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 Abstract 

The study investigated the causes, issues and challenges of bank failure in the Nigerian economy.  Primary data 

were collected through questionnaires administered to bank employees and officers in bank examination unit of the 

Central Bank of Nigeria. The questionnaires were supplemented by personal interviews, which created a forum for 

detailed discussions of the subject matter with the respondents. Hypotheses were formulated and tested using chi-

square (x
2
) statistics. These tests were carried out at 5 percent level of significance with the corresponding degree of 

freedom for each test. The result revealed that bank failure results from non-compliance of Central Bank of 

Nigeria’s monetary or regulatory guidance. The study recommended that adequate and minimum capital 

requirements should be adopted by CBN in granting a license for the establishment of banks. CBN and the Nigerian 

Deposit Insurance Corporation (NDIC) as regulatory bodies should rekindle discipline through healthy competition 

among banks in the financial system. Professionalism should be promoted in the system; this would eventually 

produce crop of bankers who would comply with banking ethics and practice. Government should intensify the 

supervision of banks in order to manage early warning signals. 
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1.0        Introduction 

Webster (1990) earmarked that in ordinary parlance, the word failure connotes lack of achieving something or the 

inability to achieve a predetermined objective. In other word, it is a situation where set goals and aspirations are not 

attained. Hence, a bank is said to have failed if it has not succeeded in achieving the goals for which it was 

established. Andabai (2017) posits that a bank is considered to be a failure only when it ceases operation and cannot 

meet up with its obligations. Bank distress is the forerunner of bank failure. Subsequently, a bank is distressed which 

is technically insolvent and also a situation where the bank assets are less that its liabilities, hence a negative net 

worth. Bank failure could be described as a situation where there is irremediable bank distress, a bank’s license is 

revoked and the bank subsequently liquidated (Ogubunka, 2003). Nzotta (2014) observed that the critical 

importance of banks in economic growth explains why each economy takes serious view of the problem of bank 

failure. Hence, despite the preventive measures taken, every economy seems to experience one form of bank failure 

or the other. The inability of a bank to meet its obligations while in operation may constitute serious bank failure 

depending on the circumstance (Ebhodaghe, 2001). 

 

The study carried on by Andabai (2017) reveals that banking system in particular plays a crucial role in economic 

growth and development. This can be achieved through consistent and aggressive mobilization of savings and 

channeling for investment especially to the real sector. Hence, the banking system increases the quantum of goods 

and services produced in the economy; thus, level of employment improves and nation output increases. This 

implies that there is a positive correlation between real growth of output and bank assets. Andabai (2011) stated that 

inspite of complying with CBN’S regulations; banks still fail in business in Nigeria. The implication is that bank 

failure cannot only be attributed to non-compliance with CBN’S Regulations, there seem to be other factors that are 

responsible for bank failure (Okereke, 2005). The primary causes are institutional factors such as poor credit 

administration, poor loan recovery, fraud, and insider abuse and shareholder interference. In general, the first cause 

of bank failure is attributed to poor portfolio management (Ebhodaghe, 2001). 

                                         

2.0         Theoretical Literature 
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Nzotta (2004) observed that researches carried out on bank failure indicate that bank failure means different things 

to different people. Some are on the view that bank fail only when it ceases operations even when it has not been 

officially declared liquidated. Others are on the view that, a bank has failed if it is not able to achieve the objectives 

for which it was formed. On the basis of the above, Sanusi (2010) opined that bank failure is a situation where a 

bank ceases operation as not been able to meet any of its obligation. He further stated that, these obligations include; 

those it owes to its customers, shareholders as well as the community in which it is established. In his own views 

Ogubunka (2003) described bank failure as a situation where irremediable bank license is revoked and is 

subsequently liquidated. Doil (2004) reaffirmed that bank failure is thus described as a situation whereby a bank 

could no longer perform business activities due to revocation of its license because it could not meet up with the 

objectives for which it was established.  

 

CBN (2010) described bank distress as; one with severe financial, operational and managerial weaknesses, which 

have rendered it difficult to meet its obligations to customers, owners and the rest of the economy as at when due. 

Doil (2004) stressed that financial distress is technically used to describe the inability of the institutions, to meet the 

financial need of the depositors. Thus, insolvency refers to a condition in which the sum of assets of an institution is 

less than the sum of its liabilities. Andabai (2016) posits as a situation which prevents it from honoring its 

obligations from depositors and other shareholders. Liquidity on the other hand, describes the problematic cash flow 

position of a firm as observed by CBN and NDIC. It is important to note as postulated by Ogubunka (2003), a 

technically insolvent bank could remain sufficiently liquid long after it become insolvent particularly if it has large 

and stable deposit base. 

Andabai (2017) stressed that a bank could run into a liquidity problem arising from a mismatch between maturing 

profile of its assets and liabilities. Umoh (2002) asserts that a bank is distressed when it is technically insolvent, 

implying that the banks liabilities exceed its asset (Negative net Worth). Hence, the inability of a bank to meet its 

maturing obligations; especially, to its depositors is merely one manifestation of distress. In other words it is the 

effect rather than the cause of distress in a bank. Thus, bank failure is the situation where a bank’s license is revoked 

and the bank subsequently liquidated. Study conducted by Ogubunka (2003) went further to assert that liquidation is 

an after math of bank failure; hence, distress set the pace for bank failure. Empirical investigation by Nzotta (2004) 

reveals that bank that is distressed could have chances of regaining health; whereas, a failed bank loses every 

chances of life.                                                

3.0        Methodology 

Primary data were collected from questionnaires administered to senior bank executives in the banking industry and 

officers` in the bank examination unit of the CBN to whom is entrusted the role of monitoring banking operations in 

the financial system. The questionnaires were supplemented by personal interview, which afforded a forum for 

detailed discussions of the subject matter with the respondents. Hypotheses were formulated and tested in the course 

of this study. The chi-square (x
2
) statistics was used to test the formulated hypotheses                      

 

4.0         Analysis and Discussion  
A total of 100 questionnaires were prepared and delivered to the respondents (high ranking bank executives and 

CBN officials). The researcher was able to retrieve thirty (30) copies, from the deposit money banks’ executives 

which is fifty (50) percent of the 50 distributed to them and thirty-six (36) from the CBN officials which represent 

seventy two (72) percent of the 50 distributed to them. Hence, a total of 66 copies of the questionnaire were 

collected which brought the percentage response rate to sixty-six (66) percent. This means that 34% of the 

questionnaires distributed were not returned. 

 

Table 1: Questionnaires Distribution and Response Rate. 

Respondents No. Distributed No. Returned No.  Not Returned Total 

Commercial Bank Executive 50 30(60%) 20(40%) 100% 

CBN Official 50 36(72%) 14(28%) 100% 

Total 100 66(66%) 34(34%) 100% 

Source: Field Survey, 2017 

Table 1 shows the individual responses showing their views to the selected questions, from the questionnaires which 

will be used for the analysis. Bank failure has no significant relationship with economic growth in Nigeria. 
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Table 2: Responses from Questions above 

Options Banks Executives CBN Officials Total Percentage 

Yes 28 (93%) 26(72%) 54 82% 

No 2 (7%) 10 (28%) 12 10% 

Total 30 (100%) 36 (100%) 66 100% 

Source: Field Survey, 2017 

Table 2 indicates that out of 30 respondents for bank executive, 28 persons (93%) believed that bank failure 

negatively arrest the economy, while (7%) felt it is not so. 26 Central Bank Nigeria officials also answered Yes to 

the same question while the rest 10 answered No. Hence, 82% of the total respondents answered, yes to the 

questions emphasizing that bank failure has a negative relationship with economic growth in the Nigerian economy. 

Table 3: Whether bank failure could be result from banks none compliance with CBN’S regulatory guidelines. 

Options  Banks Executives CBN Officials Total  Percentage 

Yes  26 (87%) 22(61%) 48 73% 

No  4 (13%) 14 (39%) 18 27% 

Total 30 (100%) 36 (100%) 66 100% 

Source: Field Survey, 2017 

From table 3, it could be observed that a total of 48 respondents representing 73% of the total respondents agreed 

that, bank failure could result from banks non-compliance with CBN’S regulatory guidelines. Whereas, the rest 18 

respondents indicate that bank failure could not result from non-compliance with CBN’S regulatory guideline. 

Table 4: To what extent does bank failure results from poor portfolio management of banks. 

Options  Banks Executives CBN Officials Total  Percentage 

Create Extent 19 (64%) 8 (22%) 27 41% 

Reasonable Extent 4 (13%) 20 (56%) 24 36% 

Little Extent  16 (20%) 5 (14%) 11 6% 

No Extent 1 (3%) 3 (8%) 4 6% 

Total 30 (100%) 36 (100%) 66 100% 

Source: Field Survey, 2017 

Table 4 shows that 27 respondent (i.e. 41% of the total respondents) agreed to a great extent that bank failure could 

also result from poor portfolio management. 24 persons representing, 36% of the total respondents agree to a 

reasonable extent, 11 persons or 17% of the respondents agree to little extent, whereas the remaining 4 persons that 

is 6% of the respondents do not agree to any extent. 

Table 5: Factors such as asset quality, profitability and managerial competence etc 

Options  Banks Executives CBN Officials Total  Percentage 

Highly important 20 (67%) 11 (31%) 31 47% 

Important  4 (13%) 20 (55%) 24 36% 

Un important 6 (20%) 5 (14%) 11 17% 

Total  30 (100%) 36 (100%) 66 100% 

Source: Field Survey 2017 
 

Table 5 indicates that 31 persons representing 47% of the respondents said that the above listed factors are “highly 

important” that the survival of a bank in financial crises, 24 people that are 36% of the factors are important. While 

the rest 11 persons who represent 17% of the respondents said the factors are not important. Hence, since the large 

proportion are important, it could be concluded that asset quality, liquidity, profitability, adequate capital and 

management competence are significant to the survival of a bank in financial crisis. 

Table 6: Computation of X
2
 value 

Cell Fo Fe (Fo-fe)
2
 (fo-fe) (Fo-fe)

2
/fe X2cal X2 tab 

A 28 24.55 3.45 11.90 0.89 4.89 3.841 

B 26 29.45 -3.45 11.90 0.40   

C 2 5.45 -3.45 11.90 2.18   

Sources: Computed from table 1 & table 2 
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Decision Rule: The result of the above test statistics for the hypothesis indicates that at 0.05 level of significance 

less than 1 degree of freedom; the x
2
 tabulated value of 3.841 is less than the x

2
 computed value of 4.89. Hence, it 

the result shows that bank failure has a negative significant relationship with economic growth in the Nigerian 

economy. This implies that the problem of bank failure does not enhance economic growth; rather it has a 

devastating relationship with the economy. 

Table 7: Computation of X
2
 value 

Cell Fo Fe (fo-fe) (fo-fe)
2
 (fo-fe)

2
/fe X2cal X2 tab 

A 20 21.82 4.18 17.47 0.80 5.39 3.841 

B 22 26.18 -4.18 17.47 0.67   

C 4 8.18 -4.18 17.47 2.14   

D 14 9.82 4.18 17.47 1.78   

 66 66   5.39 5.39 3.841 

Sources: computed from table 1 & table 3  

 

Decision Rule: The result of the above test shows that at 0.05 level of significance with 1 degree of freedom; the 

critical x
2
 value of 3.841 is less than the computed x

2
 value of 5.39. Thus, the study reveals that bank failure could 

also result from noncompliance with CBN’S guidelines. This means Central Bank of Nigeria’s regulatory guidelines 

are critical to the survival of a bank. These guidelines could be in the form of capital requirements, banks reserve 

capital base, regulations terms of loans and advances create banks etc. Thus, when a bank endeavors to keep to these 

requirements, its propensity to fail is reduced all other things being equal. 

 

Table 8: Computation of X
2
 Cal value 

Cell Fo Fe fo-fe (fo-fe)
2
 (fo-fe)

2
/fe X

2
cal X

2
 tab 

A 19 12.27 6.73 45.29 3.00 15.84 7.815 

B 8 14.73 -6.73 45.29 3.07   

C 4 10.91 -6.19 47.75 4.38   

D 20 13.91 6.91 47.75 3.65   

E 6 5.00 1 1 0.20   

F 5 6.00 -1 1 0.17   

G 1 1.82 -0.82 0.67 0.37   

H 3 2.18 0.82 0.67 0.31   

 66 66   15.84 15.84 7.815 

Sources: Computed from table 1 & table 4 

Decision Rule: This test was carried out at 0.05 level of significance and the degree of freedom (df) result shows 

that the tabulated chi-square (x
2
) value of 7.815 is less than the computed x

2
 value of 15.84. Poor portfolio 

management arises when a bank assets and liabilities are not prudently managed. When this happens it becomes 

impossible for the bank to achieve its profitability-liquidity objective. 

 

Table 9: Computation of X
2
 cal value 

Cell Fo Fe fo-fe (fo-fe)
2
 (fo-fe)

2
/fe X

2
cal X

2
 tab 

A 20 14.09 5.91 34.93 2.48 12.95 5.991 

B 11 16.91 -5.91 34.93 2.07   

C 4 16.91 -5.91 34.93 2.07   

D 20 13.09 6.91 47.75 4.38   

E 6 5.00 1.00 1.00 0.20   

F 6.00 1.00 1.00 0.17    

 66 66 -  12.95 12.95 5.991 

Sources: computed from table 1 & table 5 

Decision Rule: The result of the test shows that at 0.05 level of significance degree of freedom; the calculated x
2
 

value of 12.95 is greater than the tabulated value of 5.991. Thus, the bank should also have a relative high rate or 

profitability for the purpose of paying interest to depositors, wages to staff, dividend to shareholders and meeting 

other expenses with an adequate capital base. 
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5.0   Conclusion and Recommendations 

Bank failure negatively affects the growth and development of the economy. The failure of banks to meet its 

obligation no matter how small reduces the patronage of such bank. Bank failure in the form of liquidation or any 

serious breach of its obligations leads to loss of confidence in the system by the public. The study recommends that 

adequate and minimum capital requirements should not be the only criterion adopted by CBN in granting a license 

for the establishment of the banks. CBN and the Nigerian Deposit Insurance Corporation (NDIC) as regulatory 

bodies should rekindle discipline through healthy competition among the banks in the financial system. 

Professionalism should be promoted in the system this will eventually produce crop of bankers which will comply 

with the banking ethics and practice. Government should intensify the supervision of banks in order to manage early 

warning signals. The application of appropriate statistical techniques should be used to identify the bank health, in 

order to determine the rating of banks and the probability of distress or failure. Accountability should be enforced 

through the failed banks tribunals and the use of early warning signals should be considered for strengthening the 

banking system and therefore should be sustained and improved. 

 

5.1   Contribution to Knowledge 

The study was able to expand the existing literature and updated data that will enable researchers and 

scholars to use it for further studies. The  study concludes that bank failure negatively contributed to 

economic growth. assets of the pension fund are not fully utilized in the productive sector to stimulate 

growth and development of the Nigerian economy. The factors responsible for this can be traceable to 

non-compliance of Central Bank of Nigeria’s monetary or regulatory guidance corruption, unethical 

practices, board room crises, economic and political instability, lack of political will, absence of proper 

regulatory framework and inability to implement the formulated policies by the regulatory authority 

(CBN and NDIC) 
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