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ABSTRACT 

The deregulation of the Nigerian financial system in 1987 until recently, 

magnified financial and other forms of risk in the banks' that were hitherto 

minimal. 

The systemic risk which has now increased due to the deregulation 

brought the need to focus more attention on the operations of banks, their risk 

exposure and ways to eliminate or minimize such risks. It was in the light of such 

concerns that the Central Bank of Nigeria (CBN) came out with the prudential 

Guidelines in November, 1990, which is aimed at streamlining banking operation 

in the country by creating a sound capital base and the application process. 

This project is written primarily to examine the impact of the 

implementation of the guidelines on bank's financial risk management. It will also 

seek to analyze the operation of prudential guidelines. 

The instrument used by the researcher in collecting information include 

secondary data - published literature and primary data - questionnaires and 

interviews to complement the secondary data. The bulk of the data were culled 

from published materials which were mainly available from CBN Annual report, 

Annual report of Union Bank and materials from NDIC, write - up by associates 

of NDIC in journals and magazines and comments by scholars like Prof. 

Nwankwo. 

The prudential guidelines were well implemented and as a result of proper 

implementation and monitoring the activities of commercial Banks by the CBN, 

some banks who had inadequate capital base found it difficult and even up to 



date still finding it difficult to operate successfully under the current banking 

guidelines due to it stringent requirements and hence, such banks condemned 

the guidelines as an unimaginative invitation of American system and that the 

guidelines are too stringent for the banks in the country. -While the giant banks 

like the likes of the case study see it as timely and appropriate measure that 

returned the sector to the part of profitability and sanity. This is because most of 

the banks were declaring paper profit before the implementation of the guidelines 

and during and after the guidelines' implementation, many banks declared loss. 

Although the problem of capital inadequacy and the attendant risk 

remained, the guideline has created an increased awareness of the risk by both 

operators and supervisors. The guidelines also made banks to classify their 

loans as performing and non-performing by reducing their risk of in coming bad 

debts. 
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It is generally believed that interest deregulation enhance the growth of 

financial institutions which provide more investors with access to borrowing. 

Another expected effect of interest rate deregulation is the reduction in 

capital flight from the domestic^economy. It will also reduce self investment curb 

market loans and advances and investment in unproductive asserts. 

Consequently, efficiency and economic growth will be encouraged which 

will result into economic growth of the financial institutions. 

The increase in the number of financial institutions especially banks would 

increase the degree of competition in the financial services industry and promote 

its efficiency. 

All these are expected to have effect on the profitability of the financial 

services industry. In the long run profits are reduced as monopoly rents are -

eliminated, it is therefore^esirable to investigate the extent to which all the 

above mentioned theoretical expectation are met in any economy that embarks 

on financial liberalized programmes. Such as investigation would assist in the 

monitoring of the reform programmes. 

2.5 NATURE OF THE NIGERIAN FINANCIAL LIBERALIZATION 

PROGRAMME. 

In Nigeria, domestic financial liberalization commenced when the 

government abolished interest rate ceilings in August, 1987. The rate were then 

left to be determined by the market. 
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environment to liase than being a deliberate effort on the part of monetary 

authorities to license more banks. 

2.6 LIBERALIZATION AND THEIR EFFECTS ON NIGERIAN BANKS. 

Interest rate deregulation, as we noted encourages the growth of financial 

institutions which provide more investors with access to borrowing and 

consequently, interest deregulation in Nigeria is expected to lead in an increase 

in the number banks, as well as in the number of non banking financial 

institutions. 

Another expected effect of interest rate deregulation is the reduction in 

capital outflow from Nigeria. It will also reduce self investment, curb market 

loans and advances and finally it will bring about advances and investment in 

unproductive assets. 

The increase in the number of financial institutions, especially banks 

would increase the degree of competition in the banking industry.and promote its 

efficiency. 

The deregulation of the Nigerian financial system magnified some risks in 

banks that were hitherto minimal. Because the deregulation exercise increase 

the number of players in the system, competition thus become more intense and 

some bankers resorted to cutting corners as a strategy to survive and stay in 

business. 

The exercise also increased risk exposure of banks, particularly the risk to 

depositors. Still, the deregulation of the Nigerian banking Industry allowed 
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J.C. Cox as the first Director and Head of West African Board Comprising 

Ghana, Sierra Leone and Cameroon. 

Today, the Union Bank of Nigeria PLC has over 240 branches spread 

throughout the country. In 1971 8.3% of the shares were offered to Nigerian 

citizens and Associations, and the bank was listed on the Nigerian Stock 

Exchange. As a result of the Nigerian Enterprises Promotion Decree of 1972, 

and 1977, which put the force of law behind government indigenization policy, 

the federal government of Nigeria acquired 51.67% of the bank's share while • 

Barcley's bank PLC was left with 40% and the remaining 8.33% with the Nigerian 

public. 

One of the land marks of the Bank's history took place in 1979 when 

Barcleys Bank decided to sell 50% of its share holding in the bank to Nigerians, 

thus, reducing their equity holding to 20%. Following the reduction in Barcleys 

bank shareholding, the name of the bank was changed in 1979 from Barcleys 

bank of Nigeria limited to Union Bank of Nigeria limited, to reflect the new image 

and the new ownership structured the bank. 

Since 1979 to date, the ownership structure of the bank has remained'the 

same. Viz.; ministry of finance incorporated 51.67%, private Nigerian investors, 

28.33% and Barcleys Bank PLC, 20%. This equity structure makes Union Bank 

Nigeria Limited the only former expatriate bank currently with the largest 

proportion of its shares (80%) owned by Nigerians. 

The banks outstanding performance over the decades attributable to 

bank's willingness to innovative banking services. 
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