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ABSTRACT 

The st udy exa mi ned t he relati onshi p bet ween t he degree of  co mpetiti on and t he l evel  of 

efficiency of  co mmercial  banks  i n Ni geria from 1990 t o 2008.  The st udy al so det er mi nes  t he 

degree of competiti on as well as t he level of efficiency of commercial banks in t he country.  

   Our  st udy made use of  secondary dat a obt ai ned from t he annual  reports and fi nanci al 

state ments  of  fifteen i ndivi dual  co mmercial  banks i n Ni geria,  for  t he peri od 1990 – 2008.  Bot h 

descri ptive st atistics  and econo metric t echni ques were e mpl oyed i n analysi ng our  dat a.  I n t he 

descri ptive anal ysis,  we made use of  t abl es,  charts,  rati o and percent ages,  whil e i n t he 

econo metric t echni ques;  we  measure co mpetiti on by t he Panzar  –Rosse H- statistic,  and measure 

the l evel  of  efficiency with t he transl og cost  functi on of  t he st ochastic frontier  appr oach.  The 

relati onshi p bet ween t he degree of  co mpetiti on and t he l evel  of  efficiency were anal ysed usi ng 

the dyna mi c panel generalised met hod of mo ment  wit h fi xed effect. 

 The results showed t hat  the Ni gerian co mmercial bank i s  charact erised by monopolistic 

competiti on wit h t he value of  H-st atistic si gnificantl y different  from zer o for  all  t he peri ods  and 

sub-sa mpl e peri ods.  The val ue ranges  bet ween 0. 0925 and 0. 1168.  For  t he l evel  of  effici ency i n 

the banki ng sect or,  t he results showed t hat  co mmer ci al  banks  i n Ni geria are efficient  i n t he 

observed sa mpl e peri od wit h mean efficiency val ue l ess  t han 0. 3 %.  The results of  t he 

relati onshi p bet ween t he degree of  co mpetiti on and t he l evel  of  efficiency of  commerci al  banks 

in Ni geria showed t hat  competiti on i s  positi ve and si gnificantl y rel ated to efficiency wit h a t -

statistic of  2. 4512 and coefficient  of  0. 1639 at  5 % l evel  of  si gnificance.  Thi s  result  was 

corroborat ed by t he panel  GMM whi ch equall y showed t hat  co mpetiti on i nfluences  effi ci ency i n 

the Ni gerian banki ng sector wit h a t-statistic val ue of 2. 1584.  
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 The st udy concl uded t hat  t he degree of  co mpet ition i n t he Ni gerian banki ng sect or  i s 

positi vel y rel ated t o t he level  of  efficiency,  whi ch corroborat es  t he i nt uiti ve positi ve i nfl uence of 

competiti on on efficiency.        

No of wor ds: 320  

Key wor ds: competiti on, Efficiency, commerci al banks, st ochastic frontier, H- st atistic. 
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CHAPTER ONE 

I NTRODUCTI ON 

 

1. 1 Background to the St udy 

The soundness  of  t he financi al  i nstit utions  i s  an i mport ant  el e ment  i n t he healt h of  t he 

nati on.  Thi s  i s  as  a  result of  t he key r ol es  t hey pl ay i n t he devel opment  of  the real  sect or  and i n 

the efficient  all ocati on of  resources  wit hi n t he econo my.  The i mport ant  functi ons  perfor med by 

the commercial  banks  withi n t he econo my can be cl assified i nt o t wo maj or  cat egories  na mel y, 

the deposit  creati ng f unction,  and t he servi ce-renderi ng f uncti on.  The deposit  creati ng f uncti on 

ent ails  t he l endi ng and investi ng acti vities  of  the co mmerci al  banks.  The servi ce renderi ng 

functi ons  i ncl ude a mongst  ot hers,  provisi on of  facilities  f or  do mestic and f orei gn re mittances; 

collection of  cheques,  drafts  not es,  and ot her  obligati ons  f or  t heir  cust omers;  operati on of  payi ng 

and recei vi ng hand t o hand currency (fi nancial  i nter medi ati on);  and pr ovision of  facilities  f or  t he 

safekeepi ng of  val uabl es. Al l  t hese f uncti ons  are regarded as  t he operati ons of  co mmerci al  banks 

whi ch are used as a measure of t heir efficiency when perfor med effecti vel y and efficientl y.  

These f uncti ons  have been supported by Schu mpet er  (1911),  who ar gued t hat  fi nanci al 

inter medi ati on t hrough t he banki ng syst e m pl ayed a  vital  rol e i n econo mi c devel opment  t hr ough 

efficient  all ocati on of  savi ngs,  t hereby i mpr ovi ng pr oducti vity,  t echni cal  change and t he rat e of 

econo mi c gr owt h.  Thi s  was  also corroborat ed by t he endogenous  gr owt h model  post ul ate t hat 

fi nancial  devel opment  has  a positi ve i mpact  on t he gr owt h of  t he econo my.  That  i s,  well 

functi oni ng fi nancial  syste ms  are abl e t o mobilize savi ngs,  all ocat e resources,  efficientl y, 

di versify risk, and enhance t he flow of liqui dit y.  

As  a  result  of  t he i mportance of  t he fi nancial  syste ms  and t he fact  t hat  t he abilit y of  t he 

banks  t o effecti vel y i mpact  on econo mi c devel op ment  depends  l argel y on t heir  soundness  and 
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efficiency,  government  all  over  t he worl d,  Ni geria i ncl usi ve,  conti nue t o take vari ous  measures 

to safeguard t he banki ng sect or t hrough refor ms.                                                          

The Ni gerian banki ng syst e m has  experienced so me  f unda ment al  changes  si nce 

independence whi ch occur  as  a  result  of  changes i n government  policies. At  i ndependence,  t he 

banki ng mar kets  were domi nat ed by rel ati vel y s mall  nu mber  of  f orei gn banks.  Aft er  about  t hree 

and half  decades,  t he nu mber  of  banks  expanded and t he ownershi p struct ure di versified. 

Initiall y,  it  was  do mi nat ed by t he public sect or  banks,  and l at er  (1992 t o be specific).  The pri vat e 

sect or  banks  beca me  t he do mi nant  partici pants.  As  at  t his  peri od,  t he government  i nt ervened i n 

the banki ng mar kets  t o control  resource all ocati on and pr omot e t he i ndi geni zati on policy of  t he 

econo my.  The policies  of  fi nancial  repressi on pursued by t he government  direct ed at  t he Central 

Bank of  Ni geria ( CBN)  duri ng t his  peri od,  was  to control  i nt erest  rat es,  vol ume and directi on of 

credit in t he econo my.  

By 1970,  t he federal  government  had acquired equit y st ake i n all  t he f oreign banks  whil e 

a nu mber  of  ot her  banks  were set  up by t he st ate governments.  Al so,  i n t he l at e 1970s,  t he CBN 

instruct ed t he co mmercial  banks  t o est ablish branches  i n t he r ural  areas  as  a  result  of  t he 

initiati on of  t he r ural  banki ng sche me.  The policy of  fi nancial  repressi on and public ownershi p 

of  t he banks  pursued by t he government  had si gnificant  consequences  f or  t he banki ng mar ket. 

First,  competiti on was  stifled;  it  provi des  some  degree of  pr ot ecti on t o i nefficient  banks,  but  t he 

fi nancial  perfor mance of t he public sect or  banks  was  nevert hel ess  poor.  The policy of  l endi ng 

loans  t o t he pri orit y sectors  i n accordance wit h credit  gui deli nes  assisted in buil di ng up t he non 

perfor mi ng l oans in t he portfoli os of t he federal and state government banks.  

Ma ny of  t he st ate govern ment  banks  were badly managed and served as  a source of 

fi nance f or  t heir  owners.  However,  t he l arger  federal  government  banks  were abl e t o avoi d 
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seri ous  fi nanci al  difficulties,  despite t heir  bad debts  and hi gh overheads.  They ret ai ned 

experienced manage ment,  t he cost  of  t heir  deposit  base was  l ow and t heir si ze enabl ed t he m t o 

be well  di versified.  But  ext ensi ve bad debts  rendered some of  t he s maller  federal  gover nment 

banks and many of t he stat e government banks insol vent.              

In spite of  t he vari ous  regul ati ons  and cl ose control  of  t he banki ng syst e m t o enhance its 

stability,  t he fi nancial  syste m i n Ni geria,  can,  i n general,  be sai d t o be relati vel y i neffici ent  wit h 

a l arge nu mber  of  banks  and a s mall  mar ket  ( Aj ayi  and Oj o 2006).  This  inefficiency i s  partiall y 

due t o t he hi gh rat es  of i nflati on,  mi s manage ment  and fraud i n t he publ ic and pri vat e sect or 

banks  whi ch l ed t o excessi ve wast e of  resources.  The rati ng of  li censed banks  i n 2003 shows  t hat 

11 banks  were sound,  53 were f ound satisfact ory,  14 were f ound mar ginal,  and 9 were f ound 

unsound ( Us man, 2005). 

Fraud as  one of  t he serious  econo mi c cri mes  being perpetrated i n our  banki ng i ndustry 

today i s  t he use of  fraudulent  means  t o obt ai n money,  assets’,  or  ot her  pr opert y owned or  hel d by 

financial  i nstit utions  or  to obt ai n money from t he deposit ors.  The i nci dences  of  massi ve fraud 

and f orgeries  pervade t he Ni gerian banki ng syste m and it  has  contri buted si gnificantl y t o t he 

fail ure of  most  banks.  It  is  a pl ague t hat  has  conti nued t o exist  despite t he i ncreasi ng surveillance 

by t he monit ori ng aut horities  t hat  i s  responsi ble f or  t he safet y and soundness  of  t he entire 

banki ng syst e m.  I n t he Ni gerian Deposit  Insurance Cor porati on ( NDI C)  r eport  of  2009,  t here 

were 1764 report ed cases  of  atte mpt ed frauds  and f orgeries  i nvol vi ng N41. 2 billion t hat  year 

compared t o N53. 5 billion i n 2007 out  of  whi ch 10 banks  account ed f or  N37. 18 billi on,  a  fi gure 

that  is  hi gher  t han t he 2008 fi gure of  N34. 31 billion.  Bef ore t his  peri od,  cases  of  fraud report ed 

in commercial  banks  were about  180 i n 1996,  132 i n 2002,  and 131 i n 2003,  and t he a mount 

invol ved was  N427. 13million,  N872. 3 milli on and N4870. 90milli on i n 1996,  2002 and 2003 
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respecti vel y ( NDI C Annual  Reports St at e ment  of Accounts  of  several  Years).  The case of  fraud 

reported above,  resulted to huge fi nancial  l osses  to banks  and t heir  cust omers,  t he depl eti on of 

the sharehol ders’  funds  and banks’  capital  base as well  as  l oss  of  confi dence i n t he sect or.  It  has 

also resulted t o t he fall  of  most  banks  and or ganizations  whi ch event ually l ed t o t heir  cl osure. 

So me  of  t he fraud perpetrated was  as  a  result  of  present ati on of  f orged cheques;  posti ng of 

fictitious  credits,  fraudulent  transfers  and wit hdrawals,  l oss  of  money t o ar med r obbers  and 

lodgment  of  st ol en warrants.  Ot hers  i ncl ude;  granting of  unaut horized credits and perpetrati on of 

AT M frauds account ed for t he largest proporti on.  

Foll owi ng from t he above,  it  coul d be observed that  a nu mber  of  feat ures charact erized 

the Ni gerian banki ng system.  Thi s  i ncl ude capital deficiency and i nsol vency,  hi gh i nci dence of 

non- perfor mi ng l oans/ poor  asset  qualit y,  weak manage ment  and decli ni ng mar gi ns,  poor 

corporat e governance/ non-compli ance wit h regulati ons,  gr oss  i nsi der  abuse,  over  dependence on 

public sect or  deposits,  government  revenue collecti ons,  and over  reliance on t he f orei gn 

exchange mar ket  for  i nco me  t hrough “r ound tri ppi ng” of  officiall y sourced f orei gn exchange. 

Based on all these, there is the need for furt her refor ms i n t he banki ng sector.  

 

 


