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Abstract

The concept of glohalisation has come ta mast
countrivs of the world primariy as a necessitv and
ravely i matter of choice. Far most countries, the
sector that first ety entareted with the global web
x the fingneial sectoy, no doubt, because aof the
pivetal ol performed by this sector: Nigeria has
nat been feft ot The nation's financiel sector did
all it could in arder to be counted and recognived
among the feading financial institutions of the
world  Their effort was compensated with the
weiiht and dimension of fuicy foreign capital that
fovied o the banking industev during and after
hank consolidation. They were soan to fearn that
wlobalisation also carries with it o baggage of

complications which fmplies that an error of

judeement pryecklessness o e poek of partiiering
nations cail have a divect impact on other pations
that are par't of the web, the soundness of thetr
hankine praviice notwithstanding, The effect wis
the butld up of nonpevtorming loins, low savings
and depesit mobdlisarion aud o depressed economy:
For the purpose of this study, bweo periods were
fefentified; pré-consoliditian (1999.2003) and the
past consalidation  period  (2004-2008),  We
emploved data from CBN anmwal reporis using the

ordinary  feast square  regression  metfod o
establish that the nonperformmg loans that were
the direct effect of the financial crisiy affected
loans and advances and the savings and deposiy
mohilisation of banks. We recommend that Nigeria
should first develop an effective local policy befure
lnoking forward to benefitting  from global
affillation
Kev words
thad toans), loans and advances savings amd
depadit mabilisation

Clofalisation, noaperforming loans

Introduction

The current global economic crists started as 4
financial crisis i the Umted State of Amenca n
2007, It has i oot credilt contraction in the
banking sector due to certain laxities m the LS
finuncial svstem,

In the vears leading up to the start of the crsis i
2007, sigmficant amounts of loreign money
Nowed mto the LS. from fast-growing ceonomes
i Asia and oil-producing countries. This inflow af
funds made it easier for the Federal Reserve to
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keep interest mtes in the United States too low (by
the Taylor rule) Irom 20022006 which contributed
o casy credit conditions, leading 1o the United
States housing bubble (Jwmeson, 2008). Loans of
Vs ivpeste.g, mortgage, eredit card, and aulo)
were casy o oblain und consumers assumed an
unprecedented debt load (MeMuhon et al. 2008).
Ac purt ol the housing and credit booms, the
amaount of financial sgreements called mortgage-
hacked secunties (MBS) and collateralized debt
obligations (CDOY, which derived their value from
mortgage payments and housing prices, greatly
mereased. Such  financial  immovation  enabled
mstiutons and investors around the world (o invest
in the 1S housing market. As housthg prices
declhimied, major global financial mstitunions that
hiad borrowed and invested heavily in subprime
MBS repi wetedl signilicant losses (Mumhy, 2009},
According 1o Boni, (2008), the International
Monetary Fund estimated that large US and
European banks lost more than 81 tnllion on toxic
assets and from bad loans from January 2007 to
September 2009, These losses are expected to top
$2.8 trillion from 2007-10. U.S. banks losses were
forecast to it $1 tillion and European bank losses
will reach §1.6 tnlhon. This development led to the
use of credit contraction by financial institutions in
thee US to tighten thewr standards in the hight of their
detenorating balance sheets. In addition, financial
mstitutions stopped  lending and recalled their
credit lines to ¢nsure capital adequacy (Aluko,
2009},

The ensis rapidly developed and spread mto
global economie shock, resulting in a number of
European bank fatlures, declines in various stock
indexes, and large reductions in the market value of
cquities and commaodities. The financial crisis at
the early stage mamfested strongly in the sub-prime
mortgages because houscholds faced difficultics n
making higher payments on adjusted mortgages
(Soludo, 2009).

Since the use of credit contraction by foreign banks

bepan, the Nigenan banking system has seriously
been entangled i a fingneial ¢nsis. The global
finuncinl cnsis is expected 10 reduce externl
inflows o African cconomics. FDI aid, export
Arngs, remitlances, ete. are all expected o be
affected by the financiad cnsis. Moreover, the erivs
15 moking it more diffecult and more cxpensive o
attract private capital than before, Indeed it will
require more effort 1o access the same level or even
lower levels of external resources than befooe
There have been long held views that efforts o
atiract formgn resources always ke away from
mlatives o mobilize domestic resources | fior
Afncan  development (Adam and  O'Connell,
1997). At the moment, the banks are unuble to earry
oul their statutory funchion in the Nigeriun
ceonomy, No doubt, the fallout of the Inancial
crisss has driven 2 dramatic shift in savings
behuviour and profitabilty outlook for the banking
sector across the globe. In addition, the crisis hos
croded the confidence of the general public in the
entire Nigerian banking indusiry.

This paper seeks to address the following
guestions:

e What was the impact of globalisation on the
financial position of Nigerian banks
especially inthe peniod alter consolidation”

o  What was the position of banks before the
global financial erisis in terms of loan assets
and depositmohilisation?

e How has globalisation made Nigenan banks
victims of the global financial crisis?

The objectives ol this paper are as {ollows:

s To show the existing lag m the
termediary role of the banking mdustry

«  To highlight the consequences of
madequate intermediation on the
cconomy asa whole

* To estabhish the need for the development
of domestic capital as agamnst the
dependence on FDLin our banks




Theorctical and Conceptual issues

Definition of Banks and the Art of Intermediation
Several attempts have been made to offer a
comprehensive and acceptable defimtion for a
bank. Starting {rom the time of J W Gilbart, he
defined a banker as a dealer tn capital, or more
appropriately, a dealer o money, 1] W Gilbart
regarded banks as intermediate parties between the
borrower and the lender {(lgamga, 1998}, This 15
Because (he banks borrow: from one party and lend
o anolher. Towill be abservied that this definition
emphasizes the two traditional functions of a bank
¢, the mobilization of deposition and the granting
of loas and advances, But in recent time banks
business has been expunded considerably and as a
result Citlbart's defimition cannot be regarded as
cotnplete or comprehensive. In 1969, the Bankmg
Act of England defined Banking by the following
activities: (1) the business of recerving money from
oulside sources as deposit irréspective of the
payment of nterest (1) the granting of lean,
acceptance of eredit or the purchase of bills, cheque
and sales of secuntics and (in) the purchase and
sales of securitics on behall of customers (Isedu,
2001)

This definition fits better mto the modern day role
of banks 1 the economy, because the defimition
poes bevond mere colleetion of depositor's. fund.
The banks, be it central, clearing merchant, saving
or whitever form, pursue similur goals (Umole,
1987 They contribute sypmificantly to achieve the
stated  macrocconomic objective of  doonomie
trapsfommaton. Transformation m the cconomy

mplies & movement from o particular level of
development 1o n inore acceplable level of

development (Todaro, 1997). Rapid transformation
of un economy depends on the available resources,
manpower and capital. Capatal s defined as a factor
of production, no required for immediate
consumption but o help expedite the production
process, and therefore capital 15 ofien regarded as
the nueleus of cconomic development m any
nation.  Capital sccumulation o any  cconomy
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depends on the roles of the banks which include the
following.

Offering liquidity: Liguidity i Bankmg refers to
agsets that can easily be converted into cash
Money in the form of cash is regarded as the most
liquid asset i the banking Industry (Fremas &
Rochet, 2008). Historically, the existence of Banks
15 credied to this umgue tusetion of providing
liquidity to people and cooperative bodics to carry
fut their daily business setivities, Inoorler 1o
perform this role Banks offer saving, deposit and
current account facilities o the public. Whan a
customer decides to operate an account, anmd pay @
minimum amount as specified by the banks, the
smount deposited on the various account is held by
the bank as deposit habality. In addition to tns,
banks help i keeping other convertible equitics,
like certificate of occupancy; share certificite,
deeds of conveyance cte. The bank s therclore
requested by law to make a cerfain percentage of
thewr deposit liabilities and capital funds avalable
to the peneral public, 1o meet customer demand
| Lbahiosa, 20000,

Payment Service: A Bank 15 under obligation
py back to the customer any gmount s specitied
by the customer according to the value ol the
account held (Freixas & Rochet, 2008). A bank
customer may also want his cheque cashed up o g
stated amount and within a specified period. at
unother branch of the bank or another bank,
Conversely, the customer can also receve money
throtigh the bank when a debtor has decided 1o pay
from adistance with crossed or open chegue,

Lending function: The deposits kept in banks
need not be left idle, because from experience
banks are aware that depesitors may not need all
the deposits ata time, (15 therelore prudent ol the
hanker to lend such money to mvestors at a higher
rate which brings some revenues to them, They
achieve this through overdraft, loan, bills
discounting or through direet mvestment (Ldahosa,
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20006y,

International trade services: Banks help 1o
provide the link through which payments for goods
and services bought or sold by unporters and
exporters can be settled. In nddition 10 ths, they
provide puarmnlee to exporters who need such
pudraniees before they can release thair goods
(Isedhu, 2001)

Currency transaction: Banks trade en foreign
currencics, especially US Dollars and  Pound
sterhng. They engage competinvely i foresgn
currency  Iramsuction as it provides them a
sipmificant source of revenue. However, fureign
exchange transactions laws in every counlry arg
very stnngent

Perlormancee bond serviees: A performance bond
18 bssued on behall ol customers in the real sector of
the economy where they are required to supply the
bond belore they can tender for contract. The band
guarantees that the company has adeguate financial
resources to execute the contract successfully.
When a bank gives such a guarantee it usually takes
an indemmity from the customer g6 that itean elaim
agamst hum in case of default {(Umole, 1983).

Fuactors that Determine Banks Performance in an
Econamy

A Bank's porformance is measured by 1ts capacity
to maximze retarns on nvestor's funds, In the
Nigerian economy, bank performance 15
determmned by a nunibeor of factors, namely lending
rates, deposit rate, management effect, ownership
and control, market structure ete (Somayo & Lo,
200%).

Lending Rate: This 1s the rate of interest at which a
Bank lends to it customers. In Nigeria, banks’ major
rofes are financial intermediation and promotmg
the payment system o ensure efficient and
effective allocation of depositor's money. Banks'
objectives are to gives out loans because they need

oy generate meome oomeet the numimum rate o
return on nvestor funds. Banks make the bulk of
their income from lending out depositors money,
However, the volume of loan grants by bunks
depends on size, depositor's base, hquidity, eredhit
pobicy and miemal factors (Ologunde. 2000)

Somayo & Ho,( 20095) also discussed the impuct of
lending on bank performance. They pointed out
that the Nigerian government, through the CBN, s¢t
the lending rate for financial mtermedanes at their
viirous prevailing levels i the banking industry.
T buttress their argument, they argued that the
CBN set the rate to favour speeific sectors n order
Ly encourape or discourage lendmg to varous
sectors of the cconomy, Howewver, the banks'
desires to achieve favourable return on investment
notwathstanding, the environmental faetors play o
vital role in banks' lending behaviour. The
environmental factor of banks refer to agereiie
macroeconomic condition which consists of Gross
Domiestic Product (G0, cmployment  level,
energy utilization, inflation, money supply and
exchange. An overview of the various CBN annual
reports indicates that the lending rate, which 1= 2
mujor determmmant of performance, 1s not within the
control ol the banks,

Depositors Rate: This 1s defined as the intercst
paid on cash deposited by customers (Freixas &
Rochet, 2008). According to Ogunleye (2042)
banks' deposits depend on a numbers of factors
namely, public perception of the soundness of
banks, the prevailing rte paid on deposits by the
banks and the rate of inflation. He emphasized that
the volume of deposits that banks receive
determines their ability to grant loans and generate
mcome, and that at the peak of busimess boom in the
Migerian banking industry deposit fund reflects o
substantial amount on the balance sheets of many
of the banks. He finally mentioned that the NDIC
was cstablished to protect depositor funds in the
various Banks.




The distinetion between fund deposit in banks and
banks' lending in the Nigerian banking industry
was examuned 0 Somayo & o, (2009), They
grpped that lower deposit rates do not attract
custamers, and that this sccounted for the reason
the CHN introduced the recapitalization exeroise in
the industry. This, they contended, made deposit
rates low n relation to the lending rate. They
pointed out further that, like the lending rate, the
apvernment, through the CBN, regulate banks'
deposit rates lo avind slow growth of the economy.
During pertods of gh deposit rates investors

chioose ta deposit their funds in the banks mstead of

the capital market where the money would be
needed for long term investment in the production
ol goods and services,

Ownership and control Ownership, direct
intervention and control in the internal
management of banks are 2 major determinant 1n
banks performance in any economy. Before the
recapitalization exercise, ownership contributed to
the financial distress in some of the Nigeran banks
(Idehai, 1996). Ownership and control of banks 15
determined by the sharcholders of banks. The
sharchelders constitute the Boards of Directors and
also appomt the ¢harman of Boards of Directors
One outstanding feature of this determinant is that
individuals or corporate bodies with  larger
numbers of shares exert considerable influences on
most of the banks decision (1dahosa, 2000),

Management effects Banks need highly
competent personnel 1o handle products 10 a
fiercely competitive market emvironment, Good
management of banks ensures that the hank
complics with all regulatory rules goveming
banking operation m the system. In addition, the
management teams study the major
macrocconomic indicators, to know when and how
to invest sharcholders funds to maximum return on
mvestments (Ologunde, 2006),

Market Structure Bank market structure refers to

m
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the number and the charactenstics of the sellers and
buyers of products. The bank market structure
reveals a relanonship between the Jevel of
developmient of the bunkimg sector of the econom
and its long term out put growth. In a highly
concentrated market, the structure of the market 15
believed to have a positive effect an cooperale
profits (Atemnkeng & Nzonging, 2006),

The Relationship between Bad Loans, Bank
Creditand Deposit Mobilisation

A loan becomes non-performimg when it cannet be
recovered within certain stipulated time that i
governcd by some respective laws. 5o, non-
performing loan 15 defingd from the mstitubional
point of view, generally from the lending
institutions side. Loan may also be non-performing
if i1 1% used in a different way other than that for
which it has been taken. This is the user's point of
view. From the Institutional point of view, loan
hecomes non-performing when 1t 1s classified as
bad and a loss on the banks assets. Under Basel-11,
loans past due for more than 90 days are non-
performng.

It a theory developed by Mohammad Islam et al
2005), they identified the 'capital formation-
investment-recovery loop: a direct consequence of
non-performing loan, model. Under the model,
they discussed that economic development will
always be at its infancy if sufficient capital cannot
be formed. Capital formation has at Jeast two
dimensions Le. domestic and internatipnal.
Domestic capital basically involves the function of
thrift organtsations, like banks and other financiil
[nstitutions, to motivate the houscholds to save
from their small eamings. The attraction s
institutionalised so that the savings can be utilised
in economic process. Houscholds should be
motivated to save and deposit the same so that the
idle savings can be used economically.

Savings can be held in different forms; as financial
assets, as stores of value, as well as informal
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lnancial assels such as informal finaneial
istituhions. The financial liberalisation paradigm
mantams that savings an the mformal seetorare ns a
result of meflicient and  repressed  financial
markets. The lack of aceess to financial saving
msirwments and the marketl fragmentation, meays
that people have to resort o non-financial savings
(Caupta, 1985}, On getting the small savings from
the houscholds. financtal nstitutions form large
cumtal 5o that it can be invested in the development
of various sectors like industry, business,
development and others. When savings get
mvesting  stanms, o works for the economic
development, provided that the investment s
nehtly done: 1T the nvestment funds ¢an b
captured timely, it can again form new capital
creating a good option of re-investment  or
consumption, Both of these re-investment and
consumption functions create a positive impact on
the economy. Because cconomy gets some value
added jobs w do. Bur, i case of non-recavery, the
viesting party should kave 10 go a long way that 15
not expected and sometimes this unexpected
bappemngs cause a great harm o the economic
framework and structure,

Review ol Empirical Studies
Challenges of Financial Intermediation in Africa

The mam problem with domestic resource
moblization in Africa has been that not enough

Table 1

suvings are being pencrated 1o facilitate the
required ivestment (Aryeetey 2004), Also, the
lypes of savings available do not casily muke
financial intermediation possible.

Adrican countries' low and staenant SAVINES rales
have not compared well with those of Asia, giving
Sub-Suharan Adrica the lowest savings rate smong
the developing regions Hadjimicheal, et 4l (1945
The most available measure of savings
perlormance 15 the gross domeste savings (GDS),
GDS i Sub-Suharan Alrica amounted o 176
percent af GDP in 2006, compared with 26.0
percent in South Asim, 24.0 percent in Latin
Amenca and the Canbbean, and nearly 429
percent in East Asia and Pacific countries (World
Bank 2007). The savings rate for Sub-Suharan
Afriea has broadly evalved over the years in the
following pattern. From 1960 to 1974, it increascd
steadily from 17,5 percent 10 24.3 percent of GDP
(World Bank 2007). It then expenenced much
higher volatilty before reaching s highest rate
(nearly 26 percent) i 1980, In 1992 savings n
Alneca basically collapsed, reaching an all-tine
low of 15 percent and generally remamed that way,
albeit witha slight reeovery at 17.6 percent i 2003
(World Bank 2007), Tabla 1 below shows the trend
i saving rales m S5A for the period 2000-2005,
with a majonity of the countrics showing very low
rales,

Distribution of savings rates in Africa, 2000-2005
(Number of countries)

Negative  0-10% of GDP

10-20% of GDP

20-34% of GDP

Over 30% of GDP

Source: Warld Developmeni Indicators 2007

he Last two decades have seen a prowing relisnte
by Alrican countrics on externdl respurces 1o
finance investments, With Gross Domestic Savings
at over 25 percent of GDP in 1980 and Gross

Domestie Investment at 22 percent of GOP, there
wias hardly a gap to be {illed. Foretpn direct
mvestment eame o only (0.7 percent of GDP The
East Astand Pacific region invested 32 percent o




CGDP and saved 30 pereent of GO at the time, As
stvings Ngures have drapped in SSA, they have left
sorowinge gap to be filled by foreign resources, The
reality 15 that S5A countries are not mvesting as
mieh as is necessary snd most of the mvestment
done has, for a long time, been with public and
forcign resources. [he very significant use of
public and [oreen investment would also explain
why employment generation has not been o mijor
outcome of the associited  growth  processes
(Ndulu et al 2008). Not surprismely the low mate of
investments, espeenally  private nvestment, s
attrihuted, even if partially only, to the dearth of
credit 1o the prvate seotor in 854 countngs
(Honohan and Heck 2007). Honohan and Beck
(2007) show that by 2005 the ¢lamms that banks m
SSA had on the private sector was less than 30
percent of their total asscls compared 1o more than
60} percent m East Asia and the Pacific and also m
South Asin. In Latin America this was almost 70
pereent ol total assets, The ratio of private credit to
GDT was only about 18 percent in SSA in 2005, In
South Asia this was as much as 30 pereent. For the
low-ancome countries in SSA the ratio of private
credit o GDP lulls w as low as 1] percent
{Honohan and Beck 2007). Afncan financial
systems are reported to show a Tow intermediation
ratio. This means they have a low share of deposits
gong into privitesector credit,

Challenges of Nigerian Banks Post-
Consolidation

Befare the global financial ensis spread into the
Nigenan banking industry, the banks had passed
through different kinds of reforms and
restroctuming policies initisted by the Nigenan
government through the Central Bank of Migena.
The reforms gave the banks a lot of challenging
155ues, because for the first time in the history of the
MNigeran banking sector such major reforms were
troduced  Some of these challenging 1ssues
preceded the global financial erisis in the sector.
Returns on investment According to Adeyemm
(2005). after the consolidation penod, a lot of
challenging 1ssues came up for the banks with the
minimum capitahzation of 25billion naira. This, he
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contended, made the managements of the hanks 1o
operate under pressure from  sharcholders who
necded quick and maximum returns on their shares.
He argued further that, before the consolidation
exercise, the gverage returns ono mvested capital
(ROICY in the Nigenan banking industry was

estimuted W be dbout I8%. With the substuntiil

mcrease i sharcholder fund following from the
consalidation exerese, each bank necded 1o
gencrate an averaged minimum of 9.5Mllon naira
in profit before tax m order o mamtan the sime
rate of return, Therefore the pressure to meet this
target by the management of banks has been
forcme them to be more innovative and creative iy
coming up with new products and financing the resl
sector, which has been neglected fora long period

System integration Adeyerm (2005) also argued
thit after the merger and acquisition exereise,
integration poses a lot of challenges to the banking
institutions that are mvolved. He argued that most
of the conselidated banks lacked the Nexibility 1o
respond to global banking challenges that requires
technical skills for good judgments on asset
management. Furthermore, he contended that the
integration of the operation, processes, procedures,
people and products as well as allowing the
consuming public to see the emerging entity as one
group 18 a daunting challenge which the
consohdating banks had to face. In relatton to this,
Hall (1999) pomted out that expenence of
consolidation from developed countries shows that
the integration of system and human capital
somehime takes between 3 to 4 years, Therefore, the
urgency at which the CBN carried out the exercise,
coupled with the need to have u computenscd
gperation was a basic challenging issue m the
banks. Adeyemi (2005) further buttressed his
argument that, financial plavers in the banking
imdustry have constantly arguecd that
computensation of the entire sector will costa total
of 300 billon nawra and some of the banks have
already commenced the exercise. He contended
that, the successful consohidation and system
integration of the 25 big banks notwithstanding,
system integration 1s also required in other seetors
like telecommunication, insurance, trade and
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commerce. power supply, fiscal policy ete, The
absence of this would come with the tendencies for
disruption 1n the entire macro-cconomic
development.

Human capital Integration According to Nnanna
(2004) harmomsation of cultural differences i the
merging banks 1s a big chullenge thal needs to be
addressed. This is because the merging banks will
come with therr different attitudes, processes and
prionties, He argued further that where integration
15 not properly done it could lead to dis-integration
and collapse ol banks. This argument is farther
buttressed by Adeyemi (2005) who argues that two-
thirds of mergers worldwide fail due 1o
ureconcilable differences in corporate culture and
management squabble. Therefore, the emergence
of mega banks in the post consolidation era was an
uphill sk which required the skills and
competencies ol boards and management, In the
hight of this, the integration of human eapital in
consolidated banks becanve a burden which a lot of
the big banks contended with before the present
economic meltdown (Osunkeye, 2008).

Short term view of banking stocks According 10
Moboluji (2008) imvestors who subseribed to bank
shares in the consolidation exercise took a short
term view of the bank stocks because they invested
i the IPCY of banks with the mieation of making
quick money. He added lurther that these investors
were basically garmbling on short term volatility
whic  [undamentals of econsolidation do  not
support. These kinds of short- term appreciation
particular with sharehalders of consolidated banks
are some of the challenges banks faced mn the post
consolidation era, Aluko (2009) huttressed this
assertion when e pointed out that the short term
imvestmen| by sharcholders made bank shares to he
heavily traded on the Moor of the Nigeran stock
exchange, with cases of buy back of shires

Corporate governance The CBN Annual repon
(2005) pointed out that a survey of the Nigerian
cconomy by the SEC shows that about 40% of

quoted companies m the stock exchange market,
including banks, have no recognized code of
corporate governance mn place. In addition to this,
two thirds of mergers worldwide sre said to (il due
te mability to miegrate personnel and systems as
well as wreconcilable differcnces in corporate
culture and management squabbles, These are the
reason why banking experts say that unless the
CBN releases codes of corporate governance, the
post consolidation bankmg seetor would <]
contend with the challenges of high tumover in
bourd and management stadf, inaccurate reporting
und non-publication of annual accounts.

Re- capitalisation: According 1o Soludo ( 2005,
one of the conditions for participating in the
management of the nation's external reserve 1§ 1o
re-capitalize to the tune of one bilhon US dollar In
addinion, he stated that any foreipn bank that 15
wishing to manage Nigonan external reserves n
the suceeeding year must be ready to partner with
one ormore local bunks to develop them into world
class players, In conmtrast, local Banks that
recapitalized to the tune of one bilhon US dollurs
will recerve at least five hundred million US dolli
from the reserves to manage. In order (o meet ithe
post consolidation requiremnent seme the banks
approached the Nigerian stock exchange marke
cither through public offers or right issues. Fuog
instance Zemth Bank and Guaranty Trust Bank i
carly 2008 raised additional fund from the stock
market o comply with these directives,

Stock market According to Al-Faki (2005 the
consolidation and the spring up of highly
capitnlised  mega-banks has hud  tvemendous
concentration effécts an the NSE; 4 development
which he says could exacerbate market volatiliy
and nstability. He further remarked that SEC wid
the NSE must constantly monitor the market [in
signs of weakness in order to protect investors. 1n
addition, he noted that consolidation would create
mega banks that would threaten the competing
market space  with monopalistic tendencies.
remirking that SEC will have w be particularly




active to prevent this.

The Financial Crisis and the Effect on Bank
Credit and Deposit Mobilisation in Nigeria

Before the crises began, the global financial markets
were beginning to exert some influence on respuree
mohbilization in SSA{Sub-Sahara Afnea) by
inereasingly providing standards that could beused
to measure the performance of financial mstitutions
(Aveetey, 2009) The adoption of the International
Financinl Reporting Standards (IFSR) by banks n
the region was significant in this regard. After the
umproyvements in the regulatory environment for
African ipstitutions, there emerged the beginnings
of interaction between the financial markets of
African cconomies and those in Furope, A low
African governments began o 1ssue SOVCrEIEn
honds in 2007 that were assigned through consortia
of Tocal and intermitional financial institutions, and
this development was generally seen as marking a
new entrance onto the global financial system.
Banking in Africn was being modelled mcreasingly
along those ol banks in advanced cconomies.

In Nigenia, in the wake of the globul financial erisis,
the CBN annual report (2008) records that in order
to cushion the impact of the global financial crisis
and ensure adeguate bank: hquidity, the Monetary
Rate of Policy (MRP) was reduced from 10.25% lo
g, 75% and the Cash Requirement Ratio (CRR) was
alse reduced from 4% to 2%, In addition to this, the
rate a1 which banks lend to each other, the Inter
Bank mie =5 plso micreased from 14.01% 1o
15.79%

The impaet of the global financial crisis on the
Nigerian banking industry was also refleeted in the
Broad and Narrow money, During this period, the
Broad and Narrow money contracted by 1.9% and
3.9% respéctvely, compared 1o the preceding
quarter. According 1o the CBN Quarterly. rapart
(200%) the decline in Broad money was as aresultob
the lall in the asset values of the banking system
caused by the global financial erisis.

Busd Lo, Bk Ceedit anad Dispasit Mobifisation in Negevia: The Aftermath of the Global Fimamcial Crizis

Furthermore, the lending and deposit mtes have
mcreased since the global financial enisis began

Evidérice from the CBN annual Report (2008)
indicates that the maximum lending rate has
widened from £.13% to 9.97%. Also, the margin
between average saving deposit and maximum
lending rate has widened from 16.62% o 19.53%
during this peniod of crisis (Ojeaga, 2009). These
various impacts led to a confidence cnisis i the
bankmg industry and consequently o the capital
market downturn. Presemtly, disinvestment by
forcipn investors with attendant tightness has
resulted in capital market downmm, The ASI (Al
Sliare Index) has declined, exhibiting asecular bear
posture since July 17", 2008 when at AS1-52,910
the index fell below 20% of its all-time high, and
continued to fall (Aluko, 2009). In terms of capital
decline, the Nigena capital market has smee March
5%, 2009 lost to date about 4.5trilhion or about
1%, 7%, This full was a direct consequence of the
fall n value and market price of the shares of most
of the Nigerian banks who dominated the stock
exchange. Most of the loans especially margm
loans that were given out during the capital boom
became trapped i the stock market. The value of
the equities purchased with these loan had fallen
andl could no longer measure up with what had been
collected let alone make return, Just like the
experience in Amietica and Europe, the resull wis
mass default. Lven though that of Amenca was
triggered by mass default in morigage loans, a
trend can be estublished in the relationship of this
situstion and the definlt m Nigera. Just like
America and Europe, the Nigenan Stock Market
had been trading on emply sccuntics with no real
vitlue. Most of the value would have probably been
lost to some smart speculators in the wake of the
capital boom

Research Methodology

Datu collection

This study relied mamly on sccondary Sources
Relevant data were obtained from CBN Annual
Report and Statustical Bulletin, Banking
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Supervision Annual Reports,

Modelspecification

Bank loang and advances =
loans)

Deposit Mobilisation = £{Nen-performmng loans)
Economic Performance (GDP) = I (Bank credit,
loans and ddvances)

I (Non-performing

The regression equations are as follows:

LA =t + PNPL; 6 oo
STD, = o + BNPL, +&,
GDP, = a + BLA;+ &

Where Bank Loans and advanees= LA, Non-
perfornuing Loans = NPL, Deposit Mobilisation-—
STD. Economie Performianes =GP

Table 2
Deposits, Loans and GDFP (199-2008)

Year Savings and Time | Loans and Non-Performmmg | GDP at
deposit with Banks | advances loans (N" llhon) | current Prices
' billion) e billion) | BN bullion)
1999 241.604 485.0) 101.0 3,194,0
2000 343,174 652.0 109.0 4,582.12
2001 451,953 780.0 126.0 472508
2002 550,01 | 929.0 187.0 6,.912.38
2003 655,739 915.0 236.0 % 487.03
2004 797.517 1.346.0 306.0 11,411,066
2005 1,316,957 1.477.0 357.0 14,572.24
2006 1,719,538 2.081.0 222.0 18,564.59 -
2007 2.693.554 3.802.0 3R8.0 20,657,25
[ 2008 (Q)) 3,452,094 6,170.0 464.0 2384219
2008 (Q-) 3.619.857
2008 (Q4) 4,438,497
2008 (Q4) L1I8.172

Svurce - CBN Annual Report 2005, 2008
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Dara Anadyvis

Ihe Ordinary least square method was employed W
establish the relanonship among vanables while
the descriptive method was used 1o explain the
peculiatities of the different phases in the financial
intermediation activities of banks i Nigeria, The
period under consideration 15 separated into two:
1999-2003, 2004-2008

The Effect of Non Performing Loans on Savings
and Depaosit Mobilisation

Tibles 3.1, 3.1.2, 3.2, 3.2.2, 3. 3 and 3.3.2 presents
the result of the relative effect of the vanables on
cach other: we estimated our parameters using a
least sguare technique both before consolidation
and after consolidation. This was done to see how
our variables behave before and after
consalidation,

From Tahles 3.1 and 312, 1,00 and -0.06 % the
partial regression coefficient of non performing
loans  bhoth  belore and after ceonsolidation

Bud Lewin, Bank Credit amd Depastt Mobilisatton ln Nigeria: The Aftermath of the Global Financin! Crisis

respectively. This tells us that when the non
performing loans increased by | percent on the
average, savings and nme deposit with banks also
nereased by 1 percent before consolidation, also
the coefficient -0.06 tells us that on the average, an
merease of | percent m non-performung loans
resulted inoa 0.06 percent decrease in savings and
tme deposit with banks . The intercept value of
abour 79 and 145, mechanically interpreted,
means that if the value of nen performing loans
wis fixed at zero (e if there is no increase in
nonperforming loan) the mean savings and time
deposit with banks would be about 7.9 and 14.5
percents per ane percent merease before and alier
consolidation respectively. The R value ol about
.86 and 0.001 means that 0.86 percent of the
varnation in savings and time deposit with banks 1s
explined by non performing loans before
consolidation, while 0,001 percentage of the
vanation in savings and tme deposit with banks 15
explamed by non performing loans alter
consolidation

Table: 3.1

Dependent Varmble! LOGISTD)
Method: Lenst Sguates

Plate: 032700 T 0011
Serpli: 1999 203

Included abservations: §

Vienridilyhe Coeflicient Std. Griod  1-Stalistic  Prob,

[+ TOOSTIZ LLISDT2T 6745954 (L0067
LOMIENEL) POMSTS 0237170 S ITWE27 00241
R-h.l.|&ll‘ud L RS6R0T Mean dependent vap |2 95689
Adjusted Resquared 0809070 S0 depemdent var - 03904063

= E of regmssion  (LITI234

Sun sguared resid 000030

Lou Hkelihood 29470941
- Watson star [ 474565

Akmbe info entenon

Festatistic
Probi F-statistic)

03THTH

Schwurz crternon

535401
17.95070
0.024069
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Table: 3.1.2

Dependent Vanable: LOG(STD)

Method: Least Squares

Date: 04/27/10 Time: 00:27
Sample: 2004 2008

Included observations; 5

Vanable Coeflicient Std. Error  t-Statistic  Prob.

C 14.52483 5562574 2611171 0.079%6
LOG(MNPL) -0.063266 0954738 -0.066265 09513
R-squared 0.001462  Mean dependent var 1415656
Adjusted R-squared -0.331385  S.D. dependent var  0.459945
S.E. of regression  0.530710 Akaike info ¢riterion 1.859972
Sum squared resid  0.844959 Schwarz criterion 1.703748
Log likelihood -2.649931  F-statistic 0.004391
Durbin-Watson stat  1.538015 Prob{ F-statistic) 0951336

Table:3.2
The Effect of Non Performing Loans on Loans and Advances

Dependent Variable: LOG{LA)
Method: Least Squares

Date: 04/27/10 Time: 00:15
Sample: 1999 2003

Included observahions: 5

Variable Coefficient Std. Error  t-Statistic  Prob.

C 3424705 1.094706 3.12B426. 0.0521
LOG(NPL) (L.638726 0.219897 2904659 0.0623
R-squared (0737694  Mean dependent var  6.597599

Adjusted R-squared 0.650259
S.E. of regression (1160613

Sum squared resid  0.07738%

Log likehthood 3326167
Durbin-Watson stal  1.362957

5.D, dependent var  (0.271586
Akaike info criterion -
0.530467
Schwarz criterion
(686692
F-statistic E437042
Prob{F-statistic) 0.062266
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Table:3.2.2
Dependent Vanable: LOG(LA)
Method: Least Squares
Date: 042710 Time: 00:30
Sample: 2004 20008
Included observations: 3

——_

Berdd Loan, Hank Credit amd Depaste Mobilixition im Nigeeta: The Afterseeh of the Citabal Financial Crisig

Vanable

Coefficient Sid. Error

-Statistic  Prob.

¢ -(,729420 6.108314
LOG{NPL) 1.469207 1.048407

-0.119414 0.9125
1.401371

0.2556

R-squared 0.395629
Adjusted R-squared 0.194173

S.E of regression  0.582778

Mean dependent var  7.822800
S.D. dependent var
Akaike info criterion 2,047152

0.649205

Sum squared resid  1.018889  Schwarz ¢nierion 1.890927
Log likelihood -3 117880 F-stahistic 1.963842
Durbin-Watson stat 1.175263 Prob( F-statistic) (.2556349

From Tables 32 and 3.2.2, 0.63 and | 47 15 the
partial regression coefficient of nonperforming
loans both before and after consohdation
respetively, this tells us that when the non
performing loans mereased by 1 percent on the
average, Joans and advances increased by (.63
pereent before consolidation, and 1 47 percent after
consolidation. The intercept value ofabout 3,42 and
073, mechanically interpreted, means that if the
value of non -performing loans was fixed at zero,
the mean loans and advances would be about 3.42
and 0.73 percents per one percent increase before
and after consolidation respectively. The R value
of about 0.74 and 0,39 means that 0,74 percent of
the variation in loans and advance is explained by
non performing loans before consolidation, while
0.39 percent of the variation in loans and advances
is emphasized by non performing loans after
consalidation.

The Effect of Leans and Advances on Gross
Domestic Product
From table 3.3 and 3.3.2,4.53 and-0.43 is the partial

regression coefficient of loans and advance both
before and after consolidation respectively, this
tells s that when loans and advanees inereased by
| percentage on the average, GDP inereased by
453 percent before consolidation. Alse, the
coefficient -0.43 tells us that on the average, when
foans and advances increased by 1 percent, GDP
decreases by (143 percent after consolidation. The
intercept value of about -17.18 and 15.1¥,
mechanically interpreted, means that if the value of
loans and advances was fixed at zero, the mean
GDP would be about 17.18 and 18,18 percents pur
one percent increase before and after consolidation
respectively, The R value of about 0.85 and 0,12
means that 0.85 percent of the vanation iIn GDP s
cxplained by loans and advances before
consolidation, while 0.12 percentage of the
variation in GDP is explained by loans and
advances after consolidation.
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Table:3.3.1

Dependent Vanable: LOG{GDP)
Method: Least Squares

Date: 042710 Time: 00:17
Sample: 1999 2003

Included observations: 5

Variable Cocfficient Std. Frror  t=Statistic  Prob.

C 17 AR6TT 7.254608 22369084  0.098%6
LOG{LA) 4532075 LOYSSIE 4124425 0.0258
R-squared (.850082 Mean dependent var  12.71404

Adjusted R-squared 0.800109  S.D. dependent var  1.334977

b2 of regression 0.396857 Akaike

imfo criternion 2 094897

sum squared resid 068716 Schwarz eriterion L.93R6T3
lLog likelthood -3.237243  F-statistic 1701088
Durbin-Watson stat 2478141 Prob{ F-statistic) (.025843

Table:3.3.2

Pependent Varable: LOG(GDP)
Method: Least Squares

Date: 04/27/10  Time: 00:32
Sample: 2004 2008

Included observations: 3

Variable Cocfficient Std. Error  t-Statistic  Prob.

C I8.17837 5.374253 3382493  0.0430
LOG(LA) A.429262 0.685114  -0.626556 0.5754
R-squared 0115715 Mean dependent var  14.82034

Adjusted R-squared -0.179046  S.D. dependent var ~ 0.819236
S.E.of regression  (0.889559  Akaike info critenion 2.89299 |
Sum squared resid 2373943 Schwarz eritedon 2.736767
Log likelihood -5.23247%  F-statstic (1.392573
Durbin-Watson stat | §87822 Prob(F-statistic) 0.575387

Discussion of Results

Cilobabisetion vpened up the Nigenan Financil
system o adopt the International Financial
Reporting Standards (IFSR), it was w make their
operahions and activities aceepiable in the eve of
thew foretpn counterparts. Again Bunks in Nigeria
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and Alrica alike begin o made] thelr operations i
Tme with those of advanced econonies mstly
Hanks m Amenea. No doubn they saw a vogue i1
the reckless and misguided credit culture ol the
American Banks as the same was replicated by
therr reckless credit admianistration especially i




the period after consohdation. A lot of FDI came m
as cquity and debt into some of the Nigenan Banks
and business specilication was given 1o them by
these foreign investars 1o concentrate thewr lending,
aetivites on the ey arcas of the economy: As @
result, margin loans were given o stock market
speculators who only wanted to make quick money
a8 against inveshing the money in the stock markel
inorder to boost the cconoiny.

From the regression results in Table 3.1-3.1.2, 15
estithlished that inereases in non-performmg loans
brought the same measure of Inerease m savings
and deposits meaning that some of these loans were
given to productive sectors who though were not
paying back were building their savings. 1t's hikely
the loan recovery drive during this period could
hisve been low. In the post-consolidation period,
nonperformung loan brought about a decrease n
savings meaning that as at then, nonperforming

foun had staned takeng us toll on savings. A lot of

recovery move wore made during thos penod and
we observe that there was o degling in the
nonperforming loacs froni 357,00 2005- 222.01n

2006, The high Jdctermunavon value of

nonperforming loan w1 e pre-consolidation period
reveals that the increases experienced m savings
and time deposis during this penod was largely
explaimed by increases in non-performing loans,
The low determination in the post-consolidation
penod reveals that nonperforming loans no longer
majorly explamed changes in savings and deposits.
Otther factors such as mcreases in loans and
advances oceasioned by increase in bank caputal
and the renewed confidence in the bankmg system
explamed the changes m savings and deposits
during this perod.

From the regression result in Table 3.2-3.2.2,
increases in nonperforming loans was more than
mercases m loans and advinces o the pre-
consohidation period. This means that increases in
the amounts given out as loans resulted 1n a more
than proportionate amount in nonperformimg loans.

Hered Loarn: Bank Crevdit and Deppste Mobilisation fn Nigerie: The Aftedmanl of the Glabad Findecad Crisés

In the post consolidation period, ingreases n
nonperforming loans measured up with a higher
than proportionate increase i loans and advances,
The implication of these is that both ncrensed
during the post consolidation period but the higher
merease in loans and advances can be adduced w
the mcreases m bank capital which encouraged
more loans o be given oul rrespective of (he
default recorded. The high determination value of
nonperfonming loans against loans and advances in
the pre-consolidation period reveals that most of
the changes that occurred in loans and advances
were explaned by nenperfonming lvans, 1The
unphication of this is that Bankers were propelled
o give more loans and advances as a result of the
huge nonperforming loans on ground in order o
boost the businesses of the defaulters and
cocourage payback. The low determination of
nonperforming loans against loans and advanees in
thie post consolidation period reveals that Bankers
were no longer pressunised by the volume of
nonperforming  loans. Other factors such as
increases in bank capital influenced changes n
their loans and advances.

Form the regression results in Table 3.3 mereases
in loans and advances measures with a more 1han
proportionate increase o GDP oan the pre
consolidation period. This confirms the resull in
Table 3.1 that the loans and advances received
were actually invested in productive sectors which
in turmn yielded high savings. In the post
consolidation period, increases in loans and
advances measured with a less than proportionate
decrease in GDP. This means that most of the louns
and advances given during this period were not
mvested i productive sectors. Increases m GOP
during this period must have been broughtaboul by
other factors. Increascs in savings can also be
adduced to some other factors. The high
determination value of loans and advances aguinst
the GDP in the pre consohdation period reveals
that changes in loans and advances explamed o a
large extent changes in GDP. The low
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dotermination value of loans and advances agamnst
the GDP i the post eonsohdation period reveals
that changes m loans and advances expluned justa
little of the changes that occurred during this
period. Other faotors such as incréase in
povernment expenditure could have explained a
mujor partof the change.

A ook al the 2008 data reveals that as at the last
quarter of the year in the middle of the financial
crists, non performing logns had started taking 11s
toll on savings. This s due to the loss of confidence
m the bunking system and the loss on previous
inyestments in capital market.

Conclusion

No doubt the mmpact of globalisation on the
MNigerian finaneial svslem has been a "sweet-sour™
tale. On the one hand, globalisation brought
changes and soplisication to the practice of
banking in Nigeria. May be these changes would
have started 1o yvield good benefits to individuals,
corporations and the entire economy by now but for
the spiral effect of the globul finangial ensis, 1t s
observed that most of the advanced countrnies where
the erisis onginated from have “built-in stabilisers™
for their cconomy so that in case of any ceonomic
crisis, the economy adjusts itseli awtomatically and
overtime, the situation 15 brought under control, On
the other hand, the “disadyantages”™ that
elobuhisation opened our economy to was that the
bunking scotor was the only sector of the economy
that caught the globalisation wave, Most of the
other sectors were lighly  localised and
unfortunately the high class banking sector could
ool find a suitable prospect in any of these other
sectors. Thisas itwere, marked the begmning of the
journey o fadure for most of the banks.

Recommendations

The outeome of this study has necessitated the
following recommendations:

If Wigeria 15 truly interested in adopting
globalisation, then all the sectors of the economy

should be opened up to meet up with global
standards and practice

Migeria as a country must leamn to develop 15 own
standards and guidehnes for practice and will only
have to amend, adjust or out nehtly set them asuie
for mernational oneg when we are convineed ol
ther supremacy and adequacy i pething things
done

Gilobalisation will only benefit Nigeria when the
ceconomy shifts from a highly consuming nation (o
# highly producing nation, If Nigena remains an
importing nation, globahsation will only bring
more problems to the cconomy m the form of trade
deficits and reduced Foreign reserves vecasioned
by ease of flow of goods, services and mformation
comng from other countries:

The Nigerian financial systen must have in-butilt
stabihecrs o correct shocks and cushion the
cconomy against hkely effects of fuetuations
coming from the external business environment
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