisors; 
Cred:ii..t 
Clierfus 

23 44 .. 23 

10 19..23. 

16 30 T'l . ,. .. r. 

3 .. 5 •. 77 

-
52 100 

Source: Surv.e]' Data 

Ramig;i.ng; :t:·rom: Cl ). = 
(2) = 
(3) = 
(4) = 
(5) = 
(6) = 
en = 

22 42.-31 25 49 .. 02 

S: 15.-33\ 7 13 .. 73 

19 

2 

1 

52 

36; .. 54 7 

3<>Sî5 8, 

1 .. 92 4 

100 51 

Extrém1el;y;- E:fi.:fJ'.'ectï.we 

Qui.te Eff.ec.ti we 

SJ.d.g_htl;yï E.ffecti we 

'13 .. ?.3"-

15 ..,68 

· ?. .. 84 

100 

Mei th.er Ef.:lrec ti ve lilior in.e f.:f"ec.ti v.e 

Slig,htly iruef:t'."ee;iti v..e 

Q mi.te i n::.e ft:·e c ti v:e 

Extrefilel]' ililieffle~tive 
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Table· 1191 ... 

OBSERV'ED AND EXPECTED FREQUENCIES FROM TABLE Ui. 

/ ïo-
Respondents . Hig;fut(x) J:·, TJ:mi.dec.ided.(Y) % Low(g) %: tal. 

Credi.t o:r·r~ 
ï.c:ers. CA) 33(:31 • .s;7.) 63 .. 46 · 16(14 .. 09) 30·.77'.3IC6 .. 04)-)5.~7"7~~- 52 

. . 

Cred:ii.. t Slillp_-
ervisors(:B~) · 30(31 •. 8;'7) 5't· •. 69i 19(14 •. 09·) · 36; .. 5.4 3:f, ... 04) 5-..7..7 52. 

Credi..t 
Cl.erks.(C) 32(31 •. 26) 62 .. 75 'iH.13 •. 82) 13 .. 73 12(5 •. 92) 23 .. 5.2 51 

T.otal. 95 42 

Source:: Com.pllited fromi table li~ 

c.e]l 

AX 

AY. 

Ag 

BX 

BY 

~ 

ex 

Ci' 

cg 

·Total 

'.R'able 20 

.COMPUTATION! O.F' x.2· F'ROM'. ïABLE 1~ 
0 E 

33. 31 •. s:z 
1 (& 14 .. 09 

} 6 •. 04 

3.0 31 .8,7. 

19 14 •. 09) 

3 6 .. 04 

32 31.25 

?' 13 .8'.,2 

12 5,.9~ 

155 

d:f.' = 01- l ) (.k;-1 ) 

= C'3- 1 ) (3- 1 ) 

=2x2=4 

0-E (.O-E) 2 

1 .. 13 1 •. 2Si 

1 .. 91 3 •. 65 

-3 •. 04 9 •. 24 

-1 •. S,''l'. 3 •. 49 

4.91 24.11 

-3 •. 04 9.24 

O • .'l4 0.55 

-6: .•. 82 46..51 

6 •. 08'. 36;.e,7; 

1a 155 

(O-E) 2/E 

0 • .04 

0.26) 

. 1 -:53 

0 .. 11. 

1 .. 71 

1 .. 53 

0.02 

_3.3.'l 

6.24. 

14.&1 = x2 
C 
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]Ç: = 14 .. BJ 

~ co.05) = 9 .4t 

If x2 
c.: 

Decisi.on2 rule:. 

x2 co.05) 4. 

Reject e·, otherwise Accept H O· ·. 0 

Thrns, · 

110 

Therefore,:. we reject 01ll.iI' null hypothesiŒ. This lll!leans 

that the Loalllls an.d Advan.ces malili.agement strateg;Les of. 

the First Bank or·. Eiigeria P].e wi thin thte s tud;y. period 

h.ia.d been.. ef.î.ect.i:we- as perceiVïed by t.he sta:tt:f· in tlme 

credi_t. departmelill.ts nation-wide. 

CASE STUDY BANK ILE - Cû-OPERATIH AND COMMERCE BAN:K. 

OF N:IG.ERIA ( CCB.) PLC 

Tahl.e 21("' 

DEGREE OF PERCEIVŒD EFFECTIVE:N!ESS- OF THE LOAMS AN1D 

ADVAN:C'.ES -MANAGEMENT STRATEGIES OF THE BAWlK_ 

S.(e:ale Categ,ory of- Sta:fr-f 

1 

2 

3 

C:red:ii..t, 
è)j f :ftli.c ers .. 

-
14. 

1 

% 

( 

40 

20 

Cred:ii..t % 
Cred:ii..t; 

Supervisors Clerks 

13: 40 .. 62 15 

9. 2&.13 3 

%:, 

40 .. 54 

21 .. 62 
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1 1 1 

4 3 a • .57 5 15 ... 63 2 

5 6 1 ï?' •. 1 4 2 6 ... 25 7 

6 5· 14.29 3 9 • .3'tf' 5 

''l 

T.otal. 35 100 32 100 37· 

S:b'W'c.e: Surv:ey Data · 

Sc.ale:: Ranging; from::. ( 1 )· =Extremel;y; Ef.:t:'ec:ti v.e 

(2) = Qui.te Ef:t:·ec:tii.ve 

Table ,22. 

(3) = Slig_htly Ef:li'ect:iLve. 

(4) - N!ei ther E f:fe~:ti ve. nor 
i:neff.ecti ve 

(5) = Slig,htly ineffecti ve 

(6i) = Qucite inef.':fee:tive 

( '"l') = Extremely ine f fec:ti ve 

OB'SER\lED AND EXPF;J!TED · FREQUENCIES FROM! TABLE 2:1 

.. ~· 

5 ... 41 

1 a ... 92 

13~.5,1 

100 

Respondents. Hig;]m. % Undedii.ded(Y) % E©JwG;.) %' 'fa.ta] 
(X) 

C:red:iL.t 0 :f':li'.'-
21 ~:22 .. 21 ) 60 3 (.3.,.37) sr .. 57·_· 11 (.9 •. 42) 3.1 .,43 35, jj_c.ersfA) 

. c:red:ii.t Sup- 22(20 •. 31) 6:&.n-5: 5{3 •. oa) 15 •. 6;3 5 CS:.62) 15.63 32 erv:isors (B:) 

G'.reèl:iL.t 
23(.23 •. 48;) 62 •. 16i 2(3.,.56)) 5 ... 41 1 2 (.9 0 9:6 .. ) 32.43 37'. Clerks(C) 

Total. 6;6) 10 261 104. 

Sourc.e::. c:om;puted from: table 21 
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']Table +-2.3,; 

.,, OOMPU.TAT.JIONi OF' '7!.~ FROM TABLE:, 22 

C.ell ·o E 

AX 21 22 ... 21 

AY.: 3.' 3.,,37 

M~ 1 l 9 .. 42 

BX 22 20 •. 31 

B)! 5 3.oa 

œ 5 s;. 6;2 

c:x 23 23 .. 43_ 

GY 2 3c,56. 

c:g . 12 9; •. 96, 

T.otal. 104 

dt'' = (.h-1 )(k-1 ) 

= C:3- 1 ) C3-1 ) 

=2x2=4 

è 
Xe: = 4 .. 33 

x2 co 05) 9 ·4a; 4. '• ... = 6: . .. 

0-E 

-1 ... 21 

-Oo-31. 

1 .5S\ 

1 •. 69, 

1 ... 92 

-3.62 

-0 .. 4~ 

-1 .,.5Ei'. 

2 •. 04 

De<:::ii.s:il.on. rule :. 

]. 41'_· x2
c·. > x2 co 05) JI . 4 •· . 

(.O-E) 2 

1 ... 46 

0.14. 

2 ... 491 

2.S-6 

3 .. -6;9; 

13<> 10 

0 ... 23 

2e,43 

4 .. 16 

112 

(.O-E) 2/E 

0 .. .07? 

0 • .04 

0 •. 26 

o. 14 

1 •. 19) 

1.52 

0 •. 009 

o.6:& 

0.,42 ' 

4.,.33 = 

Rejject. Er~. (Null Hypothesis) otlilierwïs.e Ac:ce~,t, ffilb>:: 

x2 
C 

However,:. in OllllI' present an.alys:il.s. we have to accept, tlni.e 

N.ull Hypotb.e.sïs-,_ th.at iS:,: that tlnie Loa:ns an.d Advalil!ces 

ma:m;ag;eme:rut. strateg_i.es of' the C:o-operat.ii.v:e and Co:nllill1er~:e 

Bank Pl.c has I11.ot: been. ef::t.ective over the study periooi .. 

CODESRIA
 - L

IB
RARY



113' 

Tlri.s :Ls ·because x2 L.. x2 (O 05) ·· 4 33 .et!!. . c: 4. . • i. .• e... •· . 

CASE STUDY BAIDiK :n:v:·- AFRICAN CONTINENTAL BANK(ACR)PLC 

Table 24. 

DEG:REE OF PERCEIVED EFFECTIV'EN1ESS OF THE LOAN!S 

AND ADVANC.ES MANAGEMENT STRATEGIES OF THE 

BANK: 

Scale c:ategor;Yi of Sta:lrf 

1 

2 

3 

4 

5 

6 

Cred:ii..t %' Cred:ii.it. 
O:fï:':Kî~ers ·0 Supervisors. 

1 s; 

1 1 

5 

2 

42.afi 

14.29 

26 .• 19 

11.90 

12 

s; 

12 

. ?. 

1. 

%/ 
!)· 

30 

20 

30 

11 • .5, 

2.5 

Cred:ii..t; 
Cl.erk.s 

22 

8 

9; 

E& & 

1 

Total. 42 100 40 100 

Som-ce: ·survey Data. 

Sc ale:: Ra:ng_ing Frolllll:. Cl ) = Extremie1;y; E.fl:':n.ec:tiLve 

(2) = Qu:iit:e Ef:fec:tlive · 

(3) = Slig.htly Ef:li"ect.:iive 

45o-&3 

1 tlo,67' 

1 Si ... 75 

16 .... 6,7,' 

2o.0Si. 

100 

C4) = Ne:ii:lt.:tlle1t Ef:fi"ec ti.ve Nor 

iner:n:·ec:ti we 
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(5) = Slig)l tl;y; iDJ.e f :f'ee;ti.ve 

(.6:) = Quï.te inef:fi'.'ec,tii.ve 

(7) = Extremely in.e f:fec.t.i.ve 

T.a 1iü.e .2.l 

OBSERVED AND EXPECTED FREQUEN!CIES FROM TABLE 24 

Re spondents .. Ifï.gh .. (X) %. Un.decidéd(YT) %, Lo.w(.g) %; · Total 

C:redt.t, 01:ff:Jr:.. 24G23 .. 91) 51.15 1100 .. -34) 26 •. 19: .7.C7' .. 76·) 16'.66 42 .. :ii..c.ers(A) 

C.:redi. it Sup:;- 20(22.11.) 50 12(9.s;5) 30 . acr.3ai) 20 40 ervisors.fR') 

Credi.t. 30(21 .. 32) 6,2.5 9iC11 .82) 13 •. ,?'5 9 (.S; •. S\6:.) 1 a. 7'5· 48; G1.erksfC2 

Total 714 32 24. 130 

Source:: C'.om.puted from table,; ,.,:-24 

T.able 26:, 

ŒOMIP:UWATIQffi Of X:: :FIRO'.W 'llABLE · 25 

c·e11 0 E o~E (0-E) 2 (O-E) 2/E 

AX 24 23o-9,1 0.09. O .. OOS\ 0-•. 0003, 

AY 1 1 10.34 o.&6. 0 •. 44 0.04 

Ag 7 1 .. 75 -0 •. 75 0 .-5(6,. o .. oi 

BX ·20 22. 7/?' -2.77 i· .. 6:7 0.34 

:BY. 12 9.8,5 2.15 4.6:i:2 0.45, 

]Bg S\ 7.3a 0.62 0.3a 0.05; 
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c:x 30 27.,.32 2 •. 6& 7., 1 & 0 ... 2(5; 

CY 9 1 lo82 -2.6:l2 ?..95 o •. 67: 

c:g 9 a; •. sE 0 .. 14 Oc,02 0.,.002 

Total. 130 · 1 •. 8;5; ~ x2. 
C, 

df = ( lm- 1 ) ( k- 1 ) 

~ (3- 1 ) C.3- 1 ) 

= l 2 ... X 2 = 4. 

~- = 1 ... a.s; c: 

xf co •. 05) = 9.,4s; 

Decis:li.on. rule 

1r x~: ;:,, xf co~o5) 

Reject EI
0

,,, otherwise accept. H~9'J' Our present fin.ding,, 

:iLs tlillat X~;. ~ xf (0.,05) ioe.,. 1 .~~90,48:.,. Theref.ore,, 

we have to accept tlrue earlier h.ypot:hesil.s thtat tbte Loans 

and Advanc:es mianag;em.ent strateg;iies o:f' t,he African.i. 

ContineIDJ.tal .. Ba:t:lk Plc dur:img, the study period .. (198.D - 19;8>9) 

was not effective as ou.;r ,:. ftnding; blas shown,.. 

O'.u:r fiLn.ding: Toi.ere rev.eaJ.Ls tlillat the big-sized banksl)J 

lill.am,ely;;: the Um ted Ba:rm :for Africa Plic ·an.d t.he E''.ii..rst. Bank 

o;:t:· Niger:ii.a Plc,.1 are ·be t iter mal!lJag"ers o li· Loan.s and Advalfllc.es 

tha:n the !illiedil.um. .. and sm.all-sized banks,,, th.1.e co-operat.:iLv.e 

alllld C:omim.erc:e Bank Plc and the Af.ric.an C:orrtillllen tal Ba.Blk. Pl.c 
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and therefore are rrnuc:lm rmore l:li.quid and able t.o grant 

:fturtJm.er. Loans and Advan.c;es i:1:o potential appliLcant.s .... 

This is proluabli so because o.f. ithe relaliv.e ag;es,1 sizes. 

an,d the nature o :t:· the c;l:ii.entel.e tTuese bal!liks rmailDltain. 
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Clffi"APTER FIVE 

SUMMARW, CONCLUSION::,. AJN'.D RECOMMENDATION!S 

Summary_ 

Thl.s st..udy trï.ed t.o apprai.s,e the e fJec:t.2veness 

of comerc:ii.al banks" Lo ans ··and. Advanc:es manag,ement. 

stra teg:ii.es over the perio.d 198D t:o. 198;9.. A perii..odi 

:ii.n. 1t-:bi~ Niïg,erian econo:mi;w. t.hat was charac:ter:t.sed wi.th. 

variotIJs. pol:ii.c:.;7 Ill!easures am:ong: wtich :ii.s the current. 

Structural AdJustment Prog;raIIl:mte (SAP) •. 

We trac~d the hïst.ory and the development of 

th.e banlting i1illdustry :iin. Nigeria.. The eII11ergenc.e o.:f 

:ii.:ndïg;eID.ious corrunercial banking; and the:iir eventua]. , 

c:ollapse :lin t.h.e f:iiftï.es rec:ei ved! a t tent.:ion..- Ag,ain,,_ 

t.he new era of banlting, booITh int the econom.;y;.·, tJn,e 

emerg_ene,e of rnew products ,. the increased c:ompeti.t.ion. 

:ii._n the :irnduistry alllld th.e v.ariows pol:ii.cy mieasures 

adopted by. tbese ban:ks t.o remain ai'loa t were eonsi.dered •. 

Th:il.s worlt also examined the req uiLremen.ts i'.01.li 

bank. lending; _and establish.ed that am.ong; the canons 

Q1Î g_ood lending ine:l ude, the knowledge 0 f tbi.e amount. 

:ffor whlc:h a loan is soug,ht ,. the purpose of the la.an.,_ 

durat:ii.on,., repayrn.ent abi]i ty, streng;th. of. tJ:1e busin.es:s,, 

securi.ty and wlilo "the borrower :iLs.. Alscir,si. the ty:ges Oif 

c:red:ii.t facilii.t:ii.es of:fered by c:ommierc:ial. ba.Ilrfua and t.he 

ri.sks. assocïated wi th bank lending~ nam.ely the r:ii.sli:. 

a,f possd..ble default an.d iill:ii.qui.di ty were emphasis.ed .. 
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The sec:urities for bank lending. and the loans 

man.agement, administration. and recovery strate-giés 

including the possibility of fraudulent practices 

among bankers were identi fi ed". 

Again, the new ac:c:ounting requirements made 

possible through the prudential guidelines for 

li.c en.sed Banks in Nigeria was hig_hlighted. 

We were able through a simpJi.e and mul tip1e 

rég.ressi.on analyses to show that Loans and Advances 

are an important and significant. item _in. th.e asset 

portfoli.o of c.ommercial bank.s and that if proP,erly 

managed a bank .can. continuously rem.ain liqut.d and 

profitable~ The study further revealed that in 

general banks should try to reduc:e the am.ounts 

provided as bad and doubt.ful debts, Assets and 

Reserves in their yearly operaticin.s. 

The study also showed through a correlatioa 

analys:L.s that there exists a direct relat.ï_onship 

b.etween the Loans and Advan.c:es granted by c:ommerciaJJ.. 

bànk.s and their net. earnings.,. Speci fically ,,. we saw 

·that the big banks - (bïg in terms of their spread,: 

Assets,, Loans and Advances and ùeposit.s, that is the 

so:·:: called SALD index.) name:Ly, th.e Uni.ted Bank for 

Afric:a Plc., and the First Bank of Nigeria Plc:, had 

higlm positive degree of association between their 

Loans and Advan,ces and their net. earning.s over t.,he 

study period.. The Afric.ap. Continental Bank PJic: had 
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a neg,a ti.ve carrela t.ïon, im.p~ing; tha t, the bank.. mas ha.ci.>. 

di :f fi.c.ul.tJJ: ov.er the ;years :E.n manag_ing, :iits L.oans and 

Advanc:es •. 

FUrth.er· :iLnvest:Lg_ations f:rom, quest.i.orulla:iLre responses. 

f.rornr. tfuiree categ_ori.es of' staff of c.red:il.t, departil:hents 

_of tlilie case study banks revealed that. the big; bank.s lmave 

e:ftf:ec:ti vely managed. th.ejj_r loans and advances bet t.er thaa 

the smal1 and medïumi~siz:ed hal!llks... Spec:ific.ally ,,. the 

.f.i.:t"ri.can C:omitilliental Baln!k had been the miost inef:f"ec;t.i v.elJ. 

manag_ed bank :il]lJ terms of profi.t, g,eaerait.i.on a.ver the 

period llinde.1r· c:o.:rwsiderat.ion .. 

.. 2 C:o:rwcl us:ii..on. 

TfuLs worlt has. endeavoured_ to apprai.se t.lrue 

e:fi'"fl'ec:ti veness of the Loamis and Advanc:es man.ag;em:ent 

strategii..es of commercial ba]l!k;s.. It was able to sho.w 

thait .. t.h.e big_-si.zed banks are bettler m:a:aag;ers of. Eoans and 

Ad va:ruc es. and tha t as a r es ul t t.he y r emai n IIllU c:h more l:iLq u:ii..d 

than the srruall and med:ii.umi~si.z.ed b.anks... We were also able 

t..01 establisliL. t.ha t.. Lo anis and Advances are q u:Lt.e important. 

i.n.. t.h.e aslil.iet ,port.fol:ii..o. o :f co!IUlliere:ial banks ,. and shouJid 

th:ere:fiore be well manag,ed.,. 

T'.'lme increased provi.sion for Bad an.d Doub:tfuJL 

debts and o :t'' th:.e Reserves o.r· ba~s ~-· al thou:glni an 

excellelnit hedg,e agai:nst possi.ble loalOl. defaul t froŒ. 

bam:k borr.owers,. t.b:ey by themsel.ves redu.c.e t.bie potent.ials, 

of· th.e'· ba:m:Tu:s· ful making; rrwre Loans and Advances available 
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it:o would. be c:ustomers... T.h.erefore, thi.s st.u.dJ rec:ol'OOlen.ds 

a reduct:iion. in th.eir yearly provi.sions •. 

5 .. 3 ReeolThllllendations 

From.. th.e fï.nding;s of thï.s stud;y.' the foJ.Jlowïng;. 

policy rec.ommem.dations are .made t.o help commercial 

bank.s in the manag_emen.t of' th.ei.r c:redi ts for mari.rru11ni 

profit.<>-

C.omŒillerc:ial hanks should redue e t.heir prov:ii.si.ons. 

:t:or bad and doub:tful debts,..,· their fixed assets fig.ures 

whi.le a t. the same tiime increas:L.ng; the value 0,f· th.e:iLF 

"ot.li:ll.er assets.11 .. The1.r reserw.es figure should als?-

o f mi.ecessiity be reduc.ed... All these m1easures are intended 

to :imc.rease the amount of lonab1e fun.ds availabl.e to 

c:omm:ercial banks thus. ma.king i t possible for them to, 

maxïmi.ze to t.heïr llli.et ben.efit the reward of t.heir 

business. 

Banks should recogl!l!:iize t.hàt Loans and Advances 

ï_s allli. important i temC:1 in t,heir asset. portfol.t..(DJ and 

shouJ.d therefore dev.t..ce every m;ea:ns ©if m:anag;i.ng, :ii.t 

ef:lî.'ec:ti v.elJ'i.. Th.ey shoul.d thus ensure that thetx 

cust..orruers pay back loa:nted. f.und as and when du.e 

bJ arruomi.g, oth.er t.hing,s enforci~g; t.he terms of the 

agreerment on eac:h le:ruding. c:oIDi.trac:t.... They shoèlJJ..d 

also mOLKh.tor t,h,e pro jec;ts :fi'.or whie:h they ha v.e loa:liedl. 

oUJ.t, ta, enswre c:omplïan.ce and also assess the v:ïabili.t;y 

and prof.itab:ility of a given proj_ec:t f.or whic:h m.one;:t 
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i.s bei.ns commi tted ... 

Wh:iile not vioJ.ating. any 6 f the canons of good 

lending,. bariks should increase the value of the~r Loans 

and Advances made to their customers.,. Firstly,. i.t makes 

more mo:ney av.ailable to inv.estors and businesses thus 

increasing their abili ty to carry on their busin.esses •. 

Secondly,. i.t inc,reas_es the net profit of the bank as. 

they depend mainly on the Loan.s and Advanc.es granted 

f.or the:ir profit earnings.... Lastly·,, the nati.ona] ec:onon1y 

benefit_s as ev..ery sector ultimately ben.,,dits and the 

economy is booming... A booming E?.Conomy raises the living_ 

standard of i ts ci tizens and their g.eneral welfa:t;'e •. 

The era of. arm-chair banking. is qver,.. therefore 

bank.s should be more aggressi ve in their att.i tudes to 

deposits generation~ The keen competition that is 

variously discussed should n.ot just be on the pages 

of papers,. it should be realo It is nota quest~on 

of th.e opening of several banks and several bal;llk 

b~an.ches nation-wide,. that in i tself does not mean 

c:ompeti tiono. The corn.peti tian in c·ustomer deposi ts 

should be seen in terms of the work attitudes 

of. ban_'k.ers,, their ahili ty arid willingness t.o 

render prompt. and effic.ient servie.es to their 

customers ind their ability to 'attract new and 

inten4ing on.es. Banks that do not. pay interest on 

c.ustomer accounts on a monthly basis and at a 
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competi tive··. interest rate still stand to loose their 

bigg_est. custom.ers.. Aliso,, the iss.ue of' n.evv products 

now i.l!lL.troduc:ed by most. banks,, should be adequateJLy 

mon:Ltored in. order not to create room for fraudulent 

staff and customers who always want to c:ash i.n on any 

potential loophole percei v.ed to exi.st in any system .... 

Tbe marketing; parlance _wh±.ch holds · that i"tthe 

c:ustomer is always rig_ht 11 should stand out. in the work.. 

ethi.cs by bankers in order to eruianc.,e th.e:L:it business •. 

They should regard the customer as the sole and only 

reliable partner in_ their business who should 

therefore be treated with every politeness he deservss~ 

Beca~se the worker should be seen as the person 

who ul timately. creates weal th and value,,_. the bank.er 

should be adequately taken care-of by t.he manag,ement ... 

Bal!lik.. manag,ement should create welfare se.hem.es. for 

the±.r ·staff ... ·The bank.er is exposed to a lot of 

temptation 0111. a daily' hasis by the volume of' mon.etary 

transactions that· pass throug_h him.. In order tü 

diminisln:. his urge to defraud,,. manag,em.ent shouJLd 

insti tute en.ough. safe-guards ilfll the system, possi bly 

by way of enhanced pay packet. and other n.on-mo:ruet.ary 
• 

rewards. and inc:enti ves •.. 

Moreov.er,; banks. should try to demphasize the 

current, 11 man-know-man" syndrome in th.eir recruitment. 

exercises.. Highly qualifïed personnel should be 

scouted for and recrui ted.. Orientati.on and reg,ular 
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train:ii.ng; programmes should be organjj.zed for staff. 

o:a. a co:ni.tinuous basis to acquaint th,eml wi th c.urrent 

treIDtds and developmieIDtts in. the industry •. 

Sugg.estions· :for Future Work. 

The st.ud;y we hav.e just carr.ied. ou..t :ii..s bJ no, 

rrueans exhaust.i:we an.d c.omtprehen.si.ve<> What, we hav:.e 

su.c:ceeded :il.n. achieving; here w,i thin t,he limdl..t.s of 

available t:iinne and funds ii.s t.o g;L.ve· .· an. in.sig,ht into 

the m1ajor. variables that co:ni.tribwte to. or li..mdi.t the 

e:t:·:n:-ectiveness of c:red:i.Lt department:s o:fL bank.s and hM. 

exten.t:ii..on th.e profit, g;enerat:i.ng capac:ity 0;:1L' 

commercial banks.. We h:ere suggest, that :f.urth.er 

research. fu11to t.his.; area of study whould g;o beyond: 

wbla. t. we have done h.ere by :i.i.Ilicl uding the fbllowing,:: 

( 1 ) Fuirtbter breaking, down of. the- Asset,s variable 

:il,]lJ.tO tJme II iixetj. Ass;ets.11 and 11 otfue1r· assets" and 

11 1:ii..qudLdi. Asset.s11 as, v.ariables :i.i..n the regressd.i.on. 

equa.tions .... 

(2) The C:usto:tll!ers depos:iit shou:1.d be hroken. ii.nto. 

cur1tent ac:counts ,, savi:rni.gs accown..t. and otJmer 

accounts. of. C:ustorruers: to. see whicbt o :n: th.em. 

best.. explai:ns or ac:counts. :fi.br th.e net pro:fi:ii.t 

generated by,: c:0Inill1Lercial b_ank.s.,. 

(3.i) The share cap:i.Ltal 0;.f· the bamik. should be inc:l udedi 

as one o:li th.e variables to be tested·_ in fU,ture 

resear·c:h work. •. 
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C.4) Questionnaire adm:i,.nistratii.on. should possi b1J 

include the customers. of the banks Olf)J th.ei.r 

percepti.on. of the operations of the banks under. 

coIDLsi der a tïon. 

(5) The ecoliliometric tec.hnique of. analys:li.s shoul.d 

go beyolilid the simple and multiple r<:g,ression. 

approaches adopted in this study to t.he semi.

log: and double-log: techniques to sub.ject. the 

work to further investigations. 
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Dear Sir/Madam., 

APPENDIX 

School of Project Management 
·Tec:lrnology, 
Federal University of TechnoJ:.ogy, 
Owerr:i.,., 
Imo, State~. 

QUESTIONNAIRE 

AN. APPRAISAL OF THE EFFECTIVENESS OF COMMERCIAL 
BANKS' LOANS AND ADVANGES MANAGEMENT BTRATEGIES: 
A CASE STUDY OF SOME SELEGTED BANKS IN NIGERIA 

(1980-1989) 

I am. a post-graduate student of Banking & Financ:e in 
the School of Pro je et Manag,emen t Technology, FederaJ1. University 
of. Tec.hnology, Owerri. I am carrying out a research on the· 
above topïc in partial ful filment of the requirements fo,r 
the award of' the Master of Science (M.Sc .. ) degree in Banking 
and Finance.,. · 

I would be rnost g.rat·efu1. if you c.ould kïndly complets 
t.he. questi.onnai.re below :for me... Your{J response wi.11 be 
treated strictly as confidential because the research is 
exc:lusive]y for academic purposes.,. 

You can mark 11 X11 in the box provided /X/ where 
appropria~e. 

Thànks, in anticipation. 

Yours faithfu]]y. 

Bernard O ... Enwereuzor 
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(1 ) In whi.clm o.:ft· th.ese bal!lik:s do you. work'?: 

(ai) UBA L:J' (h) F.'.BN .. t::J ' 

Cc,) C'C:B3 o· {d) AGH: CJ,/ 

(2) How long;_ have yorn worked wi th. tlme bal!lik.?.' 

(a) 1-2yr.s. t::::z;- (b) 3-5y,rs ~ 

Cc) 6;..1 Oyr.s. t:::/' (d) 1 1 Y/r s antd a bo;'l!e ~·
L-.f// 

{'.3i) In. wha t c:apac:i.t:Les ha v;e yoUt worked?:.' 

Ca) Cl.erk t:::1· 
(c . .) Of.fï.cer c:J,· 

(h) Supervisor ,- [

( d:) Mfanag;e:rt · t::J- . 
. (4) · In. whic:h. departmte:ni.ts have ;yol!l!. been. exposed. t(D)?.' 

(a .. ) Sa1.ring,s Ac:count t::J fb) Gurrent.. Ac:corn.t f__// 
(.c) Lo ans, &.· Advances Q ~.à) Forei.g,n, Exchange l 1· 
C: e) Bills. t::::J· 

(5) Iî' you. b:ave wonked. w:ii.th the Loans and Advances, departmenit,, 

for how long di.d you or :»nave you been working; there?' 

Ca.) funi . 1· on.ths- 12:Y,TS 0 (h.) 1 lyrs,-2yrs l!:J' 
(c) 2.y;·rs,-3yrs. t::t· . (à) Abov.e 3yrs . t:::}' 

-

( 6 .. ) W:bra t fac:tors in,fl u.enc;e yo"W' miode o :f' advanc.ing E.oans t0> 

c:ustonners?:' 

(.a) Perso.al Relat:ii.onslilips t:::7· (.b) G.oodl-wi:li.Ji.. t:::}-

(c.) . C.olla terals: / p· ( dl) Others(}?-J:ease spec:i.fy) .... 

1> O·•~e-i>~e • • •·•~• .. •·<> .. •·• •· O·•·•··• C>••• .......... ... ~C>•O••• o,,,e•• ............................... ~ c>-•~ ••·•• .......... . 

(71) J:[' yo1!llr· answer to .. ( 6) above :ii.s Cc), wha t. type o.f 

Ceü,llaterals do yol!lL normally ask :for?' 

(a) Landed Propert;y; 1::7· (b) Share Certifi.c,at.es t:::J. 
( c.,) 

Ce) 

Eif.e Polic:ii.es. .C:[ 

De~entu,res 
. .. 

r--71· 
f__!,f 

(dl) G:uaran.tees lc:J- . . . 
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(8,) How do .you perceive the effectiveness of your banwsO 
Loans and Advances management strategies over the period 

. ( 1 9 8 0- 1 98 9 ) ? 

(a) Extremely effective ~ (b) Quite effective ~ 

(c) Slightly-effective e7· Cà) Neither effective nor 

(e) Slightly :Lneffective / / (f) Quit.e 

(g) Extremely ineffec.ti ve / l 

(9) Who are your major customers?· 

(a) Private Individuals / / 

(b) Gorp_orate Bodies / · / 

(c) Private businesses / / 

(10) Apart from t.he items.in (7) above what other things 
may you require from your customer~ while granting 
Loans and Advances? 

( 11 Y In the event. of a customer failing to repay his/her 
loan as and when due,. wha t rn easures do you take t0.· 
recover your loan? 

(.a) Persuasion- t=7· (b) Legal Action ~-

( c) Auctioning. of C:ollaterals /=7 
(d.) Others (Please specify) ~·O ............... ~: ................. o ........ ,M ..... . 

': 
~ 

·. i 

i 

·., 
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