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Abstract 
This paper examined the impact of the Nigerian financial system from 
2003 -2013. The aim of this paper is to look at the various reform strategies 
adopted by the authorized and the extent to which these reforms have 
affected the development of the Nigeria financial system. To realize these 
objectives, the study analyzed secondary data collected from CBN 
statistical bulletin by employing the ordinary least square (OLS) technique. 
The researcher found out that the deregulation of the banking sector has 
positive and significant effect on bank performance. Conclusively, it is 
important to note that as government is reducing her ownership of financial 
institutions, most financial development indicators perform better including 
savings mobilizations and financial deepening. The researcher recommended 
that bank management should embark on effective intermediation drive that 
will bring all the savers to the purview of the banks. Banks should improve 
their total asset turnover and diversify in such a way that they can generate 
more income on their assets. Again, adequate efforts should be made by 
banks to increase their level of investments as that will help in generating 
reasonable returns on their assets. Finally, the banking sector regulatory 
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authorities have a duty to perform in ensuring that good corporate 
governance and the best of banking practices are obtainable in the 
nation's banking industry. 

 
The financial system plays a fundamental role in the growth and development 

of any economy, particularly serving as the fulcrum for financial intermediation 
between the surplus and deficits unit of the economy. The financial system can 
therefore be referred to as the set of institutions, instrument, markets, rules and 
regulations as well as mechanism by which they interrelate to one another within the 
system. (CBN, 2006 -2007). It is therefore the financial hub of productive activities and 
therefore performs the vita! role of financial intermediation. In Nigeria, the ability of 
the financial subsector to play its role has been periodically punctuated by its 
vulnerability to systematic distress and macro economic volatility, and policy fine-
tuning inevitable (Chinedu & Muoghalu 2004). No wonder the financial reform in 
Nigeria were focused on further liberalization of banking business, ensuring competitive 
and safety of the system as well as proactively positioning the industry to perform the 
role of intermediation. 

Iganiga (2010) noted that in many emerging markets, including Argentina, 
Brazil and Korea, financial reforms have also become more competitive and resilient to 
shocks as well as reposition of their operations to cope with challenges of the 
increasing globalize banking system. This means that each continent, except Africa with 
possible exception of South Africa, has a fair share of mega banks to support economic 
growth and development. 

The paper therefore, is an attempt to evaluate the Nigeria financial 
system between 2003 and 2013. It also looked at the various reform strategies 
adopted by the authorities and the extent to which these reforms have affected the 
development of the Nigerian financial system.  
 
Review of Related Literature 

The first part of this is aimed at enlightening people on the structure, 
operation and perhaps some recent development between 2003 and 2013 in the 
Nigerian financial system. 

Besides the regulatory and supervisory bodies, the institutions operating in 
the financial system can be sniped into money markets, capital markets, 
development finance institutions (CBN Briefs, 2006). Besides these, the regulatory 
and supervisory authorities are very crucial for the efficient functioning and orderly 
development of the financial system because of their surveillance role. 

The regulatory bodies include: 
a.)        The Central Bank of Nigeria (CBN) 
b.)        Nigeria Deposit Insurance Corporation (NDIC) 
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c.)        Securities and Exchange Commission (SEC) 
d.)        Federal Ministry of Finance (FMF) 
e.)       National Insurance Commission (NAICOM) 
f).       National Pension Commission (PENCOM) 

Reforms are predicted upon the need for recommendation and reposition of 
existing status quo in order to attain an effective and efficient state (Ajayi, 2005) 
as cited by Iganiga (2010). Okeke (2007) in his own view posited that it is 
deliberate actions by the government to fast tract, jump start and consolidate specified 
sector of the economy to achieve desired objectives. This is in line with the Nigerian 
financial system strategy 2020 (FSS 2020) which is a blue print initiated by the 
Central Bank of Nigeria for achieving the goals of developing and transforming 
Nigerians financial sector into a growth catalyst, which would in turn propel the 
country into an International Financial Centre (CBN Brief, 2006). The FSS 2020 is 
designed to fully integrate the on-going economic reforms and harness the gains, to 
ensure that Nigeria realizes the underlying objectives of becoming a financial hub as 
well as joining the league of top 20 economics in the world by 2020. Financial reforms 
on its own, according to Ebong (2006) as cited by Iganiga (2010) are deliberate 
policy response to correct perceived or impending financial crisis and subsequent 
failure. Reforms in the financial industry are aimed addressing issues like 
governance, risk management and operational insufficiencies. 

Such reforms are influenced by several factors including the nation's economic 
trends, the character and the dynamics of the local economy. 

Like other emerging economies, Nigeria has been involved in financial 
reforms on a regular basis, aimed at responding to the challenges posed by some 
factors and developments such as systematic crisis, deregulation, globalization and 
technological innovations or acted proactively, both to strengthen the financial system 
and prevent systematic problem as in the case in the current reforms (Imala 2005). 
 
Empirical Studies 

Most scholars have focused on the various reforms on the banking sub-sector. 
There are a number of studies that are related to our present concern. They include 
Somoye (2008) which reviewed the performance of commercial banks in post 
consolidation period in Nigeria. According to him, the current credit crisis and 
transatlantic mortgage financial turmoil have questioned the effectiveness of bank 
consolidation programme as a remedy for financial stability and sustainable 
development. The paper therefore examined the performances of government induced 
bank consolidation and macroeconomic performances in Nigeria in a post consolidation 
period. Audited accounts of twenty (20) out of twenty five (25) that emerged from the 
consolidation exercise were used. The author observed that the exercise has not 
improved the overall performances of banks significantly and has marginally 
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contributed to the growth of the real sector. The author concluded that the banking 
sector is becoming competitive and market forces creating an atmosphere where many 
banks simply cannot afford to have weak balance sheets and inadequate corporate 
governance. 

Adegbaju and Olokoyo (2008) examined recapitalization and Bank 
performance: a case study of Nigeria. The study investigated the impact of previous 
recapitalization exercise on the banking system's performance. It employed secondary 
data obtained from NDIC annual reports and test of equality of means. According to 
them, the mean of key profitability ratio such as the yield on earning (ROA) were 
significant meaning that there is a statistical difference in the mean of the bank before 
2001 recapitalization and after 2001 recapitalization. The authors therefore, 
recommended that the banks should improve on their total asset turnover and 
diversity their funds in such a way that they can generate more income on their assets 
in order to improve their return on equity. In their paper titled "impact of bank 
consolidation strategy on the Nigerian economy, Ninge and Dutse (2008) observed 
that the Nigeria banking sector was highly oligopolistic with remarkable features 
of market concentration and leadership. The authors reviewed the impact of the 
reform on the Nigerian economy as a whole and found out that the CBN decision 
has changed the market structure of the banking sector, increased the efficiency and 
reliability of the banks, created opportunities for financial institutions and market 
participants and raised their intermediation potentials. They however, recommended 
that for such strategy to be effective, CBN needs to make bank recapitalization a 
continuous exercise at interval of 5 - 10 years to catch up with inflation and 
happenings in other parts of the world. Aja and Idika (2011) reviewed the banking 
sector reforms in Nigeria with respect to implications, challenges and 
opportunities. According to them, the CBN during the mid-1980's has been into 
successive bank, reforms designed to regulate and stabilize the sector and the 
economic system. As it turned out in other reforms, the recent reform of the Central 
Bank continued to be in favor of the financial markets without synergizing with 
productive sector which in turn makes Nigeria a loser in a highly competitive globalize 
economic system. They concluded that in virtually all the CBN's reforms, there seem to 
be a consistent policy disconnect since the focus has always been to make banks as 
giants as possible and perhaps build them in the sky. The authors however 
recommended that the CBN should find ways in which implementations of the 
reforms would serve to re-create and integrate the huge resources from the macro-
productive sector of the Nigeria economy. 

Umoren and Olokoyo (2009) examined the impact of consolidation on 
performance of banks and considered if there has been improvement on their 
profitability, liquidity and solvency. The authors analyzed the performance ratio of a 
sample of thirteen (13) mega banks. A descriptive analysis of these performance ratios 
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was carried out and test of difference of means method was used to test the impact of 
these performance ratios. According to them, it was found out that on the average, 
bank consolidation resulted in improved performance, and they suggested that bank 
management should embrace broad product strategies which could help in generating 
more income for banks. Also, Donald and Adeyele (013) in their paper titled 
Bank Consolidation and Deregulation Effects on the Level of Competition in the 
Nigeria Banking Industry which was made to determine the effect of deregulation and 
consolidation on the level of competition in the Nigerian banking industry. The study 
employed a multiple OLS regression analysis to test the effect of the independent 
variables on the dependent variable, before which a pre-test for stationarity was 
employed (ADF Test) and a Johnenson Co Integration Test. Having established the 
fact from the results that there exists a long run relationship, the study confirms the 
fact that a more concentrated industry with few banks resulting from consolidation 
via merger and acquisition does bring about economics of scale, innovation and 
heighten competition in the banking industry. A similar effect was also noticed in the 
deregulatory/liberalization impact as a more liberalized (or deregulated) financial 
system will bring about heighten competition, positive interest rates, and a higher 
savings; though it was found to be insignificant. Olokoyo (2012) in her paper titled 
"The Effects of Bank Deregulation on Bank Performances in Nigeria". The study 
investigates the effects of bank deregulation on bank performance in Nigeria. The 
objective of this study is to analyze the areas that have been deregulated in the 
banking sector and how it has affected bank performance. To realize these objectives, 
the study analyzed secondary data collected from CBN statistical bulletin by 
employing the Ordinary Least Square (OLS) technique. This study found out that the 
deregulation of the banking sector has positive and significant effect on bank 
performance. It was recommended that bank management should embark on effective 
intermediation drive that will bring all the savers to the purview of the banks, banks 
should improve their total asset turnover and diversity in such a way that they can 
generate more income on their assets and adequate efforts should be made by bankers to 
increase their level of investment as that will help in generating reasonable returns on 
their assets. The banking sector regulatory authorities also have a duty to perform in 
ensuring that good corporate governance and the best of banking practices are 
obtainable in the nation's banking industry. 
 
The Nigerian Financial System (2003 - 2013) 

Nigeria, like most African countries is faced with myriad of economic 
problems. These include high inflation and unemployment, increasing poverty, low 
economic growth rate, high fiscal deficits, and huge balance of payment deficits, 
financial sector repression etc. these economic problems have been attributed 
to two main factors namely; domestic policy failures and inadequate 
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institutional capacity (Afolabi and Mamma, 1994). This according to Iganiga 
(2010) implies that the necessary conditions for growth and efficient economic 
management are the need adoption of a consistent and appropriate 
macroeconomic policy framework and the existence of high quality institutions. 
Between 2003 and 2013, the following reforms were carried out in the Nigerian 
financial system as part of strategy to reposition it in line with the FSS (2020). They 
include:  
1.     The recapitalization exercise of banking sub-sector. The Central Bank of 
Nigeria (CBN) announced a major bank recapitalization program on July 6th, 2004. 
Under the programme, the minimum equity capital of Deposit Money Banks 
(DMBs) was increased from N2b to N25b. a compliance period of 18 months 
(July 2004 and December 2005) was imposed. At the end of the exercise, 25 out of the 
89 banks which existed as on the reform announcement date successfully fused 
(through mergers and acquisitions) into 25 banks (CBN 2005 as cited by Okafor 
(2011). The number was further reduced to 24 in December 2007 following the 
successful merger of Stanbic IBTC bank. 

The following were achieved. A total of N406,4b was raised by banks from the 
capital market and out of which, N360b was verified and accepted by the CBN. 
- There was greater public awareness and the deepening of the capital markets 

as the aggregate capitalization of banks, share of stock rose from 24% to 
41.8% in December 2006. 

- There was a reduction in bank interest rates and other charges induced by 
significant inflow of funds into the banking system. 

- Dilution of ownership of banks enhances corporate governance (Aja and 
Idika,2011:14). 
The banking sub sector according to Soludo (2004) was to be very strong 

and reliable, capable of playing active developmental roles in the Nigerian 
economy. As indicated by Sanusi (2010:2) as cited by Okafor (2011), "bank 
deposits and credit grew four-fold, from 2004 to 2009 and banking assets grew, 
on average at 76% per annum since consolidation. 

According to Okafor (2011) the huge capital inflow into the sector, 
occasioned by the recapitalization initially created a temporary liquidated glut 
which most of the banks did not seem to have had sufficient management 
capacity and professional discipline to handle. Many banks got over-exposed in 
high risk investments and on margin loans to speculative equity share traders. 
Barely two years into the post consolidation period, signs of decay had stated 
popping up in such forms as decreasing bank asset quality, increasing levels of non-
performing loans, deterioration of banks capital asset quality base and liquidity stress. 
It is also important to know that the 2004 and 2005; recapitalization/consolidation 
exercise did not envisage the outbreak to global financial crisis in 2009. Again, there 
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was a heavy concentration of credit in corporate sectors such as telecommunication, 
oil and gas industry etc. For instance, in oil and gas sector, a significant amount of 
loans was extended to the second and third tier supplies of goods and services which 
was the first victim, when oil prices declined and the pace of exploitation slowed 
down considerable (Aja and Idika, 2011:62). Owing to poor corporate 
management mentioned earlier and the attendant weaknesses in risk management, 
the CBN had to create an "Expanded Discount Window" (EDW) to provide extra 
financial support for banks that need to access accommodation from the EDW (CBN 
Annual Report 2008). 

A new Governor of the Central Bank Mallam Sanusi Lamido assumed office 
in June 2009 and by August 2009, the CBN took actions which clearly indicated that 
imminence of a systematic banking sector on (Okafor,2011) first, the CBN stopped 
granting new lines of credit under the Expanded Discount Window (EDW) and 
secondly, a special investigation was carried on five banks, namely Afribank plc, 
Oceanic Bank Plc and Union Bank. The exercise was further extended to the 
remaining 10 banks and at the end, 9 (nine) banks including the five had problems. 
Generally, it was learnt that management teams of the affected banks acted in manners 
that were detrimental to the interest of the creditors and depositors. The CBN in 
exercise of the powers therefore sacked the management teams of the affected banks 
as well as their board of directors. 

The CBN further injected total of N620billion into the 9 banks in the form 
of tier 2 capital (Seven years convertible bond) to be repaired from proceeds of 
capitalization at banks in the near future (Aja and Idika 2011:63). 

Also within the period under review, the CBN announced the suspension of 
Universal Banking which it introduced in 2001. This was announced through the 
Director, Banking supervision, CBN Mr. Sam Oni at a Post Bankers Committee in 
2010. The supervision was received with mixed reactions since it   amounted 
to policy reversal. The CBN however maintained that the idea is to create a niche 
for each of the financial activities. 

The era also witnessed the establishment of Asset management 
Corporation of Nigeria (AMCON). This was established by AMCON Act 
2010 which was signed by the president of the federal Republic in July 19, 
2010, according to Okafor (2011) AMCON was established for the following 
reasons: 
1.)    To assist Eligibly Financial Institution (EFI) to efficiently dispose of 

eligible bank assets (EBA) as defined in the Act. 
2.)         To acquire EBA's from EFI's and to purchase or otherwise invest in eligible 

equities. 
3.)     To efficiently managed and dispose of EBA acquired by it in accordance 

with the provisions of the Act. 
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4.)        To obtain the best achievable by it in pursuance of the provisions of the Act. 
 
Conclusions 

This paper examined the impact of financial reforms between 2003 and 2013 
with special emphasis on banks. Most of the reforms have had significant impact on 
the financial market and the Nigerian economy at large. It is also important to note that 
as government is reducing her ownership of financial institutions. Most 
financial development indicators perform better including savings mobilizations and 
financial deepening. The author therefore recommend the continuation of various 
policy reforms to consolidate the emerging confidence in these institutions 
 

 
References 

Adegbaju, A and Olokoyo, (2008) "Recapitalization and Bank's performance" A case 
study of Nigeria Banks African Economic and Business Review, 6(1); 1 – 17 
Covenant University, Nigeria. 

 
Akpuru-Aja and Idika, Joel (2011) "A policy Review of the Banking Sector Reforms in 

Nigeria" Implications, Challenges and Opportunities" International Journal of 
Modern and Political Economy’s): 61-70. 

 
CBN, Annual Report and Accounts, Various years,1998, 2007, 2008, 2012. 
  
CBN, Circular on the Review of the Universal Banking Model. 1998, 2007, 2008, 

2012 
 
Iganiga B. (2010) "Evaluation of the Nigeria Financial Sector Reforms Using 

behavioral Models" Journal of Economics, 1(2) :65-75. 
 
Imala .I (2005), "challenges of Banking Sector Reforms and Bank consolidation in 

Nigeria" Nigerian Financial Reviews 29 (2) 
 
Okafor, Francis (2011) 50 years of Banking Sector Reforms in Nigeria (1980-2010). 

Past Lesson: Future imperative, Enugu, Ezu Books Ltd. 22 Lumumba Street ,  
New Haven 

 
Somoye (2008). "The performance of Commercial Banks in Post -consolidation, period 

in Nigeria: An Empirical Overview" European Journal of Economic issues . P(5).    
 
 

Gladys .O. Okonkwo and Joel Ekeleme Idika 
 

Journal of Resourcefulness and Distinction, Volume 11 No. 1, December, 2015:   ISSN 2276-9684 
  



 
9 

 

 
 


