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Abstract- This study examines how the banking reforms had affected the performance of Nigerian banks using six selected 
banks which area combination of old and new generation banks; these are  Access bank, First bank, GTB, UBA, Union Bank 
and WEMA bank. The regression model is specified to examine whether the effects of variables such as bank size, asset 
management and operational efficiency have changed after the recapitalization exercise. The regression is estimated for the 
entire period of analysis as well as for each of the two sub-periods, namely; 2000-2004 and 2006-2010. The analysis of 
results revealed that return on asset is negatively affected by consolidation exercise as concerned total asset, asset 
management and operational efficiency; interest income is significantly related with total asset and operational efficiency; 
both total assets (bank size) and asset management had a significant and positive effect on interest income of the pre 
capitalization period and this is similar to the result of the entire period;  the net interest margin fell from 7.25% in the pre-
capitalisation era to 4.14% in the post capitalization era; yield on earning asset fell from 2.4% in the pre-capitalisation era to 
-0.47% in the post capitalization era; cost of capital increased from 6.1% in the pre-capitalisation era to 6.63% in the post 
capitalization era. Also, return on equity fell from 291.47% in the pre-capitalisation era to 66.2% in the post capitalization 
era; return on asset fell from 1.98% in the pre-capitalisation era to -0.27% in the post capitalization era; and the effect of 
asset on interest income increased from 99.07% in the pre capitalization era to 102.65% in the post capitalization era. 
Equally, the effect of asset management increased from 3.7% in the pre capitalization period to 5.5% in the post 
capitalization period. Conclusion was made that interest rate is more sensitive total asset, asset management and operational 
efficiency than return on asset; recapitalization in the Nigerian banking sector has reduced the net interest margin, yield on 
earning asset, return on equity, and return on asset; cost of capital increased has increased as a result of the 2005 
recapitalization process. Banks have not been able to manage their sudden increase in assets well after the post consolidation 
exercise. Consolidation exercise had positive impact on interest income and negative impact on returns on assets. The study 
recommends that the CBN should carry out an investigation that can reflect the reasons while return on assets of the banks 
are not sensitive to the post consolidation changes in total assets, asset management and operational efficiency of the banks. 
Effort should be made to sustain the increase in net interest margin, yield on earning asset, return on equity, and return on 
asset associated with consolidation and merger process. The increase in cost of capital is a major weakness of the 
consolidation exercise and CBN should make effort to discover the reasons while resulting mergers and higher capitalization 
fails to reduce cost of capital. 
 
 
I. INTRODUCTION  
 
Banks play a crucial role in propelling the entire 
economy of any nation, of which there is need to 
reposition them for efficient financial performance 
through a reform process geared towards minimizing 
bank distress. To make the Nigerian banking sector 
sound according to Akpan (2007), the sector has 
undergone remarkable changes over the years in 
terms of the number of institutions, structure of 
ownership, as well as depth and breadth of 
operations. These changes have been influenced 
mostly by the challenges posed by deregulation of the 
financial sector, globalization, technological 
innovations, and implementation of supervisory and 
prudential requirements that conform to international 
regulations and standards.  A critical look at the 
nation banking sector invariably portends the need for 
urgent attention, as situation that made for a series of 
reform of the sector over the years. The most recent 
of all the reforms came up in 2004 with a policy 
aimed at improving the regulatory and supervisory 
environment as well as restructuring and developing 
the banking sector entities. Soludo (2004) argued that 
the reforms agenda was a pre-emptive and proactive 

measure to prevent an imminent crisis and collapse of 
the banking industry and permanently stop the boom 
and burst cycle which had characterized the history of 
our banking industry. More fundamentally the 
reforms are aimed at ensuring a sound, responsive, 
competitive and transparent banking system 
appropriately suited to the demand of the Nigeria 
economy and the challenges of globalization. The 
main trust of the reform package, was to consolidate 
and recapitalized banks by increasing their share 
holders fund to a minimum of N25 billion with effect 
from December 31st 2005. The primary objective of 
the reforms is to guarantee an efficient and sound 
financial system. The reforms are designed to enable 
the banking system develop the required resilience to 
support the economic development of the nation by 
efficiently performing its functions as the fulcrum of 
financial intermediation (Lemo, 2005). Thus, the 
reforms were to ensure the safety of depositors’ 
money, position banks to play active developmental 
roles in the Nigerian economy, and become major 
players in the regional and global financial markets. 
Consequently, the banking sector, as an important 
sector in the financial landscape, needs to be 
reformed in order to enhance its competitiveness and 
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capacity to play a fundamental role of financing 
investment. The resolve of the Central Bank of 
Nigeria to place the banking system in a regional and 
international context and promote soundness, stability 
and enhanced efficiency of the system was the major 
reason behind the increased minimum base for all 
universal banks to N25billion effective from 
December 31 2005. This invariably prompted a 
regulatory induced restructuring in the form of 
consolidation through merger and acquisitions. The 
policy initiative will definitely pose some problems 
and challenges to both the banking system and 
economy. Regulation no doubt is needed to bring 
sanity into the banking sectors as well as putting it on 
an internationally competitive status. The 
recapitalization policy as a form of reform of the 
banking sector aims among others at the development 
of more resilient, competitive and dynamic banking 
systems that support and contribute positively to the 
growth of the economy with a core of strong and 
forward looking banking institutions that are 
technologically driven and ready to face the challenge 
of liberalization and globalization. Caveats to these 
ensued with the problem of large and complex system 
created by the reforms such that the issue of whether 
they guided the anticipated results to the extent to 
which this has been achieved is a subject of debate. In 
the light of the above, the following questions are 
relevant: 
- What is the impact of capital regulation and 
consolidation on the banking performance? 
- How have regulation and consolidation influenced 
bank performance? 
- To what extent should bank be subjected to 
regulation? 
The objective of the study is to: 
I. examine the significance of 2005 recapitalization 
on financial sector performance. 
II. determine the impact of banking sector reforms as 
encapsulated in the 2005 recapitalization programme 
on the performance of the sector. 
The importance of this study may be viewed from its 
contribution to fill an important gap in literature. That 
is, findings of this study can add to the existing body 
of the literature, and can serve as a starting point on 
which future studies can be done. On the practical 
dimension, this study may help bank decision makers 
to focus on the major banking activities that may 
increase the bank ranking and financial performance 
positions compared with other banks. Such 
information should help the management of deposit 
money banks in creating appropriate financial 
strategies for attaining the required planned financial 
performance. This study intends to see how the 
banking reforms had affected the performance of 
Nigerian banks. It will equally be of a tremendous 
significance to those outside the financial sector, who 
do not know much about bank consolidation and 
recapitalization some of the benefit. This study 
focuses on the impact of the 2005 recapitalization 

programme on performance of the Nigerian banking 
sector using return on asset and interest income as 
measure of performance. The study uses 6 banks with 
stable structure before and after the recapitalization. 
These are Access bank, First bank, Guarantee Trust 
Bank, United Bank for Africa, Union Bank and 
WEMA bank. 
 
II. RECAPITALIZATION 
 
The issue of recapitalization is a major reform 
objective; recapitalization literarily means increasing 
the amount of long term finances used in financing 
the organization. Recapitalization entails increasing 
the debt stock of the company or issuing additional 
shares through existing shareholders or new 
shareholders or a combination of the two. It could 
even take the form of merger and acquisition or 
foreign direct investment. Whichever form it takes 
the end result is that the long term capital stock of the 
organization is increased substantially to sustain the 
current economy trend in the global world. 
Asedionlen (2004) opined that ‘‘Recapitalization may 
raise liquidity in short term but will not guaranty a 
conducive macroeconomic environment required to 
ensure high asset quality and good profitability’’ In 
his comment, Soludo (2004) said that low 
capitalization of the banks has made them less able to 
finance the economy, and more prone to unethical 
and unprofessional practices. These include poor loan 
quality of up to 21 per cent of shareholders’ funds 
compared with 1–2 percent in Europe and America; 
overtrading, abandoning the true function of banking 
to focus on quick profit ventures such as trading in 
forex and tilting their funding support in favour of 
import-export trade instead of manufacturing; 
reliance on unstable public sector funds for their 
deposit base; forcing their female marketing staff in 
unwholesome conduct to meet unjustifiable targets in 
deposit mobilization; and high cost of funds. 
Jika (2004) as cited in Aminu and Aderinokun (2004) 
maintained that increasing the capital base of banks in 
Nigeria would strengthen them and, in the process, 
deepen activities within the industry. “Growing the 
Nigerian economy is about the number of banks that 
have the capacity to operate in all the states of the 
federation, fund agriculture and manufacturing 
concerns, and in the process generate employment for 
Nigerians.” Quoting Alarape (2005), as cited in 
Ologbondiya and Aminu (2005), “We see a very rosy 
future beyond the next two years or 2007 when 
profitability will grow and all the adjustments that the 
industry needs to go through in the macro – economy, 
including legislation that would be put in place to 
support the new type of business especially retail 
banking would have been put in place.” 
 
III. THEORETICAL AND METHODOLOGY 
REVIEW 
 



International Journal of Management and Applied Science, ISSN: 2394-7926  Volume-1, Issue-8, Sept.-2015 

The Impact Of Recapialization On The Performance Of Banking Sector In Nigeria 
 

59 

Theoretical review reveals that consolidation lead to 
increase bank size which could lead to higher bank 
returns, through revenue and cost efficiency gains 
especially when more efficient banks acquired less 
efficient ones. However, consolidation could increase 
banks’ propensity towards risk through increases in 
leverage and off-balance sheet operations, and reduce 
the level of deregulation. Methodological review 
shows that both descriptive and inferential methods 
have been used to evaluate the impact of regulations 
on banks performance. Many recent studies have used 
parametric methods. Main parametric techniques are 
the stochastic frontier approach (SFA), the 
distribution-free approach (DFA) and the thick 
frontier approach (TFA). Some empirical evidence 
find increased asset size of an average bank within a 
year after consolidation to be as high as 534.27 
percent while the leverage ratio measured in terms 
equity to total asset also declined from 18.28 percent 
in 2004 to 14.52 percent. 
 
IV. EMPIRICAL ANALYSIS 
 
4.1 Research Methodologies 
The population of interest of this study is the 25 
deposit money banks that survived the N25 billion 
recapitalization exercise. They include: First Bank of 
Nigeria Plc, UBA Plc, Union Bank of Nigeria Plc, 
Zenith Bank Plc, Guaranty Trust Bank Plc, 
Intercontinental Bank Plc, Standard Chartered Bank 
Ltd.  Oceanic Bank Plc., Access Bank of Nigeria Plc, 
Afribank Group, IBTC Chartered Bank Plc, Diamond 
Bank Group, Skye Bank Group, Wema Bank Group, 
First City Monument Bank Plc, Platinum Habib Bank 
Plc, Fidelity Bank Plc, NIB/Citibank, Sterling Bank 
Group, First Inland Bank Plc, North Omega Bank, 
Devcom /ETB Ltd., Citizen Guardian , Unity Bank 
Group,and Ecobank Nigeria. The sample banks are 
selected based on some criteria which include; i) that 
they must have been listed on the Nigerian Stock 
Exchange on or before 2000, this is to enable access 
to their published information;  ii) such banks must 
exist throughout the period of analysis, 2000-2010; 
iii) they are banks that did not change their names as 
a result of any merger and acquisition process; iv) 
consistent data must be available for the period of 
analysis, especially as coming from their annual 
reports and NSE Factbooks; v) the banks are also a 
combination of old and new generation banks. 
Therefore, 6 banks are found to meet these criteria, 
namely; Access bank, First bank, GTB, UBA, Union 
Bank and WEMA bank. 
In line with Somoye (2008), the regression model is 
specified to examine whether the effects of variables 
such as bank size, asset management and operational 
efficiency have changed after the recapitalization 
exercise. These models are given in the equations 
below. 
ROA=βo+ β1TA+ β2AM+ β3OE+ε   
  (1) 

 II=βo+ β1TA+ β2AM+ β3OE+ε  
   (2) 
where,        ROA = return on asset 
 II = interest income 
 TA = banks size as measured by total 
asset 
 AM = asset management 
 OE = operational efficiency 
 β’s= regression coefficients  
      ε is the error term. 
In order to estimate, the Ordinary Least Squares 
(OLS) regression method is used. This is because 
OLS is a best linear unbiased estimator. Each of 
equations (1) and (2) is estimated for the entire period 
of analysis as well as for each of the two sub-periods, 
namely; 2000-2004 and 2006-2010. This enables one 
see if the coefficients have changed as a result of the 
capitalization. Before regression estimations were 
carried out, variables such as Interest income (II) and 
Total Asset (TA) were expressed in the logarithmic 
form since other variables are ratios. In an attempt to 
test the significance of the 2005 recapitalization on 
bank performance, this study adopts a simple ratio 
analysis, using specifically profitability ratios to 
evaluate the performance of banks five years before 
the 2005 recapitalization exercise comparing it with 
the performance of the bank five years after the 
recapitalization exercise. A test of equality of mean is 
carried out using the t-test to see if there is any 
significant difference in the mean of the pre and post 
ratios used. The ratios used are stated below: 
Return on Assets (ROA), which is defined as net 
profit/total assets shows the ability of management to 
acquire deposits at a reasonable cost and invest them 
in profitable investments (Ahmed, 2009). This ratio 
indicates how much net income is generated per N of 
assets. The higher the ROA, the more profitable is the 
bank. 
Net Interest Margin which is calculated as interest 
income from loans and security investment less 
interest expense on deposit and other debt issues 
divided by total asset. This ratio measure how large a 
spread between interest revenues and interest costs 
the banks management have been able to achieve by 
close control over earning assets and the pursuit of 
the cheapest sources of fund. The net interest margin 
forms part of a standard set of bank performance 
indicators which also includes the return on equity 
(ROE), return on assets (ROA) and the cost to income 
ratio. The net interest margin is generally seen as a 
better measure of banks' long-term revenue structure 
(Kumbirai and Webb, 2010) 
The Bank Size measured by the total assets of the 
bank. The total assets is defined as the sum of all 
cash, investments, furniture, fixtures, equipment, 
receivables, intangibles, and any other items of value 
owned by a person or a business entity. It represent 
resources with economic value that a corporation 
owns or controls with the expectation that it will 
provide future benefit. It can also be estimated by the 
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addition of cash and cash equivalents, other earning 
assets excluding loans, net loans and fixed assets 
(Holton et al, 2013). Asset Management measured by 
asset utilization ratio (operational income divided by 
total assets). Asset Utilisation ratio measures bank’s 
success in deploying its assets (Papanikolaou, 2012). 
Operational Efficiency measured by the operating 
efficiency ratio (total operating expenses divided by 
net interest income). 
 
4.2. T-test Analysis 
According to table 4.1 below, the net interest margin 
fell from 7.25% in the pre-capitalisation era to 4.14% 
in the post capitalization era. T-test value of 4.4 
(p<0.05) shows that this difference is significant. 
Yield on earning asset fell from 2.4% in the pre-

capitalisation era to -0.47% in the post capitalization 
era. T-test value of 1.3 (p>0.05) shows that this 
difference is not significant. Cost of capital increased 
from 6.1% in the pre-capitalisation era to 6.63% in 
the post capitalization era. T-test value of 1.1 
(p<0.05) shows that this difference is not significant. 
Furthermore, return on equity fell from 291.47% in 
the pre-capitalisation era to 66.2% in the post 
capitalization era. T-test value of 1.3 (p<0.05) shows 
that this difference is not significant. Return on asset 
fell from 1.98% in the pre-capitalisation era to -
0.27% in the post capitalization era. T-test value of 
1.54 (p<0.05) shows that this difference is not 
significant. 

 

 
Table 4.1. T-test showing the significance of banks performance of six banks before and after 2005 recapitalization exercise 

 
 

4.3. Regression Analysis 
This section presents the results of the regression 
showing the impact of bank consolidation on 
financial sector performance. The results of the 
Return of asset model is first presented and later 
those of interest income. Each of these two models is 
further classified into the entire period (2000-2010), 
the pre capitalization period (2000-2004) and the post 
capitalization period (2006-2010). 
 
4.4.1. Effect of capitalization on return on asset 
Table 4.4 below shows that only the total assets had 
significant negative impact (at 10% significant level), 
on the return on asset of the sampled banks in the 
entire period. The low R2 is due to variations among 
the sampled banks. 
Table 4.4: Regression result predicting return on asset 
for the entire period (2000-2010) 
 
Dependent Variable: ROA      
Method: Panel Least Squares      
Sample: 2000- 2010      
Periods included: 11      
Cross-sections included: 6      
Total panel (balanced) observations: 66 

 
 
According to Table 4.4, 1% increase in total assets of 
the sampled banks during the periods leads to 0.8% 
decrease in return on assets. This suggest that, on 
average, the banks were not able to manage their 
asses very well as more of them generated net loss 
rather than returns. Asset management and 
operational efficiency do not have significant impact 
on return on assets of banks during the entire periods. 
Table 4.5 shows that in the period before 
capitalization, total asset of banks had a significant 
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positive impact on their return on assets. This 
variable is significant at 5%. Specifically, 1% 
increase in total asset was able to increase their return 
on asset by about 0.65%. 
 
Table 4.5: Regression result predicting return on asset for the 

pre capitalisation period (2000-2004) 

 
 
As for the result for the whole period in Table 4.4, 
assets management and operational efficiency do not 
have significant impact on The Durbin Watson value 
of 1.94 is also close to 2; thereby indicating that 
autocorrelation is not a problem. Table 4.6 below 
shows that in the post capitalization period, both asset 
management and total assets have negative impacts 
on returns on assets while operational efficiency has a 
positive impact.  It shows that 1% increase in post 
consolidation total assets led to 4.2% decrease in 
return on assets; 1% increase in assets management 
led to 1.24% decrease in return on assets; while 1% 
increase in operational efficiency led to 0.004% 
increase in return on assets. This suggests that banks 
have not been able to manage their sudden increase in 
assets well after the post consolidation exercise. This 
result is in line with the findings of Adegbaju and 

Olokoye (2008) that observed fall in return on assets 
after reforms. 
Table 4.6: Regression result predicting return on asset 

for the post capitalisation period (2006-2010) 
Dependent Variable: ROA      
Method: Panel Least Squares      
Sample: 2006 -2010      
Periods included: 5      
Cross-sections included: 6      
Total panel (balanced) observations: 30 

 
4.4.2. Effect of capitalization on interest income 
Table 4.7 shows that both total assets (bank size) and 
asset management had a significant and positive 
effect on interest income of the entire period. The 
results indicate that bank size, asset management and 
operational efficiency accounted for about 99% of the 
variation in interest income as against just about 40% 
in case of return on assets. Specifically, 1% increase 
in total assets lead to 0.99% increase in interest 
income; 1% increase in asset management lead to 
0.05% increase in interest income. 

 
Table 4.7: Regression result predicting interest income for the entire period (2000-2010) 

 
 

Table 4.8 shows that both total assets (bank size) and 
asset management had a significant and positive 
effect on interest income of the pre capitalization 

period and this is similar to the result of the entire 
period.  

 
Table 4.8: Regression result predicting interest income for the pre capitalization period (2000-2004) 
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Table 4.8 shows that both total assets (bank size) and 
asset management also had a significant and positive 
effect on interest income of the post capitalization 
period. However, what is noticeable is that the effect 
of asset on interest income increased from 0.99% in 
the pre capitalization era to 1.02% in the post 
capitalization era. Equally, the effect of asset 
management increased from 3.7% in the pre 
capitalization period to 5.5% in the post capitalization 
period. 
 
Table 4.9: Regression result predicting interest income for the 

post capitalisation period (2006-2010) 

 
 

These results therefore show that these factors had 
bigger impacts in the post capitalization era than in 
the pre capitalization era. This result is against the 

findings of Adegbaju and Olokoye (2008) and shows 
that reforms negatively affect returns on assets but 

positively affect interest income. 
 
SUMMARY, CONCLUSION AND 
RECOMMENDATION 
 
SUMMARY 
 
The need for having a sound economy and most 
especially sanitizing the banking sector prompted the 
need to examine the impact of bank reforms on the 
financial sector performance.  This study examines 
how the banking reforms had affected the 
performance of Nigerian banks using six selected 
banks which area combination of old and new 
generation banks; these are  Access bank, First bank, 
GTB, UBA, Union Bank and WEMA bank. The 
regression model is specified to examine whether the 
effects of variables such as bank size, asset 
management and operational efficiency have changed 
after the recapitalization exercise. The regression is 
estimated for the entire period of analysis as well as 
for each of the two sub-periods, namely; 2000-2004 
and 2006-2010. The analysis of results revealed that 
return on asset is negatively affected by consolidation 
exercise as concerned total asset, asset management 
and operational efficiency; interest income is 
significantly related with total asset and operational 
efficiency; both total assets (bank size) and asset 

management had a significant and positive effect on 
interest income of the pre capitalization period and 
this is similar to the result of the entire period;  the 
net interest margin fell from 7.25% in the pre-
capitalisation era to 4.14% in the post capitalization 
era; yield on earning asset fell from 2.4% in the pre-
capitalisation era to -0.47% in the post capitalization 
era; cost of capital increased from 6.1% in the pre-
capitalisation era to 6.63% in the post capitalization 
era. Also, return on equity fell from 291.47% in the 
pre-capitalisation era to 66.2% in the post 
capitalization era; return on asset fell from 1.98% in 
the pre-capitalisation era to -0.27% in the post 
capitalization era; and the effect of asset on interest 
income increased from 99.07% in the pre 
capitalization era to 102.65% in the post 
capitalization era. Equally, the effect of asset 
management increased from 3.7% in the pre 
capitalization period to 5.5% in the post capitalization 
period. 
 
CONCLUSION 
 
Based on the findings as summarized above, this 
study concludes that interest income is more sensitive 
total asset, asset management and operational 
efficiency than return on asset; recapitalization in the 
Nigerian banking sector has reduced the net interest 
margin, yield on earning asset, return on equity, and 
return on asset; cost of capital increased has increased 
as a result of the 2005 recapitalization process. Banks 
have not been able to manage their sudden increase in 
assets well after the post consolidation exercise. 
Consolidation exercise had positive impact on interest 
income and negative impact on returns on assets. 
 
RECOMMENDATION 
 
This study recommends that the CBN should carry 
out an investigation that can reflect the reasons while 
return on assets of the banks are not sensitive to the 
post consolidation changes in total assets, asset 
management and operational efficiency of the banks. 
Effort should be made to sustain the increase in net 
interest margin, yield on earning asset, return on 
equity, and return on asset associated with 
consolidation and merger process. The increase in 
cost of capital is a major weakness of the 
consolidation exercise and CBN should make effort 
to discover the reasons while resulting mergers and 
higher capitalization fails to reduce cost of capital. 
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