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ABSTRACT 
Modern banking had helped the growth of economy of a nation by engaging in 
various forms of accounting operations and monetary transactions like 
investments and foreign trade. When a bank is distress, it is difficult for such bank 
to fulfill its statutory obligation to customers. This study was designed to 
determine the critical factors that led to the collapse of certain banks in Nigeria. 
Two research questions and two null hypotheses were developed for the study. A 
sample size of 40 respondents was randomly selected from the population. 
Structured questionnaire was used to collect data for the study. Mean with 
standard deviation was used for analyzing the research questions and   t-test to 
test null hypotheses at 0.05 level of significance. The finding of the study revealed 
that financial constraints, lack of infrastructure, shortage of manpower, over 
lending and borrowing caused bank distress in Nigeria. It was recommended that; 
bank lending should follow regulated guideline and measures aimed at recovering 
loan. Again, that modern banking infrastructure should be used to ensure 
effective operations of banking system in the country 
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INTRODUCTION 
The scope of banking activities is wide apart from helping commerce to function normally by 
making money available to customers in the form of loans and advance, banks also guarantees 
discounts bill of exchange (Aiyemure, 1993). Modern banking had helped the growth of economy 
of a nation by engaging in various forms of accounting operation and monetary transactions like 
investments and foreign trade. In fact, the macro- economy of a nation such as investments and 
foreign trade. In the same vein, macro- economy of hits banking system (Naboth-Odum&Jim, 
2014). According to Olalusi (1998) the bank, be it central, clearing, merchant, saving or whatever 
firm policy identical goals, they contributed in no small measure to the state macro-economics 
objective of rapid transformation of an economy of interest. He went further to state that economy 
transformation means movement from a particular level of development to a more acceptable level 
of development. When a bank is distress, it is difficult for such bank to fulfill its statutory 
obligation to customers. This may lead to bank log of customer’s claim that will be difficult to 
claim money leading also to family hardship. The problem that may result from it is endless. The 
central bank of Nigeria (CBN) had recently taken over 18 banks which have been declared distress 
in the country in order to save customers from the dubious intention of the bank operators. 
According to  Ogbonnaya (1995) 23 banks were involved, five escaped the hammer of  the CBN. 
Government efforts through the provision of micro- finance opportunities to small and medium 
business are a step in the right direction in addressing poverty amongst its growing population. 
From the appraisal of the existing micro- finance oriented institutions in Nigeria, there are week 
institutional capacity, and the existence of a huge unserved mark (Obayi, Obi& Okafor, 2012).  
Ogbonnaya (1995) identified the following factors as possible causes to bank collapse: financial 
constraints inadequate training staff, lack of infrastructures, over borrowing and lending and 
political issues. Banks are very necessary in a developing economy. It forms the sources of 
industrial finance by granting loans to individuals and co-operative bodies to finance their 
investments.  
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Critical Analysis of Factors that Led to Collapse of Certain Banks in Nigeria 
  
According to Bootang and Bootang (1982) .A bank is a financial institution which collects fund 
from individuals or organization, safeguards them and undertake to surrender them to their owners 
when required, but at certain times,  lend some of  them at interest. A bank may be seen also as a 
place where money and other valuable securities like goal, deeds, wills, certificates, textbook etc 
are kept for safe custody.  
 

Statement of the problem 
According to central bank of Nigeria (CBN) source, 18 banks were distress (collapsed) recently 
because they were notable to fulfill their obligations to customers. Banks have since been taken 
over by the CBN for management purpose. Other problems of banks are financial constraints, lack 
of infrastructures, inadequate experience staff, over- borrowing and lending and political issues. 
 

Purpose of the study  
The main purpose of this study is to determine possible causes of bank distress in River state. 
Specifically, the study sought to:  

 Determine the possible causes of bank distress in River State. 
 Determine the effects of the unpaid loan on the financial position of the banks. 

 

Research question 
The following research questions guided the study. 

  What are the possible causes of bank distress in River state? 
 Does the inability of borrower of repay loans affect the financial position of the bank? 

 
METHODS 
The study adopted descriptive survey research design. The population of this study consisted of 40 
respondents drawn from four banks out of the 18 distressed banks in Nigeria. The sample size of 40 
respondents was randomly   selected (10 from each bank). Two research questions and two null 
hypotheses were formulated. A structure of questionnaire was used to collect data for the study, 
with four response scale; of strongly agree (SA), agree (A), Disagree (D) and strongly disagree 
(SD). The instrument was face validated. Cronbach alpha was used to determine the reliability of 
the instrument and indicateda value of 0.81. The questionnaire was distributed to 40 respondents 
and all retrieved by researcher and his trained assistant at the spot. Mean with standard derivation 
was used to analyze research questions and t-test was to test null hypotheses at 0.05 level of 
significance with a given degree of freedom. Decision rule: A mean limit of 2.50 and above is 
considered accepted while mean below 2.50 is considered not accepted. For null hypotheses, if the 
calculated t-value is less than table value, null hypothesis was not rejected, but when calculated t-
value is greater than or equal to table value, hence, null hypothesis was rejected. 
Results 
Table 1: Mean ratings of bank managers and accountants on the possible causes of bank 
distress in Rivers State. 

S / N I t e m ( x )  m e a n S D Decision 
1 . Financial constraints causes bank collapse 3 . 4 0 4 . 8 2 Accepted 
2 . Man power shortages affects banks activities  3 . 0 0 4 . 3 0 Accepted 
3 . Pilfering and other frandulent financial practice related to shortage of staff.  3 . 2 3 4 . 5 1 Accepted 
4 . Lack of modern equipment such as computer affect bank activities  2 . 8 5 3 . 7 0 Accepted 
5 . Political factor/issues causes bank distress 3 . 3 2 4 . 6 3 Accepted  
6 . Over-borrowing and lending also led to bank collapse. 

Grand mean 
3 . 6 0 
3.23 
 

4 . 9 0 Accepted 

Result of Table l, indicated that all respondents agreed with item 1-6, which shows a grand mean of 
3.23. This result revealed that financial constraints, lake of infrastructures, inadequate staff and 
political issues causes bank collapse in Rivers State. 
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Table 2: Mean ratings of bank managers and their accountants on the inability of borrowers 
to repay loan affect bank financial position. 

S / N I t e m s   M e a n   S D D e c i s i o n   
1 Over borrowing from banks weakens bank financial position.  3 . 0 0 3 . 7 2 A c c e p t e d 
2 Bank unchecked lending affect bank financial statement.  3 . 1 2 4 . 0 0 A c c e p t e d 
3 Inability of borrowers to repay loan affect bank financial position.  3 . 6 1 4 . 3 3 A c c e p t e d 
4 CBN decision on bank distress was as a result of high lending rate.  2 . 5 3 3 . 5 7 A c c e p t e d 
5 Non punishment of loan defaulters affects the financial position of a bank.  3 . 4 0 3 . 8 0 A c c e p t e d 
 G r a n d  m e a n       3 . 3 3   

Table 2 revealed that all respondent were in agreement with all the five items which shows the 
grand mean of 3.33. Majority of the respondents agreed that inability of the borrowers to repay loan 
affected the financial position of banks adversely. This finding was in agreement with findings of 
Ogbonnaya (1995) that stated effects of unpaid loan to bank financial position: such as poor 
performance, collapse of bank etc. 
 
Table 3: t-test  analysis on the causes of bank collapse in Rivers State. 

S / N G r o u p   N M e a n S D d f t - c a l t-crit Decis ion 
1 B a n k  m a n a g e r s 2 0 3 . 3 6 4.20  

38 
 
0.08 

 
1.96 

N o t 
Rejected 2 A c c o u n t a n t s 2 0 3 . 1 2 4.11 

N.S= Not significant 
 
Table 4: t-test analysis on the effect of inability of borrowers to repay loan to bank financial 
position  

S / N G r o u p   N M e a n S D d f t - c a l t-crit D e c i s i o n 
1 B a n k  m a n a g e r s 2 0 3 . 2 0 3.82  

38 
 
0.07 

 
1.96 

N o t 
Rejected 2 A c c o u n t a n t s 2 0 3 . 3 1 3.90 

N.S= Not significant 
 
FINDINGS OF THE STUDY  

 It was found that financial constraints, lack of infrastructure, inadequate staff, over-
borrowing and lending and political issues were possible causes of bank distress in Nigeria. 

 Also it was found that borrower’s inability to repay loan affected bank financial position 
negatively. 

 The calculated value of t (0.08and 0.07) were less than the table value of 1.96. Hence the 
two null hypothesis were not rejected which implies not significant. 

 
CONCLUSION  
The effects of bank failure lead to hardship to thousands of people in the country in terms of those 
deposited large amount of money with the bank and unemployment for staff of such banks. 
However, now that some of the causes of bank collapse were identified, it is hoped that government 
will use the result to avert this ugly incidence to save many more millions, the ongoing of their 
bank been distressed. 
 
RECOMMENDATIONS 
Base on the findings and conclusions, the following recommendation was made: 
 Bank lending should follow regulated guideline and measures aimed at recovering the loan 

should be put in place and implemented to letter. 
 Computers should be provided to check incidence of bank fraud. 
 That there should be and orientation for staff and the public toward the modern system of 

banking to avoid distress. 
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