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ABSTRACT

For some years back in Nigeria some banks have not been living up to expectations during the free banking era, a lot of banks failed and this did not anger well with the economy. The researcher noted that bank failures had adverse effect on the economy. The study focused attention on the general operations of the bank, its operational problems, and consequences of bank failures on the business of manufacturers and control measure necessary in checking the incidence

 Bank failure is the inability of the bank to meet up with its set goals. In the past, banks that failed, failed because of some reasons like inability to honor depositors’ funds on request, maturity this match of loans, improper accounting records poor internal control system, under –capitalization and nepotism.

  The study further reviewed the consequences of bank failure in the manufacturing encounter with the banks and made recommendations. 
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CHAPTER ONE

1.0 INTRODUCTION

The fortunes of the economy and banking sector are inextricably interwoven. What prompted the research was the fact that developments within the overall economy environment and regulatory framework within which banks operate. Similarly, the operational efficiency of the banks or otherwise in bringing to fruition the social and economic yearning of the state has impact on the society. It is the realization of their linkage that has led the researcher to assert that the banking sector is part of the determinant factor of the economy. What is true also is that finance is the key to investment and investment leads to growth. 

  Bank failures have become a topic most bankers kick with a wave of hand. They don’t see it happening. The fear of bank failure in Nigeria is overdrawn, it is not impossible after all any industry can fail but the researcher see it today more as a myth than a reality but this will not stop the researcher from reviewing the consequences of bank failures on an economy peradventure it takes place.

  Banking is a business of trust and if the confidence is lost not only the banks would fail, the whole economy will fail. Banking is the most regulated business in Nigeria today. It is the combination of all the regulations put together by the central Bank of Nigeria (CBN) and the Nigeria deposit insurance corporation (NDIC) that have placed banks failure at a little distance beyond the century.

  Alarmed by the growth rate, in the banking industry during the last segment many question have been raised by members of the public about the survival of many banks in this millennium especially the new generation banks. This is borne out of the concerns reflected in such questions as:

1) Is Nigeria not now over-bared?

2) Has Nigerian economy the banking personnel to go round all the banks?

3) Will the long queues in banks continue?

4) Aren’t we heading for the 1950s situation of bank failures with all these mushroom banks springing up here and there?

5) What business is there for all the banks running after the same set of customers?

6) Isn’t the proliferation of banks hazardous to the economy?

  However, with the existing deregulation of the system, licensing of more banks and persistant symptoms of liquidity problems and keen competition among banks, complacent and inefficient banks could fail in this millennium. There fore the reason would not be solely of age, but the level of competence and professionalism. The are being managed. This research is significant in putting banks management in the right track on the better ways and means they can improve the growth of a bank. These will in fact, help in the realization of most of the banks stated goals, lire profitability, and detainment of customers and also step competition from others.

1.3 SCOPE AND LIMITATIONS OF THE STUDY.

Bank failures have adverse effects on any economy. One therefore should understand the necessary to narrow this study in banking circle. In order to attain the objectives of this research, the scope of the study was defined to embody all relevant aspects of failure in banking operations.

 However, considering the fact that there are many types of banking, it will be proper to scale down the scope to the extent that can be reasonably bundled with regards to the material and financial resources at the researcher disposal. The researcher therefore has to carry the study on some selected banks in Enugu (union Banks for Africa) as well as selected manufacturing companies in Enugu (Eastern plastics, Emenite, Hardis and drumheads and ANAMMCO). It will be pertinent to state categorically that the time period for the carrying out the study was a major limiting factor so also was the issue of finance which I suppose should not be left out.

During the search for information, for this project, the search was hectic that the researcher began to wonder whether they were probing into activities that are confidential in nature. This made the scope to be limited. However, during the field survey, the level of co-operation receive from one bank to another differs. Some banks were relatively more prepared to co-operate than others. There was an observed reticence by bankers on matter concerning bank failures. Most bankers were not sufficiently forth coming on matters of failure affecting inefficient banks. This is also problem due to lack of literature because then central bank of Nigeria and NDIC see to it that banks don’t fail. Most manufacturing firms operating now have not witnessed any like bank failure, so this will contribute to the scope being limited.

1.4 DEFINITION OF TERMS

a) Economic Growth:    A rapid and sustained rise in real output per head and attendant shifts in technological, economic and demographic characteristics of a society.

b) Industry:  Consists of the following economic activity groups. Mining and quarrying, manufacturing, construction, electricity, Gas, water, and sanitary services, e.t.c.

c) Deposit insurance:  corporation that insures depositors against the risk of loss from individual banks management.

d) cash Assets:  this comprises the assets which banks hold to satisfy the legal requirement and working balances, to make change, meet or satisfy withdrawals request, service loan demands and provide for various operating expenses.
e) Fraud:  irregularity involving the use of criminal deception to obtain for instance, an unjust or illegal advantage.

f) Liquidity risk:   this arises when a bank finds itself unable to meet its commitments when due to undertaker new transactions when desirable.

g) Credit Analysis:  it is the process of assessing the risk of lending to a business or individual against the benefits to accrue from the loan. The benefit can be interest earnings. 

h) Bank capital:  it is share holders’ funds that is, those funds attributed to the proprietors as published in the balance sheet. Fittest shall always survive.

The economic reforms and the recent CBN order to all banks to deposit N25 billion cash with the CBN have imposed challenges and enormous responsibilities on the financial system, especially the banks. 

Many Nigerians pray never to experience the high rate of failure that accompanied the increase in the number of indigenous banks as experienced between 1947 and 1951.  Ab least, 21 of the 25 indigenous banks operating in the country then collapsed, this in fact formed the basis for this project because if there is bank failure today, there will be doom in the economy.

1.1 OBJECTIVES OF THE STUDY

 In the past, there have been series of inefficiency in our banks. But it thus appears that there have not been write –ups sufficiently focused on the possible cause of bank failures.

 Hence, the aim and objectives of this research are:

First, to bring to light the various causes of bank failures for the benefit of the numerous banks in Nigeria.

Second, to examine the effect of bank failures on the economy, and 

Finally, to suggest possible ways of detecting and preventing these failures in banks.

1.2 SIGNIFICANCE OF THE STUDY

There have been myriad causes of reported bank sickness which invariably resulted in the shrinking of the banks fund and reducing working capital of such banks thereby restricting loans due to the financial problems.

 As it relates to banks the prime motive as already stated above is to expose various areas of the banking operation where failure can be perpetrated, the causes of such failures and possible control measures. The researches also seek possible ways of keeping management informed on how to detect such failures.

For instance most banks customers with draw their deposits to other banks, these in fact have gone a long way in reducing the liquidity level of the banks. With this now they cannot make much profit, since they can no longer create loans and advances easily; this is not to the interest of the bank’s share holders. The effects include the loss of confidence by the public on the banks.

  This work went further to point on how effectively the anomalies involved in the marketing of banks services could be eliminated. This will also be for the mutual benefit of management and shareholders whose funds 

