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ABSTRACT 

The financial sector is one of the most dominant sector in the economic growth and 

development of any nation. The history of the financial sector in Nigeria dates 

back to 1892 with the advent of commercial banking business during the colonial 

period. It was not until the 1930s however, that indigenous involvement in banking 

business started and that period witnessed the first incidence of financial distress in 

Nigeria. 

Distress in the financial sector in recent times, remain one of the greatest 

challenges facing the industry particularly since 1990. It witnessed the collapsed of 

banks and non-banks financial institutions. In the mortgage finance sub-sector, 97 

out of the 286 licensed primary mortgage institutions (PMIs) had their licenses 

withdrawn in 1997 due to insolvency, while only 54 are said to be stable and 

sound. This situation is even worst with the community banks and finance houses. 

This research has looked at the fundamental factors that led to the distress situation 

in the financial industry with particular reference to the mortgage finance sub-

sector between 1992-1997. This includes:-

i. Poor capitalization 

ii. Bad investment portfolio 

iii. Political and economic instability 

iv. Mobilization of short term funds and excessive interest rate payments 

v. Inconsistent government policies 

vi. Inadequate monitoring and control by the regulatory authorities 

vii. Management/boardroom problems. 

These findings are based on the empirical investigations and observation of the 

situation in Happy Home Savings and Loans Ltd., the analysis and evaluation of 

other PMIs. An evaluation of the regulatory framework and policies for PMIs 

operations shows an inherent inconsistency and lack of adequate capacity to 

monitor and regulate their activities by the supervising authorities. 
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In 1986, the Government deregulated the financial sector through the 

introduction of the Structural Adjustment Programme (SAP). This is partly 

because of the failure of existing financial institutions to be sufficiently 

responsive to the needs of the various economic units within the system. The 

liberalizing of the financial system witnessed a tremendous growth in financial 

institutions. The number of commercial and merchant banks increased from 40 in 

1986 to 120 by the end of 1994. Their assets increased from N68 Billion in 1986 

to N232 Billion at the end of 1992, a 40% average annual growth rate. The 

removal of control on interest rates led to the growth in bank deposits from N20.5 

Billion in 1986 to N88 Billion by the end of 1992, a 55% annual average growth 

rate. This phenomenal growth and expansion in banks was witnessed in other 

non-banks financial institutions. 

In the housing finance sub-sector, the phenomenal growth was witnessed because 

of the desire to provide funds to meet the growing shelter needs of individuals 

and corporate organizations by channeling funds from savers to borrowers. The 

need for the provision of adequate shelter for all has remained a global issue. In 

Nigeria, the policies of successive government underscores housing as an 

invaluable factor of economic development and social welfare. The demand for 

housing is basic to all human needs, as one of man's first priorities and also 

represent the largest single investment for most families. Housing experts 

generally agree that a reasonable level of housing adequacy is inevitable for 

nurturing and promoting a feeling of well-being among the various income 

groups within any society. Hence, the promulgation of the Mortgage Institutions 

Decree No. 53 of 1989 which seeks to encourage private participation in housing 

finance. 
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