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ABSTRACT 

The commercial banks in Nigeria have undergone many bank reforms after several 

periods of financial crisis with efforts to improve the bank operational efficiency. These 

several periods of financial crisis were attributed to inadequate regulatory framework, 

quick shift of banking reform to another and lack of proper implementation. However, 

there is no clear evidence of the impact of the bank regulatory framework on the 

operational efficiency of commercial banks in Nigeria. With Small Medium Enterprises 

(SMEs) being the major populace of the economy, there is a gap in the financial services 

provided by the commercial banks to SMEs. This research is underpinned by 

intermediation theory and elaborated with public and private theory views on 

regulation, and the pecking order theory. The study examines bank regulatory 

framework relating to commercial bank lending to SMEs, and its impact on operational 

efficiency of banks in Nigeria.  

The study employed the mixed method design, which combines quantitative and 

qualitative research. Primary data were obtained from two sets of semi-structured 

questionnaires: one set from top bank officials from twenty main commercial banks, 

and the other set from entrepreneurs from recognised associations. The data were 

analysed using descriptive statistics, chi square, cross tabulation tests and logistic 

regression of SPSS, while the qualitative data involved the use of NVivo to thematically 

analyse. Secondary data of commercial banks’ lending to the private sector in Nigeria 

were also utilised to complement the analysis of the study. 

The findings from the data analysis of the primary data obtained from the commercial 

banks present bank ownership and bank lending technology as the significant factors 

which influence operational efficiency of commercial banks’ lending to the SMEs.  In 

addition, interest rate and collateral were the most important factors ranked by the 

SMEs to be influencing bank lending to them. Moreso, the finding from the qualitative 

analysis illustrated other factors perceived from commercial banks and the SMEs were 

grouped into regulatory factors, bank, SMEs, and Entrepreneur’s characteristics factors.  

In conclusion, policymakers can be well informed with the best combination of bank 

regulatory factors that will improve the operational efficiency of commercial bank 

lending to SMEs in Nigeria. 
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CHAPTER ONE: INTRODUCTION 
 

                                      

              

              

              

 

 

 

 

1.1 Introduction 

The 2008 global financial crisis has prompted a renewed interest in banking regulation and its 

efficiency to safeguard global financial systems as it is noted that the stability of the banking 

sector itself most often depends on the efficiency of the banks (Paseda, 2020; Xiang et al., 

2015; Schaeck et al., 2009). Banks form the backbone of the financial system and perform vital 

roles in the economic growth of a nation (Osuagwu and Nwokoma, 2017). In the investigation 

of the implication of bank reforms that has taken place in Nigeria, Dogarawa (2011), points out 

that banking has to be sound and well developed to be efficient in its operation. The report of 

the financial status of the commercial banks by the Central Bank of Nigeria (CBN) governor 

in July 2004 disclosed 11 banks as unsound, 14 to be marginal, and 62 as sound (Agbonkplor, 

2011; Ezeoha, 2011; Soludo, 2004). The problems associated with the two groups of unsound 

and marginal banks are argued to be linked with defects in the bank regulatory framework and 

supervision (Paseda, 2020; Agbonkplor, 2011; Dogarawa, 2011). 

 For the economic growth of Nigeria as a developing country, an efficient banking sector is 

crucial, not underestimating the importance of the small medium enterprises. Small and 

medium-sized enterprises (SMEs) are a significant sector of the economy through their 

contributions of positive externalities of investment, employment, innovation, and social 

stability have been undermined by various factors which the commercial banks have 

considered to be hampering the lending function of the banks (Ufua et al., 2020; Ayyagari et 

al., 2007). With this major populace of the economy which contributes most to agriculture, 

manufacturing and employment in Nigeria, there is a gap in provision of financial services 

between SMEs and commercial banks (Sanusi, 2013; Agbonkpolor, 2010). 

 

 Chapter one provides: 

• Understanding of the Background of Study 

• the overview of commercial bank lending to the SMEs 

•  insight of the commercial Banks’ regulations in Nigeria 

• the nature of SMEs sector in Nigeria 

• the highlights of the research problem & importance of study   

•  the study aim, objectives, and research questions 

• the structure of the thesis and summary 
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The concept of efficiency differs due to variation in the source of efficiency on how it is being 

perceived, classified, measured, and the factors that influence it (Xiang et al., 2015; Berger and 

Mester, 1997). The most common concepts of efficiency can be perceived as cost, profit, 

allocative and technical efficiency. The first two are classified as economic efficiency and 

explains how close a bank is able to use its lowest price to deliver more outcomes close to its 

best frontier in terms of price and takes into consideration the objectives of the bank (Xiang et 

al., 2015; Pasiouras et al., 2009). Allocative efficiency shows the ability of the firm to choose 

an optimal combination of inputs relative with the unit prices (Banker et al., 1992). Whereas 

technical efficiency refers to the operational efficiency of a bank which explains how well a 

bank operates close to its best practicing bank (Ayadi et al., 2016; Xiang et al., 2015).  

Generally, operational efficiency refers to how well a bank undertakes its operation to achieve 

the desired results (Xiang et al., 2015).  It is the ability of a bank to produce a maximum output 

using a set of minimum input variables and technology provided (Arora, 2014). For the purpose 

of this study, operational efficiency of a bank entails the efficient provision of financial 

resources to meet the lending needs of enterprises, individuals, at least cost (Lotto, 2018; 

Athanasoglou, 2008; Agu, 2004). 

Bank regulation entails the overall frameworks, which controls the operation, creation, and 

liquidation of banks within an economy that are set by the Central Banks, and Ministry of 

Finance with the primary role to ensure monetary stability of the system and improve efficiency 

of the banking sector (Lee and Lu, 2015; Alam, 2013). The regulatory framework of banks 

comprises of different structures of monitoring and supervisory roles. It is noted that the extent 

to which the commercial banks will lend to SMEs is dependent on the bank specific factors 

and environmental setting in the country (Berg and Fuchs, 2013). Theories from related 

research also suggest that the link between bank efficiency and regulation of banks lies largely 

on the existing bank reform (Triki et al., 2017). 

However, it is important to note that what works better for banks in a particular country may 

not produce the same result in another country due to the differences in each country’s specific 

environment and institutions (Ayadi et al., 2016; Lee and Lu, 2015). The Basel Accord 

represents the international bank regulatory framework set up by the central bank governors 

and regulators of ten global powerful countries (G10 countries) then as the global best standard 

for banks to practice which consist of broad supervisory guidelines, and rules (Ayadi et al., 

2016; Basel Committee on Banking Supervision, 2013). For the important role banks play in 
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the growth of an economy as well as its risky nature to fall into crisis, the Basel Committee on 

Banking Supervision (BCBS) was formed to help regulate and supervise the capital 

requirements of banks to prevent bank crises and facilitate the performance of banks (BCBS, 

2013; Schwerter, 2011). 

In the recent years, the economy of Nigeria went through a “boom and bust” cycle that led to 

various changes in the regulatory framework of banks, ownership structure, operation 

dimension and development of institutions (Dabo, 2012; Hesse, 2007; Beck et al., 2005).  In 

March 2004, the report of the assessment of the banks in Nigeria showed that the status of the 

banking system is satisfactory generally. While the report of the Central Bank of Nigeria (CBN) 

on rating of banks disclosed eleven (11) banks as unsound, fourteen (14) to be marginal and 

sixty-two (62) as sound (Soludo, 2004).  The two groups of unsound and marginal banks were 

associated with problems such as a weak capital base, incessant illiquidity, poor quality of 

assets among others, weakness in corporate governance, non-profitable operations, over 

reliance on public deposits which were identified as problems of the regulatory framework to 

be hindering efficiency and development of those banks (Soludo, 2004). This led to the 

introduction of the bank consolidation which was based on capital adequacy to help solve the 

problem and improve the efficiency and effectiveness of the banking system (Dogarawa, 2011). 

However, this reform did not bring about the required objectives as desired (Akponkplor, 2011; 

Ezeoha, 2011; Ogowewo and Uche, 2006). 

Presently, banking regulation in Nigeria has begun to adopt the Basel Accord framework for 

commercial banks which was implemented in 2014 (CBN, 2014). Despite the scenario of past 

bank failures in positioning the new regulatory framework towards maintaining stability in the 

banking industry as suggested by regulators and Apex bank on one hand; whether it will 

improve the efficiency of commercial bank lending in Nigeria on the other hand has not been 

ascertained. Hence, the study examines the bank regulatory framework of commercial banks 

and its impact on operational efficiency in lending to small and medium businesses in Nigeria.   

1.2 Background of Study 

Studies have shown that bank regulatory frameworks have been set up to help improve bank 

efficiency, promote development, and achieve stability in the country (Lee and Lu, 2015). This 

was shown in Lee and Lu (2015) in their investigation on the impact of regulation on bank 

efficiency in fifty-three countries including Nigeria as they found that reducing a stringent 

capital requirement is associated with a higher level of bank efficiency and development, which 

is measured by low levels of interest margin.  According to Dogarawa (2011) in his study of 
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the implication of bank consolidation in Nigeria, he argues that for a bank to be efficient, it 

must have a sound and well-developed financial system that will boost economic development. 

He explained that financial benefits derived from financial intermediary functions of banks 

such as linking up borrowers and savers, and mobilising surplus savings from the economy 

into the most productive venture for investment purposes spurred the setting up of bank 

regulations. In addition, he notes that diversifying assets, reducing information costs of 

services, reducing financial transaction risk, and providing risk management services were the 

motivation for bank reforms in order to boost the efficiency of the banking system, improve 

effectiveness and size of domestic savings in a weak institutional environment. 

 

At the global stage, the first Basel accord known as the Basel I was introduced with the primary 

aim of creating some level of stability and solvency for international banking by ensuring that 

banks converge to the international supervisory principle pertaining minimum capital adequacy 

for international business in 1988 (Schwerter, 2011; Lastra, 2004). However, studies show that 

Basel I was not sufficient as it did not incorporate other risks such as operational risk, market 

risk, liquidity risk and interest risk that banks encounter (Alexander, 2014; Al‐Tamimi, 2008). 

Basel I was observed to have loopholes, national discretions causing banks to take riskier loans 

at short notice and transferring less risky assets off the balance sheet (Goodhart, 2011; Lastra, 

2004). These limitations caused Basel I to be revised and replaced with Basel II. As Basel II 

was introduced in 2004 to fill the gaps of the previous accord by ensuring that capital 

requirements of banks including lending and capital allocation are risk sensitive (Jayadev, 

2013; Lastra, 2004). It is encapsulated in three pillars namely - minimum capital requirements, 

supervisory process, and market discipline (Alexander, 2014; BCBS, 2013). The three pillars 

are constructed in such a way to supplement each other and motivate banks towards enhancing 

their ways of measuring their risks and managing them (Alexander, 2014). However, Basel II 

failed for its weakness that was reflected in the financial crunch experienced in 2008 for over-

dependency on rating agencies, and the pro-cyclical effects on banks and the economy 

explained in Lastra (2004). Hence the introduction of Basel III in response to overcome the 

weakness of Basel II by making some necessary amendments on Basel II and adopted in 

December 2010 (BCBS, 2013). The framework reflects the Committee´s efforts to improve the 

quality of the capital base and raise banks´ transparency and disclosure (Jayadev. 2013; BCBS, 

2011), and to prevent future financial crises from occurring. However, there are many opinions 

that Basel III may have a negative impact on SME lending by making loans expensive to obtain 

(OECD, 2012). 



 

5 
 

PUBLIC / CYHOEDDUS 

 

The banking sector in Nigeria has undergone four phases of reform with the fourth documented 

being the consolidation of banks (Dogarawa, 2011). Banking regulation began in 1952 

fostering the establishment of the Banking Ordinance leading to the 1958 CBN Act created by 

CBN which strengthened the regulatory structure of banks in Nigeria (Ajibo, 2015). The second 

phase was the introduction of the structural adjustment programme (SAP) in 1986 which led 

to liberalisation and divesting of government ownership of banks giving rise to more private 

ownership of banks and the sub sector of the economy (Ogowewo and Uche, 2006). This is 

followed by the third phase of banking reform which is universal banking (UB) established in 

2001 to help reposition the banking sector by allowing large banks to partake in providing non-

banking and financial services such as security underwriting and corporate governance of 

companies. These phases of banking regulation in Nigeria will be discussed in detail in the 

subsequent subsection. Consolidation of money deposit banks in 2005 marked the fourth phase 

of bank reform in Nigeria. It involves reducing the number of banks but increasing the size and 

concentration of the banks remaining in the banking industry (Basu et al., 2004).  

Bank consolidation was argued to be a means of improving efficiency, public confidence, and 

development of banks to achieve a stronger reliable bank for better productivity and 

performance by many of its proponents (Soludo, 2006; Ahumada and Marshal, 2002; 

Bonaccorsi di Patti and Gobbi, 2002; Berger et al, 1999). For instance, Dogarawa (2011) claims 

that bank consolidation in the long run improves efficiency through the expansion of 

managerial skills. However, it also poses challenges such as increasing the tendency of 

systemic risk as consolidation of banks results into fewer larger banks with more inter- 

connectedness, and concentration in which failure of one large bank affects other banks 

(Dogarawa, 2011; Schwerter, 2011; Kwan, 2004). While Triki et al. (2017) and Barth et al. 

(2013) highlight that the efficiency of banks is highly dependent on the regulatory framework 

and the peculiarity of the legal institution specific to the country.  

 

With the COVID -19 pandemic, the conditions for bank credits are expected to tighten and cost 

of borrowing to rise; this has implication on the SMEs with their risky profile like the start -

ups and the innovative businesses as they may increasingly find it hard to be given bank credit 

as bank lending to this sector will be affected (OECD, 2020). With the discovery that most of 

the population, SMEs, potential entrepreneurs were excluded from the financial services 

leading to them being denied of opportunities that can make them grow and marginalised 

questions the efficiency of the bank reforms and operations of the commercial banks in 



 

6 
 

PUBLIC / CYHOEDDUS 

providing access to the financial services (Olaniyi, 2017). As a result of the mix results from 

the various bank reforms in Nigeria and influence on efficiency as observed from previous 

studies (Ajibo, 2015; Dogarawa, 2011; Ezeoha, 2011), it is important to carefully examine the 

regulatory framework of commercial banks pertaining to lending to the SMEs that will improve 

the operational efficiency of Nigerian commercial banks.  

 

1.2.1 Overview of Commercial Bank Lending to the Small Medium Enterprises 

 The key roles of commercial banks in Nigeria include the acceptance of deposits, granting of 

loans and the operation of the payment and settlement mechanism (Efobi et al., 2014).  

Commercial banking was recorded to start in Nigeria in the 1890’s with the arrival of the 

African Banking Corporation (ABC) which was taken over by then Bank of British West Africa 

and the establishment of Bank of Nigeria and in the early 1900, the colonial banks (the 

Barclays); these were all foreign banks that came into establishment for the initial purpose to 

finance the colonial government services and that of British commercial services with 

headquarters in London with less regard for the host community (Paseda, 2020). 

Ayadi and Hyman (2006) noted that before SAP, commercial banks’ activities involved mostly 

retail banking whereby financial services rendered by the banks are limited to the individual 

consumer. He also points out that the structure of bank ownership was mainly dominated by 

the government.  

 

Commercial bank lending is the process whereby commercial banks provide funds in this case 

to small and medium enterprises (SMEs) for business transactions and interest charged 

(Ibrahim and Ifenyiimwa, 2020; Sunday and Ehiejele, 2017). Commercial banks in playing 

their major intermediary roles of lending their mobilized surplus deposits to deficient units, 

based on long, medium- or short-term basis, require to be pragmatic and skilful in application 

while ensuring safety in bank management and regulations. The term small and medium scale 

enterprises are businesses that arise from the entrepreneurial activities of individuals; with its 

definition varying from one country to another depending on the country’s level of 

development (Sunday and Ehiejele, 2017; Adeyeye et. al, 2016). However, from the Nigerian 

perspective, SMEs are business entity with an asset base of between five million naira (£9,200) 

and five hundred million naira (£920,000) excluding buildings and land, and with employee’s 

strength of at least eleven to two hundred (CBN, 2014). In Nigeria, it is recorded from the 

Enterprise Baseline Survey, 2012 that there are more than seventeen million SMEs which 

employed more than thirty -two million people; contributing to about 46.5 percent GDP but 
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they face more financing obstacles which has negative influence on their development 

compared to the larger counterparts (Nwosu and Ochu, 2017). Commercial banks in their 

lending roles have not performed up to the satisfactory level expected of them as they are 

reluctant in lending to these SMEs due to their perceived misconception on the risky nature 

and failures rate associated with these sizes of businesses (Ibrahim and Ifenyiimwa, 2020; 

Adedeye et al., 2016). During recession times, the banks tend to tighten capital regulation by 

imposing sharp credit cost on enterprises and the SMEs happens to be the victims (Liang et al., 

2017; Lastra, 2004). The loan officers following the conservative behaviour in lending, 

increase the standard of lending due to the concern of high default occurring which thereby 

cause a decline in the quantity of loans (Berger and Udell, 2006). 

 

While it is important to have a legal and regulatory framework that is conducive enough to 

support lending to SMEs in the developing countries, most often they face credit constraint 

than large -scaled firms which affect their business from growing. This is where banks are 

expected to be of great importance in intermediating funds to the demanding sector as banks 

are the dominating financial institution (Berg and Fuchs, 2013). However, SMEs are 

encountered with challenging factors which could hinder easy access to external credit from 

commercial banks (Liang et al., 2017; OECD, 2006). The operations of small and medium-

scale enterprises cannot be overemphasized as they contribute significantly to the economic 

growth of a nation from the positive externalities through provision of employment, social 

stability and innovation via linkages or technology spill over effect between large enterprise 

and small one (Patrick et al., 2016). It is estimated that more than 95% of enterprises across 

the world are SMEs and they account for approximately 60% of private sector employment 

(Ayyagari et al., 2011). SMEs account for a greater share of businesses in South Africa, Ghana, 

and Nigeria (Gbandi and Amissah, 2014; Abor and Quartey, 2010).   

However, this populace of the economic sector especially in Sub-Saharan countries suffers 

from access from financial resources or inadequate supply of funds to enable them grow and 

expand (Quartey, et al., 2017; Okpara, 2011).  This variance in financial constraint is evidenced 

in the bank data of bank credit to private sector in developing countries western African region 

amongst other sub region and income countries in the world between 2000 and 2014 as Sub 

Saharan African was shown to have the lowest bank credit to private sector (World Bank 

Indicator, 2015). Bigsten et al. (2003) on their investigation on six African countries to find 

out if manufacturing firms who had demand for credit from the financial market are granted 
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loans. They observed that banks lend more to larger firms whom they expect higher profit, than 

to smaller firms. Likewise, Berg and Furg (2013) discover that the share of lending to the SMEs 

is as low as between 5 and 20 percent in the overall portfolio of banks in their study of bank 

financing of SMEs in Sub-Saharan region in Africa of sixty-two commercial banks in five 

countries including Nigeria in investigating the role of innovation, the government and 

competition. Their finding on the challenge pertaining to lending to SME by the banks were 

attributed to macroeconomic factors peculiar to the country which includes the degree of 

government borrowing, size of the economy and its structure, and enabling environment, as 

well as bank specific factors such as the degree of innovation in terms of capacity and 

technology in reaching the SMEs such as agency banking to encourage competition. 

 

1.2.2 Overview of Commercial Banks Regulation in Nigeria   

Banking started in Nigeria as early as 1892 with the opening of the first branch of the African 

Banking Corporation which is now presently called the ‘the First Bank of Nigeria’ (Ajibo, 

2015; Dogarawa, 2011). The early banks that operated in Nigeria were mainly foreign owned, 

before the wholly or partially indigenous banks that evolved by 1930 (Dogarawa, 2011; Beck 

et al., 2005). The foreign banks made their presence in localities were the British interest 

dominated and the interests of the localities were not satisfied as they were looked down as not 

credit worthy and not civilized. This disparity and discrimination motivated the introduction of 

indigenous banks; in this case, Nigeria was the first African country in the West to establish a 

bank at the same period that the foreign and colonial banks were in operation (Paseda, 2020; 

Uche, 2000). These indigenous banks became distressed and folded within twenty years due to 

lack of proper management and regulation, inadequate capital, excess reckless trading and 

influence of over ambitious competition from the foreign-owned banks (Dogarawa, 2011; Eke, 

2003).  This was evidenced in Ajibo (2015) as he records that 21 out of 25 banks experienced 

massive failure between 1947 and 1952 which affected the economy of the country negatively 

and instigated a negative perception of banks by the general public as they lost confidence in 

banks. 

As a result of the ugly circumstance of bank failures and fragile nature of the banking sector, 

banking regulation was prompted in 1952 by the federal government of Nigeria to help solve 

the problems and restore back the loss of public confidence (Uche, 2005). Between the periods 

of 1892 when contemporary banking began, and 1952 marked the unregulated period of 

banking in Nigeria (Ajibo, 2015; Uzor, 2006, p. 32). Dogarawa (2011) documented four phases 
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of banking reforms in the Nigerian banking sector which are discussed in the subsequent 

section and chapter. The banking reforms are also evidenced in Ajibo (2015), Oboh (2014), 

Dabo (2012), Dogarawa (2011), CBN (2010), Hesse (2007), Ogowewo and Uche (2006), Beck 

et al (2005) and Uche (2000; 2005). According to Oboh (2014), banking regulation and reforms 

were targeted towards strengthening the efficiency of the banks in performing their 

intermediary roles effectively and allocating from surplus or abundant units to productive 

investment.  Likewise, Dogarawa (2011) notes that the main objective of the bank reforms was 

to ensure efficient intermediation of banks.  

 

1.2.3 Political Instability Influencing Commercial Bank Regulation and Lending in 

Nigeria 

During the development of the banking sector in Nigeria, political history which were 

surrounded in the pre independence era (1929 – 1959) and post -independence period (1960-

1985) right into the pre-consolidation (1986 -2004) and post consolidation periods (2005-till 

date) played some roles in shaping the pattern of how commercial banks lend to the SMEs. The 

pre-independence period was marked by British colonial rule when Nigeria had no 

independence, having no formal financial control until the banking ordinance Act of 1952 

giving birth to the CBN in 1958 which was the first banking law in Nigeria subjecting the banks 

to governmental supervisions to reduce local bank failures due to mismanagement, weak 

capital base and insider lending. After Nigeria got her independence in 1960, the post -

independence era was characterised with beginning of state governments, stagnation, and 

massive corruption (Paseda, 2020 Atuche, 2009).  

 

In the pre- consolidation era, the first step towards reviving the private enterprise was led by 

General Ibrahim Babaginda democratic civilian administration with the introduction of SAP 

and deregulation of the sector giving rise to rapid increase in number of banks from 40 to 121 

in 1985 with more than 2000 branches (Atuche, 2009). The banking sector experienced a rapid 

growth, but the foundation was not strong as the capitalization base was weak with many banks 

going into solvency. New bank entrants into the banking sector engaged in illegal practice of 

buying hard currency and then reselling at higher preferential rate resulting in reduced 

intermediary role of banks. 

 

With advent of bank consolidation by merger and acquisition by new CBN governor to help 

solve the problems and inadequacies associated with SAP, the bank became stronger with solid 
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capital bank base. However, the post consolidation period is yet to effectively witness the bank 

main function of intermediary role to the SMEs as funds were largely channelled to the non -

real sector and non-SME sector like the oil and gas (Nwosu and Ochu, 2017; Ogunmokun, 

2022). This shift of one bank reform to another created instability in the operating environment 

of banks which in turn affects how commercial banks lend to the small to medium scaled 

enterprises (Ojukwu-Ogba, 2017). 

 

1.2.4 Nature of Small and Medium -Sized Enterprises (SMEs) sector in Nigeria 

Small and medium-sized enterprises contribute significantly to the economic growth of a nation 

from the positive externalities through provision of employment, social stability and innovation 

via linkages or the technology spill over effect between large enterprise and small ones (Patrick 

et al., 2016). In Nigeria, about 70 percent of employment and 10 to 15 percent of manufacturing 

outputs are contributed by the SMEs (CBN, 2010).  

The definition of SMEs varies from country to country depending on the capital base, turnover 

and number of employees (Govori, 2013). In Nigeria, it is classified according to revenue, 

number of workers and capital involved (Gbandi and Amissah, 2014). The Federal Ministry of 

Industry defines SME as an enterprise with an asset base between five million and five hundred 

million-naira (£9,200-£920,000) excluding buildings and land, and employee size of between 

two hundred individuals and eleven (CBN, 2014). It is noted that the ease of doing business, 

that is to get finance is a vital condition; and at such, the Global Entrepreneurship Monitor 

(GEM) from the entrepreneurship framework  also emphasized on  entrepreneurial credit as 

being the availing of financial resources in form of equity or debt for supporting entrepreneurial 

activity (Nwosu and Ochu, 2017).                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                         

Banks in Nigeria are required to set aside 10% of their earnings before tax for lending to small-

scaled businesses (Gbandi and Amissah, 2014). However, the commercial banks are reluctant 

to lend to SMEs due to the risky nature of small business and the rate of failures associated 

with the SMEs among other reasons perceived by the banks (Patrick et al., 2016), and as a 

result, the small businesses suffer from a finance-supply constraint. In this aspect, commercial 

banks have not performed efficiently for lending to SMEs to the desired level expected of them 

(Patrick et al., 2016).  According to Sanusi (2013), the reasons for the slack in bank lending to 

SMEs are not only demand-side constraints but also include supply side constraints. The supply 

side includes high transaction costs and the information asymmetry that exists between banks 

and SMEs which leaves banks not fully knowing about the SMEs. While the demand side 
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constraints include inadequate collateral, poor financial records, poor managerial capacity, and 

a weak capital base (Vasilescu, 2014; Sanusi, 2013).  Some regulatory factors which are 

dominated by the banking industry have also been noted to influence the lending efficiency of 

commercial banks to SMEs which this thesis examines. 

1.3 Research Problem Statement 

It is argued that in the process of consolidation in the financial sector of emerging markets, 

regulatory bodies carry out more roles than market forces (Ezeoha, 2011; Somoye, 2008). 

According to Ezeoha (2011), market forces represent market considerations in the financial 

sector which carries the financial and business interest of the financial sector as well as the 

economy to accelerate the growth of the economy.  Uche (2000) claims that market forces 

became relevant as the government involvement, which was the dominating force behind 

regulation in Nigeria in the banking business, reduced during the SAP period. Dabo (2012) 

points out that the SAP was a reform designed in such a way towards increasing operational 

and financial efficiency of commercial banks as well as to strengthen public sector participation 

and the regulatory supervisory framework by increasing the management and competition of 

banks. He adds that this strategy was achieved by granting more licences for more banks to 

operate together with the issuing of treasury certificates, and this geared them towards boosting 

market forces.  Thus, the economy, during and after the period of SAP, became market driven 

so that the decisions whether a bank should fail or not were determined by the market while 

the government focused more on protecting depositors (Uche, 2000; Ezeoha, 2011).  

 Bearing this in mind, the factors influencing the decisions to merge, and the merged banks’ 

performance will vary depending on whether the decision of the merger was prompted by 

regulation or market forces (Ezeoha, 2011). In the case of Nigeria, the consolidation process 

of banks was influenced by regulation and has its implication, as it was recorded, to be the 

highest convergence that ever happened in the history of the banking industry in Africa after 

SAP (Ezeoha, 2007, p. 172). The consolidation process is meant to position banks proactively, 

be an effective catalyst for economic development of the country (Ezeoha, 2007), and improve 

the corporate governance of banks at the same period (Soludo, 2004).   

The former CBN governor, Sanusi Lamido in an interview emphasized one of the major 

implications of the consolidation process. He stated that, ‘the very large banks seem to put their 

money in government securities and lend to large multinational corporations while the 

microfinance banks often don't have enough capital to lend to SMEs; so we've got this big 

middle that is underbanked’ (Sanusi, 2013). He argues that there should be structure and 
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amendments by the Apex Bank to allow for the banking system that can serve the SMEs, which 

are the major economic sector providing employment for more than 50% of the population of 

the country. He suggests the creation of regional smaller and medium-sized commercial banks 

and institutions to cater for this important economic sector.  

 

On the other hand, it has been observed that banks under the consolidation strategy appeared 

sound from outside but accumulated huge debt when investigated from the inside as shown 

from the massive failure of eight banks in Nigeria (Agbonkpolor, 2010).  Thus, Ezeoha (2007) 

states that, ‘special case against regulation-induced consolidation is that, given its nature, it 

may not be capable of ensuring automatic realization of benefits of business combination such 

as better performance, improve operational efficiency, enhanced asset quality, and system 

stability.’   He explains that the financial sector generally in Nigeria is inefficient owing to the 

incompetence of the regulatory bodies to establish adequate and suitable control and 

supervisory mechanisms (Ezeoha, 2007, p. 8). For instance, Ezeoha (2011) from his analysis 

in determining the factors affecting the asset quality of banks in Nigeria, using 19 publicly 

quoted consolidated banks from 2004 to 2009 shows an average operating efficiency of 38.3 

percent measured as the ratio of interest paid (expenses) to interest received (income). 

According to the Central Bank of Nigeria (2009), this average figure implies that the banks did 

not make optimal utilization of the consolidation benefit of a large asset capacity. The weak 

performance of the banks was suggested to be linked to a high unsustainable rate of lending, 

low return on asset and weak operating efficiency (Ezeoha, 2011).  For example, the study by 

Lotto (2019), evidenced that the level of risk a bank is being exposed to, is influenced by the 

asset quality of the bank; and at such, proper management of credit risks in bank would enhance 

the efficiency of the bank. With these varying views, there is a need to examine the bank 

regulatory framework which affects the efficiency of commercial bank lending to SMEs and 

that best suits the Nigerian business environment.   

 

1.4 Importance of the Study Research 

Banks are key players in any country’s financial sector, given that they occupy a delicate 

position in the economic function of any country such that their good or bad performance 

invariably affects the economy of the country (Nyasha and Odhiambo, 2014). Studies on bank 

regulation in Nigeria indicate that the Nigerian banks suffered from inadequate supervisory 

capacity and poor corporate governance which was not properly solved by bank consolidation 

and over reliance on increased capital requirement resulting in bank failures (Agbonkpolor, 
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2010; Ogowewo and Uche, 2006). For instance, Agbonkpolor (2010) from his investigation 

finds that problems such as credit risk resulting from unsecured loans is a reflection of poor 

risk management and implementation which is not properly addressed in the corporate 

governance, a regulatory aspect of pillar two of Basel II of the current bank framework. Thus 

individuals and firms who have their finance in weak banks move their funds to stronger banks. 

This prompts the banks to assess and restructure their operational activities and balance sheets 

in order to improve their efficiency (Demirguc-kunt et al., 2006). 

On one hand from the finance-led (supply) view, an efficient banking sector plays an important 

role by stimulating and responding to entrepreneurial innovation through funding entrepreneurs 

who have the best innovative and investment possibilities of implementing their innovative 

products and processes (Nyasha and Odhiambo, 2014; Mckinnon, 1977; Schumpter, 1911).  

While the growth-led (demand) view, shows that the growth of the economy leads to more 

creation of financial institutions to provide more financial supply and liability intermediary 

services ahead of demand for them (Robinson, 1952).  

Thus, linking both views, the positive impact of the supply view by creation of a finance 

institution for mobilising capital and allocating to a high productive and demanding sector of 

the economy for projects leads to economic growth (Patrick, 1966). In Nigeria, the most 

productive sector of the economy is agriculture contributing to about 64.1% and 42% GDP in 

1960 and 2008 respectively (CBN, 2008). Industry wise, SMEs contribute to about 70% of 

employment and about 15% of manufacturing industry output (Sanusi, 2013; CBN, 2008). 

However, with this major populace of the economy (SME) which contributes most to 

agriculture, manufacturing and employment out of estimated 211 million people living in 

Nigeria (GEM, 2019), there is a gap in providing financial services between the SMEs and the 

commercial banks in Nigeria (Sanusi, 2013; Agbonkpolor, 2010). 

Though there is growing empirical evidence documenting the relationship between bank 

regulation, supervision and efficiency in developed countries (Ayadi et al; 2016; Lee, and Lu, 

2015; Barth et al., 2013; Chortareas et al., 2012), there is little (Triki et al., 2017; Naceur and 

Omran, 2011; Kablan, 2010) on groups of developing countries. While there are very few on 

single countries focusing on bank efficiency but of the previous bank reforms in Nigeria 

(Hesse, 2007; Beck et al., 2005).  This study therefore fills the gaps by examining the current 

bank regulatory frameworks practiced in commercial banks and the operational efficiency of 

commercial bank lending to SMEs in Nigeria. It also extends into examining the different 
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aspects of bank regulations that affect the efficiency of bank lending to the SME specific to the 

institutional environment in Nigeria.  

1.5 Research Aim and Objectives 

The aim of the study is to examine the bank regulatory framework of commercial banks 

which influences lending to SMEs in Nigeria, and its impact on bank operational efficiency.  

To achieve this aim, the study has the following objectives:  

• To identify the main regulatory factors that influence operational efficiency of commercial 

bank lending to SMEs in Nigeria from bank and SMEs’ perspectives. 

• To determine the extent of the impact of the main bank regulatory factors influencing bank 

lending to SMEs on operational efficiency. 

• To investigate the implementations of the existing bank regulatory framework with its 

extensions to the Basel accord relating to commercial lending to SMEs in Nigeria. 

• To determine the level of efficiency of commercial bank lending to SMEs in Nigeria. 

 

1.6 Research Questions 

The research questions are: 

i. What are the determining bank regulatory factors influencing operational efficiency 

of commercial bank lending to SMEs from bank and SME perspectives?  

ii. To what extent of impact do the bank regulatory factors relating to lending to SMEs 

influence the operational efficiency of commercial banks? 

iii. What are the implementations of the bank regulatory operations with extensions to 

the Basel framework relating to commercial lending to SMEs in Nigeria? 

iv. To what level are the commercial banks in Nigeria efficient in lending to SMEs? 

1.7 Structure of Thesis 

The first chapter introduces the thesis, the background of the study, the research problem and 

rationale of the study. It highlights the research questions, aim and objectives to be achieved 

as well as giving the direction of the work through the structures of the study that were briefly 

highlighted. 

Chapter two and three presents the literature review elaborating the theoretical positioning of 

the study and previous studies relating this to the commercial bank regulatory framework, SME 

lending and impact on bank operational efficiency in Nigeria. Chapter four provides the 

detailed methodology utilised to achieve the research objectives. This includes the philosophy, 

research design, data collection procedure, sample size and analysis techniques.  
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In chapter five, the analysis of the data obtained from the two sets of surveys from commercial 

banks and the SMEs with discussion of the study findings are presented. The study utilised 

descriptive analysis, chi square tests and logistic regression considering the nature, type of data, 

level of measurement and its operationalisation for the closed ended data of the survey which 

were quantified; and trend analysis was employed for the secondary data. While the open -

ended data part were analysed thematically. The data analyses were carried out in a manner to 

achieve the study research questions and in line with related studies. Chapter five also discusses 

the results of the primary and secondary data analysis obtained, in light of the literature 

considering the research questions. It elaborates on the findings by triangulation method in 

integrating the findings of the closed ended data and the qualitative open -ended data of the 

survey as well as the quantitative financial data of the secondary data in determining the level 

of the efficiency of lending by the commercial banks to the SME.  

 

Chapter six is the conclusion chapter which comprises the implication of the study in terms of 

the policy and theoretical standings, research contribution, future recommendation, conclusion 

summarising the work considering the aim and objectives of the work as well as the 

researcher’s reflection of her PhD journey. 

1.8 Summary 

Chapter one has provided the introduction, background and rationale of the study. It also 

indicated the research problem and statement, together with the importance of the study, and 

outlines the research aim and objectives, research questions and structure of the work which 

gives the direction of the thesis. An overview of the commercial banks and its lending to the 

SMEs as well as the banking reforms undergone till present in Nigeria were highlighted. As 

this research aims to investigate the regulatory framework of Commercial Banks and its 

operational efficiency in lending to SMEs in Nigeria, the next two chapters provides the 

literature review on commercial bank reforms, Basel Accords, their implementation, and 

efficiency of commercial bank lending to the SMEs and second chapter on the theoretical 

positioning of the study and a review on the bank regulatory factors relating to lending to the 

SMEs from the perspectives of the banks and the SMEs  that  influence bank operational 

efficiency. 



 

16 
 

PUBLIC / CYHOEDDUS 

CHAPTER TWO  

LITERATURE REVIEW I: COMMERCIAL BANK REFORMS, 

IMPLEMENTATIONS AND EFFICIENCY OF BANK LENDING TO SMEs 

 

 

 

 

 

 

 

 

 

 

 

2.1. Introduction 

The banking industry has witnessed a quite number of reforms aimed at making Nigerian banks 

among the strongest banks in the world. The main bank reforms include bank ordinance of 

1952, Structural Adjustment Programme in 1986, universal banking of 2001, and bank 

consolidation in 2004. However due to the financial crisis that distorted the credit market, the 

Basel regulation was introduced. This chapter examines the implementation of the bank 

regulations which are practiced in Nigeria with extension to the Basel accord and the impact 

on the lending efficiency of commercial banks. The trends in bank lending reflect the 

conservative behaviour of the bank during the post consolidation period. How the Nigerian 

banking industry has performed in lending to the SMEs was compared with the performance 

of banks in some other developing countries to see whether the aim of these reform is achieved 

or not. The bank reforms which have taken place since the inception of bank regulation with 

its historical timelines are illustrated in figure 2.1 below.  

 

 Chapter Two entails: 

• the literature reviews I on commercial bank reforms and historical 

issues in Nigeria 

• the impact of the 2008 Global Financial crisis and regulations on 

Commercial bank lending 

• the overview of Basel Accords and SME lending  

• brief outline of institutional and legal structures of bank regulation 

• the financial Inclusion and Efficiency of Commercial Bank Lending to 

the SMEs 

• highlights of commercial bank lending in other emerging and 

developed countries 
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Figure 2.1: Nigeria Commercial Banks Reforms & Timeline 

 

2.2 Major Banking Reforms (1829-2004) 

2.2.1 Banking Ordinance of 1952 

The Nigerian Banking Ordinance of 1952 was the first banking regulation which resulted into 

the establishment of the Apex bank, Central Bank of Nigeria (CBN) in 1959 (Hesse, 2007; 

Beck et al., 2005).  The Banking ordinance enacted in 1952 was a summary of the 

recommendations put together by G.D Paton who was an official of the Bank of England.  He 

was appointed by the Nigerian government in 1948 to investigate the banking business and 

failures of the indigenous banks in Nigeria and submit a recommendation report on how banks 

should be regulated (Ajibo, 2015; Uche, 2005; Nwankwo, 1990). The 1952 Banking Ordinance 

which defined banking as the business of receiving money from the public on current account, 

which is to be repayable on demand by cheque and on making advances to customers, indicated 

specific requirements for banks and procedures to obtaining a licence to function as a bank; 

and acted as the supervisory role to examine banks periodically to ensure that they comply with 

the provisions of the regulation (Paseda, 2020). 

Ajibo (2015) and Uche (2005) note that the CBN banking Act of 1958 was created to strengthen 

the regulatory structure of banks leading to the full operation of the CBN in July 1, 1959; and 

to boost the confidence of the public in addition (Dogarawa, 2011). For instance, Uche (2005) 

shows that prior to the introduction of banking regulation, many indigenous bank failures were 
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witnessed partly due to the unethical practices of the banks such as bank directors collecting 

unsecured loans, embezzlement, mismanagement, and accounting incompetence.   

 

However, the banking ordinance triggered the collapse of more banks as the indigenous banks 

were given a maximum period of three years to meet up with the requirements stated in the 

banking ordinance or exit from the banking business (Uche, 2000); while the foreign banks 

could access finance from their headquarters and the capital market should they be in need 

(Paseda, 2020). In addition, the regulation gave rise to a run on the banks by depositors to 

withdraw their deposits. There was no insurance scheme to protect depositors as they feared 

the banks may face liquidation (Uche, 2000). Moreso, the single obligor limit which could have 

been specified in real terms such as relating to some bank specific risk measure that can absorb 

losses was in absolute terms instead; coupled with the fact that some banks kept some funds 

which remained inactive to maintain their liquidity as there was no opportunity for investing 

them, was an economic loss; all attributes to defects in the bank regulation itself and eventually 

bank failures (Paseda, 2020).   For example, Uche (2005) recorded that sixteen banks failed 

out of twenty-four indigenous banks in 1954. While bank failure was attributed to partly 

inadequate time to meet up with the newly introduced bank regulation and to unethical 

involvement of the banks according to Uche (2005, 2000); other literature such as Ajibo (2015), 

Dogarawa (2011) and Eke (2003) attribute it more to reckless and unethical engagement of the 

banks.  

Between 1972 and 1980, the Indigenous Enterprises Promotion Decrees developed a policy 

requiring the government to have a significant portion of ownership of the economy (Ajibo, 

2015; Uche, 2005). This led the government to own sixty percent of the equity of the 

nationalized foreign banks functioning in the country namely - Union Bank, First Bank and 

United Bank of Africa (Uche, 2005). The federal and state government of Nigeria at this period 

fully owns the banks, which dominated the banking industry until 1979 (Dogarawa, 2011). 

According to Uche (2000), ownership of the banks by the government was important at this 

time in order to prevent foreign domination of banks since they are a very important sector of 

the economy. 

 

However, in 1970, the first banking regulation became associated with many control measures 

such as entry restriction, foreign-owned banks being nationalized, interest rate ceiling and 

deposit rate floor due to government high involvement (Hesse, 2007). This led to the banks 

remaining static with 12 merchant banks and 29 commercial banks functioning in the banking 
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sector (Hesse, 2007; Beck et al., 2005). Moreover, Uche (2000) records that due to the high 

involvement of the government in the banking sector, conflict of interest occurs. He explains 

that this conflict-of-interest surfaces in the decision making of banks as banks could not 

effectively and independently challenge any action of the government that could be detrimental 

to the banking sector. He further notes that some of the banking crisis experienced in the 

Nigerian banking sector was due to government indiscipline in its fiscal expenditure. 

 

2.2.2 Structural Adjustment Programme (1986) 

The second phase of banking reform began in 1986, which was the implementation of the 

structural adjustment programme (SAP), also in literatures (Ajibo, 2015; Dogarawa, 2011). 

Uche (2000) remarked that SAP was introduced in the general Ibrahim Babaginda 

administration as one of the steps towards reviving the private enterprise sector and to facilitate 

viability in the balance of payments by relaxing regulation, liberalising and removing price 

distortions. Ajibo (2015) adds that SAP was initiated as a condition agreed to be able to lend 

money to the Nigerian government given by the International Monetary Fund (IMF). 

This period was characterised with financial deregulation and trade liberalisation, loosened 

entry restrictions and removal of interest rate control measures leading to a rapid increase in 

the number of banks from a total of 40 commercial and merchant banks in 1981 to 120 banks 

in 1992 (Hesse, 2007; Beck et al, 2005). While Hesse (2007) argues that one of the reasons for 

the sharp increase in the number of banks was the overvaluation of the domestic currency as 

perceived from the parallel exchange rate period whereby banks took advantage of the 

opportunity to quickly make profits.  Uche (2000) points out that most of the banks were mostly 

engaged in buying and selling of foreign currencies. The Nigeria Deposit Insurance 

Corporation (NDIC) was also formed during this period in 1988 to protect depositors from 

banks that failed by offering a deposit insurance scheme to depositors (Dogarawa, 2011; Uche, 

2000). 

However, it was noted that banks with a political relationship did not make use of the 

opportunity in channelling funds to productive investments for effective intermediation but 

rather accessed arbitrages from exchange rate auction and rent activities to gain profits rapidly 

(Hesse, 2007; Beck et al., 2005). This low intermediation of banks to effectively allocate funds 

to productive investments caused them to be exposed to higher risks without taking necessary 

due precautions as competition increased in the financial sector (Dogarawa, 2011; Hesse, 2007; 

Uche, 2000).  
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As a result of low financial intermediation and high fragmentation in the banking sector, some 

prudential guidelines were introduced between 1990 and1991 with the aim to reinforce the 

intermediary role and help sanitise the banking sector (Dogarawa, 2011; Hesse, 2007). Despite 

the efforts to achieve this aim, it yielded unfruitful results as the banking industry witnessed a 

low utilization capacity and general economic recession leading to major loss of fortunes of 

the banks and market shares of banks and other financial bodies within the period of 1993 and 

1998 (Dogarawa, 2011). For instance, Lewis and Stein (1997) showed that 26 banks were stated 

to be in trouble, while another 24 banks were announced insolvent between 1992 and 1993 

from Nigeria Deposit Insurance Corporation reports. The problematic situation led to 

competition in banks and to increase in the cost of funds for borrowers (Dogarawa, 2011).  

 

Dabo (2012) investigated the impact of financial liberalisation which was brought about by 

SAP on the performance of banks in Nigeria using operating efficiency and profitability as 

measures of performance for a period of ten years from 2000 to 2009 (pre and post 

consolidation periods) excluding the year of consolidation, 2005. He observed a significant 

impact on the mean levels of profit and efficiency using statistical charts and claimed that 

liberalisation improved the performance of banks.   

 

However, studies such as Ogowewo and Uche (2006) and Uche (2000) present that the 

strategies used to implement SAP brought about opportunities and risks. Ogowewo and Uche 

(2006) highlight that more banks gained entry during SAP as its benefit. On the contrary, they 

mentioned that the bank regulatory framework capacity to contain and moderate the reform 

changes was not improved and hence more risks were experienced (Ogowewo and Uche, 2006; 

Uche, 2000). For instance, one of the strategies of SAP is the allowing of market forces to 

determine the exchange rate thereby removing government control leading to depreciation of 

the Nigerian currency (Ogowewo.and Uche, 2006). They also added that this improper 

sequencing of the liberalisation policy contributed to the erosion of the capital base of banking 

business as the inflation rate increased sharply during this period.  

 

Furthermore, Hesse (2007) recorded that there was more banking disintermediation during the 

SAP period as new banks connected to the political elites engaged more in rent seeking 

activities and selling of exchange currency rather than effectively carrying out its bank 

intermediary role.Thus Uche (2000) reiterates that the objective of this reform was not fully 

achieved and was followed with unconducive macroeconomic conditions which hindered the 
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progressive operation of banks, hence cannot classify the SAP reform as efficient. He adds that 

banking regulation should keep pace with developments in technology and government should 

ensure a conducive macroeconomic environment for banks to operate in.  

 

2.2.3 Universal Banking Era (2001) 

The third phase of bank regulation in Nigeria began with the return of civilian democracy in 

1999 followed with the return of liberalisation (Ojukwu-Ogba, 2017; Dogarawa, 2011; Hesse, 

2007). The banking sector witnessed an increase in the total of deposits and assets with 89 

operating banks between the 1999 and 2004 (Oboh, 2014; Hesse, 2007). Within this period, a 

new banking reform called universal banking (UB) was introduced in 2001 (Oboh, 2014; CBN, 

2010). This is a system of banking whereby banks in Nigeria are given uniform license to 

provide a wide range of non-bank financial services, wholesale and retail businesses, and 

operate a wide network of branches, to participate directly in the corporate governance of 

companies that depend on them as a securities undertaker or sources of funding (Oboh, 2014; 

CBN, 2010).  In other words, the banks are allowed to carry out capital and money market 

activities depending on the operational preference of the individual bank (CBN, 2010). With 

the introduction of the universal banking system in 2001, the commercial and merchant banks 

developed into money deposit banks (Osuoagwu et al., 2018; CBN 2010; Adenuga and Apkan, 

2007). The redefining of the new banking model resulted in the raising of the minimum capital 

base to equal the asset base for both merchant and commercial banks without any 

differentiation (Dogara, 2011; CBN, 2010).  According to Oboh (2014), this system of banking 

was aimed to strengthen financial intermediation and allow an even ground for all banks.  

 

However, Ojukwu-Ogba (2017) points out that effective legislative enforcement of existing 

bank regulation should be enforced rather than the quick shifting from one bank regulatory 

system to another creating policy inconsistency which causes uncertainty and confusion for 

banks as in the case of SAP to universal banking. In the study of the impact of the banks’ 

financial reforms on performance and efficiency of banks between 1995 and 2004 in Nigeria 

using a regression method, Olajide et al. (2011) used the net interest margin as an indicator 

measure for efficiency and return to asset as an indicator for profitability performance. They 

found out that bank specific factors have a positive significant impact on efficiency and 

profitability of banks while industry structure does not contribute to the efficiency and 

profitability of banks. They also pointed out that the quick shift of from one bank reform to 

another terminating the former creates instability in the operating environment of banks. They 
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conclude that the impact of bank reforms on performance of banks yields mixed results. 

However, their sample study utilised data from one year, 1995 which did not effectively capture 

the period of financial liberalisation reform that started from 1986. 

 

Towards the end of March 2004, an assessment carried on the 89 remaining banks in Nigeria 

by the regulatory body show that 62 banks out of the total were classified as sound, 11 were 

unsound, 14 were marginal and 2 were without return (Soludo, 2004).  It was recorded that the 

unsound and marginal banks suffered from the problem of non-profiting operations, poor 

quality of assets, weak capital base, weak corporate governance, incessant illiquidity, insider 

default, over reliance on deposit and insolvency issues (Dogarawa, 2011; Soludo, 2004). 

Furthermore, Soludo (2004) notes that the cost of intermediation increased, and banks 

experienced unexpected pressures, which influenced the banks to engage in hasty risky 

practices. He explains that the top banks invested largely in hardware and software and have 

costly headquarters with branches concentrated in few commercial locations accumulating 

huge operations and large fixed cost. Thus, the need to solve the unwelcoming challenges 

hindering efficient intermediation of banks led to the next and fourth bank reform. 

 

2.2.4 Bank Consolidation (2004) 

This is the present bank reform that evolved through merger and acquisition (M&A) initiated 

by Charles Soludo, former CBN governor in 2004 (Ajibo, 2015; Oboh, 2014). The basic feature 

of this policy was the increment of the minimum capital of banks to 25 billion naira (~£44,000) 

before the end of December 2005 (Oboh, 2014). This reform is also called capital regulation 

with the objective of consolidating banks into fewer but larger and stronger banks (Ajibo, 

2015). Consolidation of banks is aimed at achieving a stronger bank in order to restore public 

confidence, enhance bank efficiency and performance, size, and development as well as to 

promote diversification and productivity, global participation and encourage development of 

technology (Ajibo, 2015; Dogarawa, 2011; Hesse, 2007; Soludo, 2004). For instance, Hesse 

(2007) in her examination of bank’s intermediation efficiency notes that bank consolidation in 

Nigeria is intended to enable the materialisation of economies of scale, achieve more stability 

in the banking sector and facilitate the creation of new product development thereby increasing 

its financial intermediation efficiency. The number of banks which were 89 previously, reduced 

to 24 banks by the end of 2005 as they merged while the licenses of banks that could not meet 

up with the deadline were handed over to the regulatory bodies and revoked by CBN during 
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the consolidation process (Dogarawa, 2011; CBN, 2010). It further reduced to 24 banks in 2007 

from the merging of IBTC and Stanbic Bank (CBN, 2010). 

 

Soludo (2007) claims that the present banking regulations improved the efficiency of banks in 

their intermediary role, and he observed this improvement by the increase of the ratio of money 

in the banks which surpassed the currency outside banks. This improvement is also evidenced 

in CBN (2010) in which it was recorded that the consolidation of banks brought about an 

increase of credit to the private sector for investment from 26.6% in 2004 to 30.8% in 2005, 

reduction of prime lending and great dilution of ownership of banks which reduced corporate 

governance abuse and insider abuse.  They also show that public confidence was boosted as 

shown by the increase of total deposits which doubled in 2006 from 24% in 2004 and increased 

the number of bank account holders.   

 

However, the implementation of bank consolidation in Nigerian banks also posed some 

challenges. For instance, Ogowewo and Uche (2006) document that the consolidation of 

Nigerian banks was not strategically carried out which should have increased value. Rather, it 

was forced on banks under regulatory pressure with a side intention to boost banks’ balance 

consolidation sheets. They add that the forced consolidation policy is prone to increased risks 

such as corporate governance risks in terms of the different corporate culture of merged entities 

and operational inefficiencies. They explained that since banks were preparing for 

consolidation by increasing their capital base earlier on before the announcement, the Central 

Bank of Nigeria need not use pressure. They finally add without the regulatory pressure, 

strategic bank consolidation could still be achieved which should have been the proper 

sequencing of policy, thus, making consolidation successful with less risks.  

 

 On one hand, literature studies such as Ezeoha (2007), reports that the positive impact of bank 

consolidation cannot be said to have been realised until the government addresses the weak 

state of infrastructures and fragile state of the economic environment. He also emphasizes that 

the aim of consolidation cannot be fully realised until the CBN handles the reform exercise 

consistently adapting it to the structural differences specific to banks in Nigeria as a developing 

economy. On the other hand, Ezeoha (2011) argues that bank reforms influenced by regulation 

pressure focus more on distress resolution plans and maintenance of stability more which keeps 

the economy stagnant, rather than ensuring that the objectives of consolidation are achieved. 

He explains that one of the supporting arguments for consolidation in Nigeria is based on 
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economies of scale and corporate governance.  That is to reduce insider lending abuse based 

on the corporate governance argument and reduce unnecessary office structures and software, 

cost of funding and running banks based on economies of scale (Ezeoha, 2011). While it was 

recorded by Anyanwu (2010) that after consolidation, the amount of credit to private sector 

increased to a great extent as a result of the consolidation, ownership structure was diluted 

helping to eliminate the insider abuse problems. For example, there was a 30.8% increase of 

lending to the real sector in 2005 just immediately after the consolidation exercise (Kargbo and 

Adamu, 2009). However, it was indicated that the more the banks were capitalized, the less 

loans they are willing to lend to the SMEs in particular which is the case after consolidation. 

But then global financial crisis sets in 2008 causing the failure of many financial organisations 

with commercial banks in Nigeria not being an exception (Anyanwu, 2010). The bank reforms 

with the major historical issues surrounding each reform period are highlighted in figure 2.2. 
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Figure 2.2 Major Nigeria Bank Reforms & Historical issues 

 

2.3 The Impact of the 2008 Global Financial Crisis on Nigerian Banking Sector and 

SMEs 

The financial crunch of 2008 caused the gains made by the commercial banks in Nigeria during 

the consolidation period to dematerialise as some banks were exposed to the country’s capital 

market through trading with the Nigerian stock exchange market being hit seriously clearing 

up to sixty percent of its worth in value within a night (Paseda, 2020; Anyanwu, 2010). This 
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led to a heavy liquidity issue due to their major exposure to capital market which accounts to 

debt of about 3.6 billion pounds as at the end of December in 2008 which represents twelve 

percent of the total credit accumulation in the banking industry (Anyanwu, 2010). While some 

other banks were affected by their exposure to the volatility of rising and fluctuating prices of 

oil as they depended heavily on the oil and gas sector (Sanusi, 2013; Agbonkpolor, 2010). 

 

As a result of these misfortune that befell on banks as they struggled to survive, the CBN 

governor, Sanusi Lamido in 2009 had to sack the five bank top managers of the commercial 

banks involved after a thorough audit and investigation showed that the managers played major 

roles and 16 officials were charged with criminal offences  such as giving loan to fake firms, 

lending to firms that they have personal interest with, corporate fraud, and were dealt by the 

Economic and Financial Crimes Commission (EFCC) in Nigeria, as well as the CBN injecting 

a great sum of 620 billion Naira into the commercial banks affected to avoid systemic crisis of 

the banks in Nigeria; while arrangement was made with the newly established AMCON for the 

purpose to help recover all the non -performing loans by buying up the toxic assets which 

helped to free up the balance sheets of the affected banks making it easier to be able to lend 

again to the real sector (Ojukwu-Ogba, 2017).  

 

Furthermore, the CBN made invitations to new investors to take over some of the liabilities 

and assets of the affected banks and new ownership were given for these banks while some 

existing banks acquired other failed banks, and the number of commercial banks came to 24 

by December 2013 (Sanusi, 2013).The Nigerian financial system during this global financial 

crisis was dominated by the banking sector which is made up of about 90% of the assets and 

65% of the Nigerian Stock Exchange’ market capitalization (Soludo, 2009); and the Nigerian 

banking sector assumed the role of the major financier for the Nigerian oil and gas industry 

(Sadiq, Fatima, Bukonla, & Mobolaji, 2018). This role by the Nigerian banks for the oil and 

gas sector has remained since 2008 (Sadiq, Fatima, Bukonla, & Mobolaji, 2018; Sanusi, 2010) 

as the economy is also sole dependent on oil and gas (Index Mundi, 2020). The Nigerian 

bankers committee created the SMEEIS (Small and Medium Enterprises Equity Investment 

Scheme) in 2001, in which 10% of the profit after tax of banks is set aside in this scheme by 

banks to finance the SMEs (Oloye, Obadiaru and Bamigbola, 2015).  

 

However, there was tightening of the liquidity in the Nigerian banking system during the global 

financial crisis brought about by the lower monetization of oil earnings and the net forex 
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outflows as Nigeria was an oil-dependent economy (Ibrahim and Ifenyinwa, 2020). More so, 

the lines of foreign credits being enjoyed by Nigeria were called in. Thus, there was depression 

of the capital market and a drop in the quality of part of the credit being provided by the banks 

in the capital markets, as loans were not fully serviced or repaid (Oloye, Obadiaru and 

Bamigbola, 2015). Hence, this experience resulted into measure that lingers on even after the 

global recession, in which the commercial banks in Nigeria exhibit stern concern for their 

liquidity and capital adequacy when lending (Oyebowale, 2020). Thus, resulting into a high 

rate of loan declining from the SMEs by these banks and it gets worsened as the business firms 

gets smaller in size (Ghulam and Iyofor, 2017).  

 

Though, Dabo (2012) believes that the structural adjustment programme in Nigeria improved 

the efficiency of bank between 2000 to 2009, the reality for the Nigerian banks following the 

global recession include greater loan-loss provision as a result of the exposure of the capital 

market and the economic growth decline (Oloye, Obadiaru and Bamigbola, 2015). There was 

a push up of the domestic interest rate and potential foreign exchange rate which could result 

in systematic threat, and a slower growth rate of banks’ balance sheet with higher provisioning, 

leading to lower profitability (Oloye, Obadiaru and Bamigbola, 2015). The resultant effect on 

the SME lending was the creation of unfavourable condition, which negatively affects the SME 

lending which includes high collateral (Obaji and Olugu, 2014).  

   

Moreover, Ifeakachukwu and Oseni (2013) raised the question on the possibility of SMEs not 

putting into an effective use of the loan obtained in enhancing their production capacities in 

such a manner that benefits the Nigerian economy. This brings the concern of the bank not 

providing the necessary monitoring through relationship with the SMEs.  It is not surprising 

when the study by Yilmaz (2017) observes that the relationship created by the SMEs with 

banks influences the interest rate on their loans as long-term mutual relationship with bank 

could reduce subsequent charges on cost of loan by the lender. Meanwhile, interest rate on the 

credit loan is the most challenging factor for SME lending by the financial institution (Giang 

et al., 2019). This in fact might be the reason the relationship lending is mostly used as the 

alternative to the financial statement-based lending for SME lending since the financial 

statement-based lending is difficult to apply in granting credits to the SME as a result of the 

lack of their capacity for auditing and the adoption of accounting standards (Comeig et al., 

2015; Berger and Udell, 2006; Frame et al., 2001).  
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The recapitalisation of the Nigerian banks which was aimed at improving the performance of 

the banks, seems not to improve the Nigerian economy as a whole, in that the reform did not 

fully absorb the impact of the global recession on the Nigerian banking sector but created fresh 

challenges for the SMEs in securing loans (Clementina and Isu, 2014). For instance, the 

recapitalisation policy created few banks with large capital base (Kenn-Ndubuisi and Akani, 

2015). In the same line, the study by Ikpefan et al. (2014) observe that the SMEs are suffering 

a great neglect in lending by the emerging mega banks, as many of the banks are more focused 

on competitions and affording a weak balance sheet.       

  

2.4 The Basel Accords  

For the important role banks play in the growth of an economy as well as its risky nature to fall 

into crisis, the Basel Committee on Banking Supervision (BCBS) was formed to help regulate 

and supervise the capital requirements of banks to prevent bank crises and facilitate the 

performance of banks (Basel Committee, 2013; Fadun, 2013). The Basel Committee on 

Banking Supervision consist of ten Central bank governors of G10 countries. It was established 

in 1974 after the collapse of Franklin National Bank in the US and Bankhaus Hersatt in West 

Germany (Basel Committee on Banking Supervision, 2013). The group aim at improving the 

quality of supervision of banks globally by enhancing the banking mechanisms including 

capital adequacy of banks to minimise operational and other financial risks (Basel Committee, 

2013). Presently, many international banks in various countries now practice the Basel 

framework which was intended for the active and international banks in G10 countries (Istiaq, 

2015; Al- Tamimi, 2008).  Due to the improved flexibility of the Basel Accord principles, it 

can be adapted to suit individual country setting and applied to other countries including 

developing countries (CBN, 2014). 

Presently, the banking regulation in Nigeria has begun to adopt the Basel Accord framework 

for commercial banks in Nigeria implemented in 2014 (CBN, 2014). Despite the scenario of 

the past bank failures in positioning the new regulatory framework towards maintaining 

stability in the banking industry as suggested by regulators and apex bank on one hand; whether 

the newly adopted framework will improve the efficiency of commercial bank lending in 

Nigeria on the other hand has not been ascertained. The Basel framework is further detailed iin 

the subsequent segment to have a clearer understanding of its possible implications.  

The leadership of the Nigerian banking system by the governors of CBN (from 1999 to 2004, 

and from 2009 to 2014) have had careers in the management of internationally active Nigerian 
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banks, in which the experience has exposed the leadership to the awareness of the implications 

of adopting the Basel framework, and the international expansion opportunity such framework 

could bring to the Nigerian banking sector (Dafe, 2020). However, the adoption of the Basel II 

and Base III regulatory framework by the Nigerian banking system is not for the benefit of the 

SMEs but for an impressive outlook in an international arena (Dafe, 2020). In the same manner, 

Nwosu and Ochu (2017) argue that the lack of an enabling regulatory framework in the 

Nigerian banking system has hindered the financial intervention for SMEs. Consequently, the 

Basel regulatory framework might be unnecessary in the Nigerian banking sector (Dafe, 2020).   

 

2.4.1 Basel I 

In 1988, the first Basel accord known as the Basel I was introduced with the primary aim of 

creating some level of stability and solvency for international banking by ensuring that banks 

converge to the international supervisory principle pertaining minimum capital adequacy for 

international business (Schwerter, 2011; Lastra, 2004). Basel I focused mostly on credit risk 

with a limited risk sensitivity of the overall banking activity (Fadun, 2013). 

However, the Basel I was criticized for its insufficiency, as it did not incorporate other risks 

that bank encounters in its operations such as operational risk, market risk, liquidity risk and 

interest rate risk (Alexander, 2014; Al-Tamimi, 2008; Lastra, 2004). This is also observed in 

Fadun (2013) as he records the inability of Basel I to incorporate all the multiple risks faced by 

the banks. Alexander (2014) documents that Basel I was only able to take into account credit 

risk without accounting for other risks in the calculation of capital requirement ratio. Thus, 

Basel I was observed to have loopholes, national discretions causing banks to take riskier loans 

at short time and transferring less risky assets off balance sheet (Goodhart, 2011). These 

limitations caused Basel to be revised and replaced as Basel II below. 

 

2.4.2 Basel II 

Basel II was introduced in 2004 to fill the gaps of the previous accord by ensuring that the 

capital requirements of banks including its lending and capital allocation are risk sensitive 

(Jayadev, 2013; Lastra, 2004). Basel II is aimed at ensuring an equal playing field for 

international and cross border banking (Lastra, 2004). It is encapsulated in three pillars namely- 

minimum capital requirements, supervisory process, and market discipline (Alexander, 2014; 

Basel Committee, 2013). The three pillars are constructed in such a way to supplement each 
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other and motivate the banks towards enhancing their ways of measuring their risks and 

managing them (Alexander, 2014).  

Alexandra (2014) records that Pillar 1 is the only quantitative in application and entails the 

calculation of minimum capital requirement and remained unchanged as it was in Basel I 

except for the inclusion of operational risk as it shows to be the principal risk usually faced by 

banks. He also noted that the feature of Basel I which illustrates ‘one size fits all’, is no longer 

used for assessing capital charges, but rather it is evaluated on individual bank basis. He further 

explained the calculation of the minimum capital requirement for the three main risks under 

Basel II framework.   

Pillar II (supervisory process) sets forth principles of supervisory review that authorise 

regulators to require banks to comply with broad principles of corporate governance and to 

adopt an internal capital adequacy assessment process (ICAAP) designed to enhance risk 

measurement and management (Alexander, 2014; Lastra, 2004). It ensures an efficient 

supervision and review of the capital adequacy process and a robust internal risk management 

procedure of banks (Fadun, 2013). 

 

While pillar III which is market discipline requires banks to be more transparent in their public 

disclosure to the market as this will enable creditors and shareholders to monitor effectively 

the management of the bank the more so as to ensure the safety of the bank as well as its 

prospects in the future (Alexander, 2014; Fadun, 2013). The primary aim of this third pillar is 

to encourage market discipline with regulatory bodies, banks, and customers by establishing a 

set of disclosures requirements for banks to disclose information on processes of capital, risk 

exposure and assessment (Alexander, 2014; Basel Committee, 2006). Pillar III ensures that the 

risk of banks are monitored by official authorities and independent audit organisations. It also 

sees that structures are put in place for reporting and disclosing regulatory information 

maintaining transparency (Fadun, 2013). For instance, on every half year, it is required of banks 

to disclose high quality information, and then every other quantitative information including 

capital on every quarterly interval of the year (Basel Committee, 2006). The disclosure of bank 

about their activities regarding corporate social responsibilities (CSR) would create a good 

corporate image as to their commitment to impact and improve people’s lives in the society 

(Ajide and Aderemi, 2014). Thus, the study by Aifuwa et al. (2019) found that bank’s 

disclosure positively influences the lending decision but not necessarily to a very significant 



 

31 
 

PUBLIC / CYHOEDDUS 

level.  More so, Dou and Zou (2019) observe that the public disclosure by banks increases the 

public pressure on the banks.   

 

However, Basel II was criticized for its weakness that was reflected in the financial crunch 

experienced in 2008 for its over dependency on rating agencies, and the pro-cyclical effects on 

banks and the economy (Atik, 2011; Lastra, 2004). For instance, Atik (2011) explains how 

Basel II triggers pro-cyclical effects. In his explanation, banks tend to reduce their capital 

reserves as asset value increases when the economy is booming; but when the economy faces 

recession, banks are required to increase their capital to cover the risks they have been exposed 

to. In the process of raising capital early enough, the banks quickly tend to convert their liquid 

asset which are less risky thus creating a negative impression on assets which cause further 

decrease in value of assets (Atik, 2011). For example, in relation to SMEs, the pro-cyclical 

behaviour with bank lending shows that during economic boom, commercial banks lend more 

than during economic crisis, resulting to a strong indication of credit procyclicality impact on 

bank lending to SMES in South Africa (Akinsola and Ikhide, 2019). Due to the criticism of 

Basel II in the face of 2008 global financial crunch, it was replaced by Basel III and discussed 

next. 

2.4.3 Basel III 

The recent financial crisis of 2007 to 2008 prompted the need to improve the existing 

international bank regulation (Jayadev, 2013). In response to the overcome the weakness of 

Basel II, the Basel committee made some necessary amendments on Basel II now called Basel 

III and was adopted in December 2010 (Basel Committee, 2013). 

Through the new Basel framework, the Committee aims to strengthen the resilience of the 

banking sector and efficiency of banks (Basel Committee, 2013; Jayadev, 2013).  The 

framework reflects the Committee´s efforts to improve the quality of the capital base and raise 

banks´ transparency and disclosure, for enhancing their ability to absorb financial shocks and 

economic stress during crises (Jayadev. 2013; Atik, 2011).  

Basel III revises and improves the three Pillars introduced in Basel II. It considerably 

strengthens Pillar I with several changes in capital requirements; namely, establishing a better 

risk coverage, imposing capital conservation and countercyclical buffers, and establishing 

leverage ratio (See figure 2.3) (Alexandra, 2014; Jayadev, 2013). In other words, Jayadev 

(2013) reports that additional 2.5 percent capital is added to the minimum capital to act as 

cushion buffer which will absorb shock and losses that may arise without underleveraging or 



 

32 
 

PUBLIC / CYHOEDDUS 

breaching the capital requirement. He adds that that pillar II strengthens the risk management 

of banks as well as the control systems. 

However, Basel III has the implication of increasing cost of capital for banks and inflation in 

the economy at large (Fadun, 2013; Jayadev, 2013). It has been indicated to have negative 

impact on SME lending by making loans expensive to obtain (OECD, 2012). For example, 

Basel III in its attempt to strengthen its risk management framework by inculcating new 

measures such as leverage ratio and liquidity rules may hamper banks’ attitude in lending to 

SMEs and discourage these commercial banks from providing financing options and long-term 

loans to these enterprises (Durst et al., 2021). Furthermore, in the face of the COVID-19 

pandemic, its global effect has been felt on firms of all sizes, and especially to SMEs due to 

their fragile nature, type of industry as well as the country that has witnessed more exposure to 

the effects of the pandemic (Adian et al.,2020; Ciampi et al, 2021). 

                                                                                          

 

Figure 2.3:  Three Pillars Framework of Basel III adopted from Alexander (2014). 

2.5 Basel and SME Lending 

Commercial banks by its nature collects deposits from customers and are quite conservative in 

nature in lending policy especially to the SMEs (Liang et al., 2017).  During recession times, 

the banks tend to tighten capital regulation by imposing sharp credit cost on enterprises and the 
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SMEs happens to be the victims (Liang et al., 2017; Lastra, 2004). The loan officers following 

the conservative behaviour in lending, increase the standard of lending due to the concern of 

high default occurring which causes a decline in the quantity of loans (Berger and Udell, 2006). 

While it is important to have a legal and regulatory framework that is conducive enough to 

support lending to SME in the developing countries, most often they face credit constraint than 

large -scaled firms which affect their business from growing. This is where banks are expected 

to be of great importance in intermediating funds to the demanding sector as banks are the 

dominating financial institution (Berg and Fuchs, 2013). However, SMEs are encountered with 

challenges which could hinder easy access to external credit from commercial banks (Liang et 

al., 2017; OECD, 2006). 

The purpose of the new Basel III is to prevent or mitigate future financial crises.  SMEs depend 

highly on external finance for longevity. Hence, their prosperity could be relatively be 

dependent on financial and economic stability. It is suggested that if Basel III affects business 

lending, it will affect the enterprises in the euro countries more than those in the US, as those 

in the European countries depend more on banks for 74 percent of their external finance 

compared to the enterprises in US whose reliance on banks for external funding are 24 percent 

(OECD, 2012). 

Since the Basel III was not able to address the credit risk associated with each borrower in 

different regions and businesses in its framework which is a fundamental problem with risk –

weighting approach leaving Basel III with the same problem encountered with Basel II which 

is over reliance on bulky supervision (OECD, 2012). Furthermore, Basel III carrying over the 

risk weighting approach from Basel II, retains capital requirements that are risk sensitive and 

this increases the risk premiums that commercial bank charges SMEs.  

The BCBS therefore took consideration and made adjustments on how the regulatory capital 

associated with lending to SMEs should be calculated. This adjustment entails that the retail 

risk rating of seventy five percent can be used for SMEs loan Weight, as far as the portfolio of 

the bank is diverse and the loan by the bank to the borrower (the SME) is less than one million 

euros (OECD, 2012). Basel III regulatory frameworks allow businesses to make use of 

collateral substitutes such as guarantees from government, collateral which can help mitigate 

or reduce the risk weights (OECD, 2012).  

The study by Calice et al. (2012) on Uganda, Kenya, Tanzania and Zambia, all East African 

countries shows that apart from macroeconomic factors, SMEs factors, and business 



 

34 
 

PUBLIC / CYHOEDDUS 

environment, some factors specific to bank, and some areas of prudential regulation influenced 

by Basel accord pose as obstacles which constrains banks from further engaging in lending to 

SMEs.  

In Nigeria, the CBN had a review of the prudential guidelines as a part of the 2010 initiative in 

line with the Basel accord framework to address many aspects of operations of the banks such 

as financing to various different sectors with the different loan peculiarities, in addition to the 

risk management, loan loss provisioning, corporate governance and anti-money laundering 

(CBN, 2010). 

 

2.5 Impact of the Regulatory Reforms on Commercial Bank Lending in Nigeria 

Several financial reforms have been introduced by the CBN following a shift of policy reforms 

from government regulated to market -based model orchestrated by SAP to achieve a robust 

financial system. These shifts in policies were motivated mostly by deregulation of financial 

services, technological motivation, globalisation and international competition (Mamman and 

Aminu, 2013; IMF, 2001). These reforms include the deregulation of the financial sector in 

1986, the 1990 prudential guidelines, 2001 universal banking, and the banking consolidation 

reform in 2004 and few others were all geared towards delivering efficient and effective 

intermediary roles in the transfer of funds to deficient economic units from surplus areas to 

increase liberalisation of the banking business (Oboh, 2014). These forms of regulation have 

influence on the efficiency of bank lending to the small and medium enterprises.  

 

For instance, Dabo (2012) assessed the impact of the liberalisation policy during SAP on the 

performance and operating efficiency of banks in Nigeria. Their sample utilised ten banks for 

a period of ten year between 2000 to 2009, which is post- SAP and post-consolidation period.  

Using the Wilcoxon signed rank test, his result showed that there was an improvement in the 

banks following the liberalisation programme. Similarly, in the investigation of the impact of 

financial liberalisation on performance of banks using data envelopment analysis, Sobodu and 

Akiode (1998), find out that there is an improvement just at the initial stage of the SAP in 1986, 

but a continuous decline afterwards. According to Soludo (2007), there was improved 

intermediation efficiency in the banking sector during the consolidation period. Similarly, CBN 

(2008) documented an increase of efficiency of operations measured by increase of return on 

assets from 3.89 in 2007 to 3.95 percent in 2008 in the banking sector. It is documented in Oke 

and Aluko (2015) in their attempt to evaluate the impact of commercial banks in lending to 

SMEs in Nigeria between a period of 2002 and 2012 with a sample of ten commercial banks 
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employed panel data regression analysis. Their findings depict that commercial bank has 

significant impact on the financing of small and medium scaled- enterprises despite the 

common perception that the commercial banks appear to shy away from lending to small 

businesses. 

However, despite the increase of credit of 2.5 trillion naira, 4.8 trillion naira, and 7.8 trillion 

naira to commercial in 2006, 2007, and 2008 respectively, there had been a sharp decrease of 

supply of credit to the SMEs over the years (Eniola and Entebang, 2015; CBN, 2014).  This is 

evidenced in the statistics of the loans and advances to SMEs by the commercial banks which 

decreased from 48. 8 percent in the year 1992 to 22.2 percent in the year 1994. It marginally 

increased in 1995 and 1996 respectively; and then continued with a sharp decrease in 1997 and 

continued to 0.2 in 2010 (CBN, 2008). 

Furthermore, from the CBN (2014) survey bulletin on small and medium enterprise financing, 

it was observed that there is a decrease of commercial bank loan to SMEs from 41.1 billion 

naira in 2007 which represents 0.85 percent, to 13.5 billion naira in 2008 which represents 0.17 

percent (CBN, 2014). This implies that most of the commercial banks have been adequately 

boosted with capital but are weak in disbursing to small and medium enterprises. In the same 

line, Sanusi (2013) illustrates from the analysis of the annual trend that the share of commercial 

bank credit to small-scale industries experienced a decline from about 7.5 per cent in 2003 to 

less than one percent and 0.14% in 2006 and 2012 respectively. This trend in reduction 

indicates that commercials are reluctant to lend to small and medium scaled enterprises. 

 

In the assessment of the influence of 2004 consolidation bank reform on lending to SMEs in 

Nigeria using a sample of five hundred small-scaled enterprises and chi- square test, Mamman 

and Aminu (2013) found no positive significant impact on the commercial bank lending to 

SMEs. They pointed out that instead of the reform improving bank lending, it initiated 

measures that entails stringent conditions that must be met to be able to grant loans to these 

small-scaled businesses. They further emphasized that the non- stop crisis in the banking 

industry and the 2008 global financial crisis instigated more caution in banks towards 

administering loans to SMEs due to the weak capital base. 

 Furthermore, Omah et al. (2012) investigated the impact of the post consolidation strategy of 

the efficiency of SMEs with a sample of fifty entrepreneurs in Lagos. Their study utilising 

simple mean, coefficient of variation and standard deviation finds out that due to the neo 

reorganisation of banks that happened during consolidation of commercial banks through 
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merger and acquisition, it has rendered a detrimental situation in lending to  small scaled 

enterprises more than their larger counterparts  in that these SMEs do not experience the 

expected better access to finance through banks and have no complete communication and 

understanding with the financial institutions due to their limitation of financial knowledge. 

The essence of the recapitalisation of the Nigerian bank was to create banks with strong capital 

base and increase the capacity of the banks to assume risk and absorb loses. However, Mordi 

et al. (2014) describe that despite the reform in the banking sector of Nigeria, the period of the 

post-consolidation (recapitalisation) shows that the cost of credit remains high for the SMEs 

and the collateral requirements remained strong hindering the access of the SMEs to finance 

from the big banks. Meanwhile, the study by Olaoye, Adedeji, and Agbaje (2018) found that 

the inflation rate has no significant correlation with the interest rate on loans for SMEs, but the 

interest rate on the loans and access to loans for SMEs are dependent on the SMEs.  The rate 

of interest on loans being provided to the SMEs remained a major persistent challenge for the 

SMEs (Nwosu and Ochu, 2017).  

Abdul (2017) examines the impact of capital adequacy variables on performance of banks in 

Nigeria. The variables include owners’ funds, total assets, deposits and loans of customers, and 

advances of eleven international commercial banks that adopts Basel accords and are listed on 

the Nigerian stock exchange dated as at December 2015. He argued that the impact of capital 

adequacy on performance of banks automatically and directly affects the quantity of funds that 

is available for lending. This in turn will affect the degree and level of risk that can be absorbed. 

He indicated that the review of the prudential guidelines introduced in 2010 by CBN was in 

accordance with the Basel framework to address many aspects of operations of the bank which 

includes the nature of different types of loans and the different sector lending. The findings of 

the study suggest that regulators of banks should not only lay emphasis focusing more on 

capital adequacy, but also on market discipline and supervisory review in order to maintain 

financial stability and strength in Nigeria. 

In addition, Fadun (2013) postulates concerns with implementation of Basel II in Nigeria. He 

claims that Basle II will reduce the credit available for loan to small and medium enterprises 

in addition to the cost of the fund. He explained that this is as a result of Basel II accord having 

the tendency of discouraging bank lending to small businesses that are not rated, as unrated 

loans could attract hundred percent risk weighting. 
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While the capital regulation of banks could be described as an effective means of reducing the 

risks in banking operations (Agoraki et al., 2011), the risk conditions of lending to the SMEs 

are not catered for in the regulations for the Nigerian commercial banks. The risks involved in 

banking operations influences the efficiency of banking operations, including lending 

(Maghyereh and Awartani, 2014). For instance, the capital formation regulation for the 

Nigerian commercial banks has limited their lending capacity in the performance of their roles 

as intermediary agencies (Jacob, Ishaya, and Innocent, 2019). To mitigate the risks for the 

commercial banks, there was a change in the regulations of lending to the SMEs in Nigeria, 

which took place in 2005 with the creation of Microfinance banking regulation by the CBN 

(CBN, 2021). In spite of this, access to loans by the SMEs has been restricted because of the 

lack of adequate capital in microfinance banks to fulfil the mandate of loan provision to the 

SMEs (Ogah-Alo, Ikpor, and Eneje, 2019). Moreover, there have been challenges in enforcing 

regulations in Nigerian banking sector. Dafe (2020) describes the conflicting preferences of 

which Basel regulatory frameworks to adopt or enforce by the banks as one challenge that has 

weakened the effective enforcement of the regulations in Nigeria. Thus, the impact of capital 

regulations of banking sector in Nigeria has not yielded a satisfactory result in terms of solving 

the problems in the sector or improving the efficiency of the bank (Ajibo, 2015). 

 

2.6.  Institutional and Legal Structures of Bank Regulation in Nigeria 

The statutory institutional frameworks of bank regulation are the regulatory authorities 

established for effective and efficient supervision of banks as well as to maintain stability in 

the banking sector and financial system (Oboh, 2014). They include the Banks and other 

Financial Institution Act (BOFIA), the Central Bank of Nigeria, Nigeria Deposit Insurance 

Corporation (NDIC), and the Asset management Corporation of Nigeria (AMCON) (Ojukwu-

Ogba, 2017; Oboh, 2014). 

 

Prior to the enactment of the BOFIA in 1991, the regulation and supervision of the financial 

system by the CBN was limited to the banking industry while Other Financial Institutions 

(OFIs) were not supervised at all (Oboh, 2014). As the name implies, The Act authorised the 

CBN to be the principal regulator of banks and other financial institutions in Nigeria (Ojukwu-

Ogba, 2017). The BOFIA, therefore, incorporated OFIs under the regulatory purview of the 

CBN to increase supervision strength (CBN, 2008).  To facilitate coordinated and thorough 

supervision of the whole OFIs sub-sector, the Federal Government in 1997 transferred the 

regulation and supervision of the entire OFIs sector to the CBN while the 1999 amendment to 
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the BOFIA gave the CBN the statutory powers for the licencing, regulation, and supervision 

of the OFIs (Oboh, 2014; CBN, 2008). The OFIs under the regulatory purview of the CBN has 

supervisory and regulatory Responsibilities over Development Finance Institutions (DFIs), 

Finance Companies, Bureaux de Change, Primary Mortgage Institutions and Microfinance 

Banks (Oboh, 2014; CBN, 2008). The Banks and Other Financial Institutions (BOFI) Act 1991 

is the primary statute on the regulation of banks and other financial institutions licensed to 

operate in Nigeria. It came into force on 20 June 1991, repealing the Banking Act 1969 

(Ojukwu-Ogba, 2017).  

 

The Central Bank of Nigeria Act was enacted in 2007 and represents the CBN statutory 

framework of bank regulation in Nigeria (Ojukwu-Ogba, 2017; CBN, 2008). The CBN 

provides regulatory oversight for Deposit Money Banks, and other financial institutions that 

comprises primary mortgage institutions, Bureau De Change, Microfinance Banks, Finance 

Companies, Discount Houses and Development Finance Institutions such that there will be 

stability (Ojukwu-Ogba, 2017). It is in charge of setting the bank reforms operating in the 

country (Oboh, 2014). The CBN is also empowered to act in related matters, and in areas such 

as licensing, supervising, management control, take- over capital setting requirements, offsite 

and on-site investigation, license revocation and total power on banks and other financial 

institutions running in Nigeria (CBN, 2008). However, the CBN is challenged with problems 

such as low capital base of the other financial institutions, unethical and poor corporate 

governance by the operators, insufficient supervisory capacity which includes equipment and 

supervisory resources to meet up large number of institutions being supervised (CBN, 2008). 

 

Following the unprecedented challenges thrown up by deregulation of the country's financial 

sector as part of the structural adjustment programme of the then federal military government 

in 1986, including bank failures, the Nigeria Deposit Insurance Corporation (NDIC) Act 2006 

was created as a measure of protection for the deposits of bank customers. The benefit of 

deposit insurance scheme in an economy of any nation is to provide some level of protection 

for depositors against the failure of their banks and also to sustain financial stability in the 

economy (Blair et al, 2007). The deposit insurance scheme creates an enabling environment 

whereby the manager of the scheme pays to depositors only a statutorily fixed sum, which may 

be a fraction of their deposits, as compensation when their bank faces distress and ultimately 

is liquidated (Ojukwu-Ogba, 2017). The 1988 statute, which established the Nigerian Deposit 

Insurance Corporation (NDIC), was repealed and replaced with the Nigeria Deposit Insurance 
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Corporation Act 2006. The NDIC is the sole agency with the exclusive authority to operate the 

country's deposit insurance scheme both for deposit money banks and other financial 

institutions that are insured as well as jointly supervising the deposit money banks (Ojukwu-

Ogba, 2017; Oboh, 2014; CBN, 2008). According to some theoretical literature such as Kablan 

(2007), deposit insurance schemes are provided with the purpose to avail banks undergoing 

crisis with the required assets to avoid bank overruns. However, with the provision of this 

protection scheme to depositors and creditors, their incentive to effectively monitor the banks 

and institutionalize the government liability is reduced (Beck et al., 2011). Thus, leading to 

banks taking higher risks than required which hampers the performance of banks and its 

stability (Triki et al., 2017). This is evidenced in Ioannidou and Penas (2010) as they observed 

from their empirical result using Bolivia as a case study, that deposit insurance schemes is 

linked with moral hazard. Furthermore, Barth et al. (2004) demonstrate that the generous 

administration of deposit insurance scheme can increase the probability of major bank crisis 

occurring. Whereas Barth et al. (2013) indicate that the effects of deposit insurance scheme on 

banking efficiency is negative.  

 

Next was the introduction of the Asset Management Corporation of Nigeria Act (AMCON Act) 

enacted in response to the developments in the country's financial sector when it became 

apparent that toxic assets were the principal source of illiquidity and failures in banks licensed 

to operate in Nigeria (Ojukwu-Ogba, 2017). According to Ojukwu-Ogba (2017), the Act was 

a novel statute on the management of problematic credit risks in the financial sector in Nigeria 

and was signed into law by the President of Nigeria on 19 July 2010 thus establishing the Asset 

Management Corporation of Nigeria (AMCON).  AMCON is responsible for effectively and 

efficiently managing the resolution of non-performing advances in banks, a challenge that has 

remained intractable for decades in the country's financial sector (Ojukwu-Ogba, 2017; Oboh, 

2014). 

Lastly, the self-regulatory organisations are not left out as their role include to prepare the 

ethical rules and codes of practice by members of the organisations (Oboh, 2014). These 

regulatory organisations include the professional bodies such as the Chartered Institute of 

Bankers of Nigeria (CIBN), Institute of Chartered Accountants of Nigeria (ICAN), and 

Association of National Accountants of Nigeria (ANAN).  

 



 

40 
 

PUBLIC / CYHOEDDUS 

 2.7 Financial Inclusion after Post Consolidation and Efficiency Level of Commercial 

Bank lending to SME in Nigeria 

In the growth of Nigeria economy, the role of the bank serves as a catalyst through allocation 

of credit efficiently to the real sector. But, this is yet to be fully achieved as commercial banks 

even after consolidation had channelled most of its loans to non -real sector which include the 

gas and oil sector which caused the banks’ doubtful and bad loans in the quest for quick returns, 

and focused on  generation of fee- based and high interest income within a short period of time, 

excluding the SMEs and continued neglecting them and the development of the real sector 

(Sanusi, 2013).  

With more than 17 million micro and SMEs which has employed more than 32 million people 

in Nigeria and generating up to 46 percent of the nominal GDP, it is noted that this SME sector 

of the economy has faced a major challenge being lack of access to finance. To make things 

even worse, even where there is credit facility, there is constraint of adequate collateral 

acceptable by the banks, thus this has contributed to some of the reasons for the reduction in 

the share of bank loans to the SME sector to decline. For instance, the annual trend of the 

commercial bank lending to SMEs in 2003 dropped from 7.5 percent to less than 1 percent in 

2006, which were few years before and after consolidation; and another decline to 0.14 percent 

recorded in 2012 (CBN, 2013). Other reasons for the reduction to the SMEs sector include the 

preference to manage operational costs associated with loan diversification on a larger scale 

than with SMEs that are on a small scale, and for the reason of merger and acquisition purpose 

motivated by expansion of geographical location of market interest or low-cost deposits (Ajibo, 

2015). 

 

As a result of the financing gap witnessed between SMEs and the commercial banks, the 

government has over the years stepped in to help close the gap by creating many resourceful 

initiatives to improve the access to finance by the SME as well as to help commercial banks 

provide loans with consistent policies that should help with constraints that may occur without 

compromising the sustainability of the banking sector. Such initiatives include Bank of 

Industry (BOI), Medium Enterprise Development Agency (SMEDAN), Equity Investment 

Scheme (SMEEIS), Bank of Agriculture (BOA), Micro, Small, Medium Enterprise (MSME), 

Agricultural Credit Schemes, and other financing initiative. Despite these efforts by the 

government to help curb the challenges of obtaining loan by the SMEs and to improve bank 

lending efficiency to them, the gap has not been completely bridged as SMEs still struggle to 
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meet up with every of the requirements of the commercial banks to be considerably eligible to 

obtain loan (Ukoha, 2013a). 

Also, the creation of microfinance banks could have made a valuable contribution in providing 

solutions to the challenges of credit loans to the SMEs, but the interest rate charged by the 

microfinance banks are still considered high (Duru, et al., 2018). Thus, posing the similar 

challenge that has characterised the SME lending in the commercial banking system, which is 

high interest rate (Obokoh et al., 2016). Hence, there is still a long way to go in improving 

SME lending in the Nigerian banking system (Nwosu and Ochu, 2017). For instance, the 

challenges of SME lending in the Nigerian microfinance banking system include inadequate 

funding, misallocation of their limited resources, poor staffing, and overlapping functions with 

other institutions - including the commercial banks (Obokoh et al., 2016). The issue of 

overlapping of functions between the commercial banks and microfinance banks has led to the 

microfinance banks leaving their primary objective and focus, which is to finance the SMEs, 

to competing with the commercial banks in provision of the universal banking services (Moruf, 

2013).  

 

The percentage of lending efficiency to the SMEs by the commercial banks in Nigeria further 

reduced to an insignificant level, starting in the year 2008 at 0.17% and worsened at 0.07% in 

the year 2016 and 2017.This percentage of total loan credit of the Nigerian commercial banks 

that goes to the SMEs is presented in figure 2 below. While the year 2008 was the year of 

global recession, the year 2016 was the year Nigeria entered her first recession in 25 years 

(World Bank, 2020). The effect of the recession began to wear off in 2017, as the GDP (gross 

domestic product) of Nigeria turned positive in 2017 as a result of the increase in fuel price and 

stability in the oil output (Index Mundi, 2020). The effect of the recovery might have 

contributed to the sizeable growth in lending to the SMEs in the years 2018 and 2019. This 

shows how oil-dependent is the economy of Nigeria. More with, since 2008, the Nigerian 

banking sector has become the major financier of the Nigerian oil and gas sector (e.g., Sadiq, 

Fatima, Bukonla, and Mobolaji, 2018; Sanusi, 2010). This might have contributed to the 

decline in the percentage of the loan credit to the SMEs since 2008.  
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Figure 2.4: Nigerian commercial bank lending to SMEs adapted from CBN Statistical Bulletin, 

2019). 

2.8 Commercial Bank Lending in Other Emerging and Developed Countries 

Berg et al. (2013) examined the driving factors influencing bank lending to the SMEs between 

2010 and 2012 in five countries (Kenya, Tanzania, Rwanda, Nigeria, Tanzania and South 

Africa). From their findings, it shows that Rwanda, Kenya and Tanzania are more involved in 

SMEs lending as competition and innovation is pioneered in Kenya which is the hub of east 

Africa Centre spreading to other countries, than in Nigeria and South Africa in terms of the 

loan outlook. Their major finding suggests that competition through bank innovation such as 

agency banking, conducive enabling environment, legal and regulatory framework which 

includes government supporting programmes, and state of financial sector infrastructure as 

well as the size and structure of the economy, and government extent of borrowing are the 

contributing important factors. They explained that it is important that there is an effective 

credit bureau operating and movable collateral is also efficient. In addition, they affirm that 

government support programs in favour of partial credit guarantees are useful when technical 

assistance is in place.  

Shen et al. (2009) using a panel data of banks in China assessed how lending authority, bank 

size measured by the asset size, loan officers’ incentives, institutional structures, and bank 

competition influence SME lending. They find that bank size is not a significant factor and that 

if an institution has greater competition and more self-approval right that is law enforcing,  and 

the loan officer’s wage is linked with loan quality, then there will be a higher lending to SMEs. 
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However, when banks are defined by the hierarchical levels, it is noted that smaller banks has 

more willingness to lend to small businesses than bigger banks (Shen et al., 2009). 

 De la Torre et al. (2010) examined bank involvement with SMEs using data from four different 

sources: first, through specially designed questionnaires by different teams of World Bank with 

banks, business and risk managers in Chile, Argentina, Serbia and Colombia; secondly, data 

was also collected and analysed by international finance corporation (IFC) on eight developed 

and developing countries in Australia, UK, US, Netherlands, Brazil, Poland, India and Thailand 

which were assumed to be the leading countries in SMEs business during 2006. Thirdly, by the 

FRS (Inmark Group) surveys which collect data from SMEs in Latin America economies. The 

IFC questionnaire identifies ‘‘best practices” in bank involvement with SMEs, including key 

factors and links among business models, risk management processes, tools, as well as the 

actual performance in SME banking. The distinct difference between the surveys by world 

bank and IFC is that while world bank attempts to capture entire banking system in each 

country with respect to SME banking, covering the most important banks in terms of assets 

and a wide range of banks as to the types, institutional and policy constraints; IFC in contrast, 

focus on banking in a diverse set of eight countries on the banks (that is, one or two per country) 

that are thought to be leaders in SME. And fourth, a follow up bank survey was designed to 

evaluate the trends after early 2007 to examine the impact of the 2007–2009 crisis on bank 

involvement with SMEs.  

Their result show that the intensification of bank involvement with SMEs in various emerging 

markets is neither led by small or niche banks nor highly dependent on relationship lending; 

and they claim that SME lending has not been deterred by the 2007 to 2009 crisis. Rather, all 

types of banks are catering to SMEs and large, multiple-service banks have a comparative 

advantage in offering a wide range of products and services on a large scale, through the use 

of new technologies, business models, and risk management systems. In conclusion, comparing 

with five other Sub Saharan countries, commercial bank involvement in terms of total bank 

lending seems to be lowest at five percent for Nigeria from the illustration in the analysis 

(Berger and Fuchs, 2013). This makes it needful to examine the bank regulatory framework 

influencing lending to small and medium scaled enterprises in Nigeria. 

2.9 Conclusions  

This chapter elaborates in detail the various main reforms that were initiated before and after 

Nigeria independence taking recognisance of the bank consolidation and their impacts on SME 

lending.  The post-consolidated banking sector is however marked by significant funding gaps 
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for SMEs; the Basel accord in extension which was lastly implemented resulting from the 

desire to strengthen the bank system after the financial crisis. The trend of commercial lending 

to the SMEs after the consolidation has noted some obvious reduction in the amount of credit 

channelled to the SMEs over reasons of high cost of operation from merger and acquisition. 

The different banking reforms implemented in Nigeria are examined and its extent of impact 

in lending efficiency which yielded mixed results. Notwithstanding all the regulatory efforts 

and that of the Federal Government of Nigeria and other stakeholders in the banking industry 

to make it easier for SMEs to access bank loans, majority of SMEs are either excluded or still 

appeared to find it difficult to meet the requirements for obtaining the bank loans.  Furthermore, 

the state of the formal financial sector in lending was explored with extension to other major 

emerging, developing and developed countries. It was found from evidence that the share of 

Nigerian banking lending to the SMEs is the poorest among the five developing countries 

examined. Thus, the aim of the numerous reforms in the Nigerian financial sector, which is to 

make the sector one of the strongest in the world might have not been well extended to benefit 

the SMEs.  
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CHAPTER THREE 

LITERATURE REVIEW II: THEORETICAL FRAMEWORK, BANK 

REGULATORY FACTORS AND OPERATIONAL EFFICIENCY  
 

                                      

              

              

 

 

 

 

 

 

3.1 Introduction 

Commercial banks by its nature collects deposits from customers and at such they are quite 

conservative in nature in their lending policy especially to the SMEs (Liang et al., 2017).  As 

the previous chapter discussed on the various bank reforms that were implanted and in relation 

to the operational efficiency in lending to the SMEs, this chapter evaluates the literatures 

associated with commercial banks regulatory factors that influence SME lending both from the 

perspectives of the bank and the SME and the impact they may have on bank operational 

efficiency. The theories that underpin the study were highlighted as well as the efficiency 

measuring techniques, and hypotheses were developed to help achieve the objectives of the 

study.  

3.2 Relevant Theories 

Some important theories associated with the concept of bank regulation, efficiency and SME 

lending to guide the entire work providing theoretical background are highlighted in this 

literature chapter. The theory of financial intermediation serves as the overarching theory for 

the purpose of this study and discussed in the next sub-section.  Other relevant supporting 

theories such as the public interest theory and the private interest theory explain how the 

regulatory framework of commercial banks influence bank efficiency from the bank standpoint 

as they point out the bank regulatory factors that seem to influence bank efficiency and the 

 

 Chapter Three discusses: 

• the literature reviews II on the theories associated with 

commercial bank lending to SMEs and Operational Efficiency 

•  the bank efficiency measuring Techniques 

• the factors Influencing Efficiency and Lending from Bank 

perspective 

• the factors Affecting the Efficiency of Bank Lending to SMEs 

from SMEs Perspective 

• the Conceptual Framework and the Hypotheses 
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yielding mixed results. On the other hand, the pecking order relates to the SMEs and better 

explains the capital structure of SMEs in their access to loan and preference to commercial 

banks as the external institution option as well as indicating the main underlying factors that 

influence bank lending from SME perspective.  

The institutional theory in addition, emphasises on the importance of the institutional 

environment as they entail the regulation, institutions, norms rules either formal or informal 

that influence the business activities in the society where the banks and enterprises exist. These 

institutions include the lending infrastructures that aid lending in the market structure such as 

property and creditor right. Moreso, the credit rationing theory was highlighted and helped to 

explain the gap that exist between commercial banks and SMEs in disbursing of loans. For 

instance, in Nigeria, current studies show that most of the institutions are not functioning up to 

their expectation, and this affects the lending operation of the banking sector to the SMEs which 

are elaborated in the subsequent sections. The aim of the research is to examine the regulatory 

framework of commercial banks and its operational efficiency in lending to SMEs. To achieve 

this aim, the research views the bank’s role as intermediary that links mobilisation, supply and 

transfer of credit to the productive investment channels of SMEs, as in line with author in 

related study in Africa (Triki et al., 2017). As a result, the intermediation theory is the main 

theory linking up the theories from both banks, and the SMEs in the society for the purpose of 

this study. 

The literature on banking regulations and bank performance show there are various approaches 

to study their interdependency (Hassan, 2020). The differences of the approaches stem from 

applying varied empirical methodologies that are dependent on a wide range of variables of 

systemic and regulatory nature. There are various perspectives in analysing bank regulations 

and their productivity, these include among others, the central bank’s policies perspective, the 

economic perspective, and the regulatory perspective (Hendrickson, 2011). For instance, the 

report of Great Britain Financial Services Authority in 2009 in the UK and financial crisis 

inquiry commission of the USA shows that the macro-economic imbalances among the big 

economies of the world are responsible for the financial crisis (Hassan, 2020). Meanwhile, the 

Caprio et al. (2013) observe that economic responses could be linked through the broader 

governance of market structure to regulatory approach. The linkage would influence banks’ 

behaviour, strategies and reaction on innovation and uncertainties resulting from the conditions 

of demand and supply and the market imperfections. Moreover, bank regulations cannot be 

isolated from economic variables such as the production and inflation (Demirgüç-Kunt, 
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Detragiache and Tressel, 2008). This study places emphasis on regulatory frameworks in 

analysing the performance of banks in terms of efficiency in lending to the SMEs.  

  

3.2.1 Financial Intermediation Theory 

This theory is based on information asymmetry and transaction cost, catering for institutions 

which accept deposits channelling the funds from surplus units to deficient units (Allen et al., 

1998). It portrays that though technological innovation has helped in the reduction of 

information asymmetry and cost of transaction, direct lending to households was encouraged 

and the need for intermediary services was not reduced. Scholtens et al. (2000), argue that 

according to the theory of financial intermediation, the bank still maintains its function as 

financial intermediary since the financial markets are imperfect. They explain that as there exist 

market imperfections, savers and investors do not have perfect information to adequately locate 

each other which will incur costs. Furthermore, they point out that the root of banking lies in 

taking risk, transforming risk and managing risk associated with lending and financial products. 

However, Allen et al. (1998) disputes that the theory has little to offer on risk management 

which is the growing central activity of intermediaries as banks trade risks by creating products, 

issuing securities with stable cashflow distribution to lower costs for customers. 

The intermediation theory is buttressed with traditional economic theory of production. This is 

due to the fact that while viewing the commercial bank as a financial intermediary, most 

researchers examine the efficiency of banks by applying the traditional microeconomic theory 

which is founded on structural approach (Farrel, 1957). This traditional microeconomic theory 

refers to how efficient a firm is, in transforming its input to output (Banker and Thrall, 1992). 

The structural approach involves using either a frontier fitting a performance equation of 

financial measures, or non -frontier technique to measure or compare the efficiency of banks 

(Bauer et al.,1998). For instance, parametric frontier structural methods of estimating 

efficiency includes stochastic analysis; non -parametric frontier method includes data 

envelopment analysis; while non -frontier but parametric is regression analysis method (Jaabi 

et al., 2018; Coelli et al.,2005; Berger, 1993). 

In other words, the efficiency of commercial banks is dependent on the economic approach 

which is derived from microeconomic theory and decomposed into allocative and technical 

efficiencies (Jaabi et al., 2018; Farrel,1957). The microeconomic theory further identifies three 

main types of efficiency namely-cost, profit, allocative and technical efficiency. The first two 
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(cost and profit) are classified as economic efficiency and explains how well a bank is able to 

use its lowest price to deliver more outcomes and close to its best frontier in terms of price 

taking into consideration the objectives of the bank (Xiang et al., 2015; Pasiouras et al., 2009). 

Allocative efficiency shows the ability of firm to choose optimal combination of inputs relative 

with the unit prices (Banker et al., 1992). Whereas technical efficiency refers to the operational 

efficiency of a bank which explains how well a bank operates close to its best practicing bank 

(Ayadi et al., 2016; Xiang et al., 2015).  

On the other hand, the non-structural approach uses other measures of bank performance or 

other various financial ratios based on firm’s market value (Baur et al., 1988). There is the 

perception that that non-financial measures of performance can better help to determine the 

efficiency of an organisation’s efficiency in the long run (Hussain and Hogue, 2002; Kaplan 

and Norton, 2001). It is also noted that non-financial performance measure focuses on the 

factors that relates directly to the aspect of operations that the firm’s management has control 

of, though may not have high accuracy measurement (Stede et al., 2006). As the research aim 

is to examine the bank regulatory framework of commercial banks and its operational 

efficiency in lending to SMEs, the study is underpinned by intermediation theory and utilised 

both approaches pragmatically to achieve the aim of the research. 

3.2.2 The Public Interest Theory Versus Private Interest Theory 

Here, this sub-section presents two opposing theoretical views of bank regulation on efficiency, 

the public interest theory, and the private interest theory.  According to Barth et al. (2013), the 

public interest opinion suggests that the government should regulate the banks and act in the 

interest of the public to reduce market failure and promote banking efficiency.  Barth et al. 

(2006) explain extensively the arguments behind public interest view. They contend that the 

proponent of this view argue that some level of restrictions should be placed on banks on the 

diverse activities they can carry out. They identified these factors enabling restrictions to be in 

the form capital regulation, entry restriction, and independent supervisory power which will 

monitor the banks to avoid bank failure and ensure that banks are adhering to the extent of 

restrictions given. Furthermore, they highlight the reasons which the supporters of public 

interest indicated. The reasons include to prevent a situation of banks engaging in an overly 

risky behaviour and creating moral hazards; to avoid a situation whereby banks may get mixed 

up in complex activities and form large conglomerates that they might not be able to be 

monitored, and to reduce conflict of interest between investors and companies. They finally 

add that banks becoming large financial conglomerates could reduce competition among banks 
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thereby reducing efficiency in banking sector.  In other words, the public interest theory 

suggests that the government is independent of private interest groups and at such, will act in 

the favour of the public in order to prevent bank failure and encourage efficiency (Amin et al., 

2020). On this public interest view, it is noted that by the capability of the official supervisors 

mitigating market failure through tight bank regulation and direct monitoring, corruption 

practices in lending will be reduced, competition encouraged, and the efficiency of capital 

allocation will be improved (Beck et. al, 2006; Stigler, 1971).  

 

However, this public interest view is opposed by the contrary, private theory which tailors 

regulation particularly to meet the interest of a few, and could hinder the efficiency of banks 

(Barth et al., 2013). Proponents of the private interest’s view tend to oppose stringent 

regulations unless it can be shown that the benefits exceed the costs of adopting the stringent 

regulations which in most cases is the alternative incentive (Barth et al., 2013).  

However, Quintyn and Taylor (2002) argue that to have powerful supervisors does not imply 

that they will act in the interest of the public. They explained that strong supervision and 

regulation may lead to undisciplined lending to the government which leads to corruption and 

reduces bank efficiency. For instance, private interest group claim that regulatory supervisors 

could be influenced by politicians who are confined in powerful banks to act in the bank’s 

interest (Triki et al., 2017; Barth et al., 2006).  

Also, Djankov et al. (2002) and Shleifer and Vishny (1998) suggest that the private interest 

may restructure the restrictions advocated by the contrary view to act in their favour as they 

give discretions to the regulators thereby creating opportunity for extracting rents.  

 

However, these two theoretical standpoints produce mixed results on the effect of bank 

regulation on efficiency. For instance, Barth et al. (2006) on one hand, show that restricting 

bank activities can limit the opportunity of banks to explore their economies of scale and scope 

in providing innovative products to customers, raising of capitals and processing of firms and 

borrowers’ information. Similarly, Triki et al. (2017) document that limiting bank activities 

through regulatory restrictions could hamper the opportunity of banks to diversify their streams 

of income which can reduce their level of efficiency. Whereas Xiang et al. (2015) show that 

increased capital regulation helped in improving the overall efficiency of the banks in 

Australia. Likewise, Guidara et al. (2013) in his study of Canadian banks showed that the banks 

were well capitalised as they maintained an increased capital requirement which improved their 

efficiency level and never encountered any banking crisis.  
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Both theoretical views from literatures have shown contrary results on the impact of efficiency, 

however not mentioning particularly the type of efficiency in all the literatures and to lending 

to small and medium firms. In the case of the Nigeria setting, the bank regulation from its 

establishment till date appears to be on the basis of public interest theory to put caution on bank 

excessive risk taking to avoid failure as well as to increase efficiency; however, the external 

pressure on the regulators and motives of those behind making the regulation are at such that 

mixed results still exists. This results also to the reason to examine the regulatory framework 

of commercial banks in Nigeria, and its influences on bank efficiency as the trend of the 

commercial bank lending in the Nigeria setting will show what is practiced. 

 

3.2.3 Capital Structure: Pecking Order Theory 

The capital structure propounded by Modigliani and Miller (1958) refers to the choice of mix 

of equity and debt utilised to finance business in the long term. In this case, debt is part of the 

capital which is a loan given by investors or other creditors which is to be repaid (Serrasqueiro 

et al., 2016).  In the field of corporate finance, capital structure is associated with financing 

decision of firms. Firms face the challenge of achieving adequate mix of optimal structure that 

maximizes market value and minimizes cost of capital.  Thus, the decision is important as it 

also influences shareholders’ wealth maximization and the ability of firms to competitively 

thrive in an environment as well as reducing the risk of firm running into bankruptcy thereby 

hindering their efficiency (Foo et al., 2015; Abor, 2005).  

In a study of the capital structure of decisions of SMEs in the high and non-technology 

company respectively, by Serrasqueiro et al. (2016), they discovered that information 

asymmetry has effect on the relationship between creditors and SMEs. The capital structure 

theory initiated the dominating discourse in corporate finance leading to various debates on 

structure of companies (Serrasqueiro et al., 2016; Foo et al., 2015). However, the capital theory 

rendered limited understanding on the capital choices available to small businesses, as the 

theory was originally designed in line with large firms (Serrasqueiro et al., 2016; Mac an 

Bhaird and Lucey, 2010). The argument on capital structure theory led to the development of 

other theories such as trade-off theory introduced by Jensen and Meckling (1976) who suggest 

that attaining optimal structure involves trade-off between taxes, agency costs and bankruptcy 

costs, and pecking order theory. Among these theories, pecking order theory is the most 
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popularly associated theory with SMEs that attempts to better capture the capital structure of 

enterprises of medium and small sizes (Serrasquiro et al., 2016; Degryse et al., 2013). 

It has been observed that small firms tend to incline their capital structure to pecking order 

theory established by Myers and Majikluf (1984) who presents that due to the presence of 

information asymmetry and market imperfections, firms follow a homogenous hierarchy of 

order of source of funding. SMEs tend to resort to cheap and internally generated sources of 

funds which comprises of retained earnings, profits, and personal savings, before going 

externally preferring debt to equity. The theory explains that the information asymmetry 

whereby the owners or managers of firms who are the insiders may have more information than 

the external investors thus causing the firm to be overvalued or undervalued as both parties do 

not have the same level of information. The theory also shows the reason for small enterprises 

preferring debt to equity capital. The reason being that SMEs want to maintain control of their 

businesses without power dilution, and they find it costly to access equity due to lack of 

information transparency (Mateev et al., 2013). 

On one hand, Hussain et al. (2006) claim that the pecking order theory does not clearly explain 

the capital structure of small businesses as owners do not adequately organise their equity and 

debt to obtain appropriate mix but instead prefer the choice that will enable them keep total 

control of their firms. While Osei- Assibey et al. (2012) in their study of small businesses in 

Africa depict that firm preference on their source of funding is mixed. They showed that some 

of their studies were consistent with the pecking order theory, while others do not have any 

supporting evidence. In other words, the capital structure has possible effects on the 

performance of firms. For instance, Abor (2005) shows a positive effect in Ghana, whereas the 

study by Zeitun et al. (2007) reveal a negative impact of level of debt on the profitability of 

firms in Jordan which is in line with pecking order theory. 

3.2.4 Institutional Theory  

The institutional theory entails that the environment of an institution have a strong influence 

on the development of formal structures of a firm, in a sector and its efficiency. The theory 

suggests that, how entrepreneurs perceive the institutional environment influences how they 

view their individual enterprises (Scott, 2004). Institutions, which are defined as the rules 

guiding the game, entails customs and informal norms as well as formal principles and laws 

that make restrictions and incentives which constrain or facilitate those involved in carrying 

out their business activity (North, 1990). The three main institutional pillars observed to be 

required in supporting the structure of market in lending activities include informational 
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structure, property rights systems, and contract enforcement (Berger and Udell, 2006; Greif, 

2005; Sacerdoti, 2005).  

For instance, Berger and Udell (2006) illustrates that it is a problematic situation where a small 

business and its owner lack capital and do not have a landed property to use as a collateral. In 

this case in some areas, alternative assets may be developed in the credit market for small 

businesses. They emphasize that the success of these asset type of lending instrument depends 

also on the effectiveness of the registries as they are needed to keep record of creditors’ claims 

at the occasion when there is default of non- repayment of loan. Greif (2005) shows how 

economic sociologists acknowledge the economics of information for their contribution in 

making available formal information structures such as business associations, consumer 

reports, credit bureaus, and stock exchanges that support the credit market. 

Sacerdoti (2005) points out that environment where credit rights are weak does not encourage 

repayment of loans, thus the enforcement mechanism that creates incentive for repaying loans 

and limiting moral hazard is necessary in supporting institutional pillar. A weak legal system 

and poor enforcement of commercial laws has the propensity of increasing the cost of doing 

business in less developed countries as postulated by the economists (World bank, 2005). This 

is evidenced in two developing countries, Vietnam and Ghana which experienced similar 

problem of weakness in their legal institution as the business enterprises avoid using the formal 

legal system to resolve commercial disputes (Rodrik, 2008).  

Studies has shown that institutions, for instance, the formal institution such as the legal bodies 

which favour creditor and property rights, and the information systems like credit bureaus that 

collect credit related data helped to play major roles in facilitating the credit market (Berger 

and Frame, 2005; La Porta et al., 2001). For example, La Porta et al. (2001) find that in 

countries which have poor creditor or investor rights together with low enforcement have 

smaller capital markets. Beck et al. (2001) and Djankov et al. (2001) in their studies on how 

formal institution affect lending, conclude that countries in the world with stronger creditor 

rights experience increased financial sector development and lending.  

 

In understanding the function of the legal system in Nigeria, among the fundamental laws 

regulating the SMEs is the updated Companies and Allied Matters ACT (CAMA) in 2020. It 

is the main law responsible for the registration of the SMEs including their names and 

categories before they can operate in Nigeria. This legal body, CAMA being the legal 
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framework is in progressive stage in the country development towards facilitating the ease of 

doing business by the SMEs and investments (Ufua et al., 2020). However, the legal entity 

faces the challenge of weak enforcement creating room for corruption and inefficiencies and 

perversion of justice which hinders the SME operators to seek legal court redress (Olujobi, 

2017). 

Moreover, the ability of a bank to carry out its intermediation function effectively and 

efficiently depends largely on the regulatory, property rights, legal and environment where it 

operates (Warnock et al., 2008).  The differences in these various features across the different 

political jurisdiction can influence the efficiency of banks. Thus, the institutional structures 

such as the regulatory bodies, legal bodies, property rights, bank structure, financial and the 

market structure, are important and useful in examining the bank regulatory framework relating 

to lending and its impact on efficiency of the commercial banks in Nigeria.  

 

3.2.5 Credit Rationing Theory 

Credit rationing, which is restriction on credit itself, happens when the demand for loan is more 

than the supply at the set price. In other words, it relates to a situation whereby firms or 

businesses seeks loans, but not all of them obtain it, or they may not be given the full amount 

they applied for, even if the firms are willing to pay any higher prices attached to the loans 

(McCarthy et al., 2017; Jaffe et al., 1976).  The understanding of this theory is important for 

lenders, policy makers and the firms as it gives more insight into bank lending and the 

contributing factors to lending success, and shows what lenders are looking for when making 

lending decision (McCarthy et al., 2017; Greenwald and Stiglitz, 1987). The study by 

McCarthy et al (2017) in their investigation on credit rationing by banks in lending to 

Australian SMEs identify two reasons the SME loans are rationed which are institutional or 

structural reasons such as the bank structure which relates to the macro level, and the firm 

specific features which is the micro level. For instance, Canales et al. (2012) from their 

research, illustrate from the institutional view that the size of bank as in small and few banks 

implies less credit to small businesses. Whereas Straham et al. (1998) was of the opposing 

view, Black et. al. (2002) show that competition influences bank lending to the SMEs 

increasing their lending chances.  

While from the firm specific feature view, SMEs are rationed in loan access due to factors or 

features specific to the individual business such as industry sector, firm size and age, growth 

motivation options, if export focused, business plan, innovation, and gender of the business 
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owner (Bellier et al, 2012).    Conclusively, McCarthy et al., (2017) find out that firms 

irrespective of their size whether large, medium to small scaled and have business plans does 

not have significant relationship with credit rationing; but those even with business plan which 

contains the financial details, growth intentions, and specifically in agriculture are prone to 

seek for finance. They also observed that those with atleast forty percent of export sales or 

more, older in firm age and has male gender as their chief executive officer have less chances 

of being rationed in credit access.                        

3.3 Measuring Level of Bank Efficiency and Estimation Methods 

Bank efficiency measures show how efficient banks are, relative to the best-practice frontier, 

in transforming their inputs to outputs. Johnson (2010) outlined three broad approaches to 

measure efficiency and performance in the financial industry as the parametric approach, non-

parametric method, and the accounting method (classical financial ratio). He highlighted that 

the parametric methods (statistical methods) non- frontier techniques include simple regression 

analysis, thick frontier analysis, and distribution free analysis (DFA) while the parametric 

frontier include stochastic frontier analysis (SFA) and thick frontier analysis, whereas the non-

parametric approach entails the frontier methods and non-frontier method. They buttressed that 

the non-parametric frontier methods include the data Envelopment Analysis (DEA) and Free 

Disposal Hull analysis, while the non -frontier non-parametric techniques involve Index 

numbers which is comparable to financial ratios illustrated in figure three. Having known the 

classification of the different approaches, the methods widely used by popular related studies 

of bank regulation and efficiency are briefly discussed in justification of the suitable approach 

for this study.  

Frontier approaches measure firm performance relative to ‘best practice’ in the industry. Such 

measures summarize performance in a single statistic that controls for differences among firms 

using a sophisticated multidimensional framework (Hughes et al., 2010). And the evaluation 

of efficiency is based on the assumption that the production frontier of the fully efficient 

organization is known (Ayadi et al., 2016).  

 

However, some literatures use financial ratios as indicators of performance which follow after 

traditional measures of performance (Pasiouras and Zopounidis, 2009). For instance, CBN 

(2008) documents the use financial ratios such as cost efficiency ratio and efficiency measures 

namely- interest margins, return on assets, and return on equity which include loan, to measure 

the operating efficiency of banks in Nigeria. Whereas Berger and Humphrey (1997) emphasise 
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that efficient frontier approaches are superior when compared to traditional measures of 

performance (such as return on assets, costs and revenue) since they account simultaneously 

for relevant inputs and outputs of a bank, as well as for differences in the input prices.  

 

It is documented in popular scholarly literatures that the efficient frontier makes use of input 

and output variables to measure the efficiency which is subjected to either parametric or non -

parametric method of analysis which are the two major empirical pathways (Ayadi et al, 2016; 

Barth et al, 2013; Chortereas et al, 2013; Pasiouras and Zopounidis, 2009). The choice of 

variables to be considered as input or input is dependent on the choice of approach considered 

on the role of banks whether production approach or intermediation approach (Berger and 

Humphrey, 1997).  

 

From intermediation point of view, the function of the banks is as seen as the intermediary that 

collects the deposits (input) from depositors and transforms into loans (output) when lending 

to borrowers (Ayadi et al, 2016; Humphrey and Berger, 1997). Furthermore, it is suggested 

that the financial institutions when measuring efficiency includes interest cost or expenses as 

major source of total cost as the inputs, while the major output includes interest on loan (interest 

income), total loans and non -interest income and other earning assets (Triki et al, 2017; Ayadi 

et al, 2016; Barth et al, 2013). On the other hand, production approach also called the operation 

approach or value-added approach views the financial institution as producers of deposits and 

loans by using human and physical resources. In other words, it considers inputs as capital, 

expenditure on fixed assets, and number of employees, while account or transactions of the 

firm, number, value and type of loans or deposits are considered as the outputs (Pasiouras and 

Zopounidis, 2009; Humphrey and Berger, 1997).  

 

However, the production approach is criticized mainly for excluding interest cost, which is a 

major expense any bank, accrues (Barth et al; 2013; Humphrey and Berger, 1997). For 

example, Ayadi et al (2016) made use of three input variables such as customer deposits and 

short-term funding, equity capital (to capture the risk), and total costs (sum of interest expenses 

and non –interest expenses). While they used other earning assets, non-interest income and 

loans as output variables based on intermediation approach and DEA method of analysis. 

Likewise, Triki et al (2017) also made use of the same three variables with the same approach 

and method.  
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According to Triki et al (2017), to estimate the cost efficiency scores of banks, method of Data 

Envelopment Analysis (DEA) is employed. This was used in the study by Apergis and 

Alevizopoulou (2011) in estimating the efficiency of a group of banks. In their explanation, 

DEA is a non- parametric method used for linear programming for developing production 

frontiers and achieved by enveloping multiple outputs /inputs data of an assigned sample of 

data.  They also involved a truncated regression estimator with bootstrapped confidence 

interval introduced by Simar and Wilson (2007) and made use of data such as statement and 

balance sheets which were collected from bankscope and world bank databases.  The DEA 

employed involved intermediation approach to calculate the efficiency scores and the input 

orientated approach as banks tend to control inputs or minimize costs more than outputs (Triki 

et al., 2017).  

Many literatures such as Chortareas et al. (2012), Pasiouras (2008) and Barth et al (2013) 

consider this DEA method to be very useful as it is well suited for samples that are small and 

does not require assumptions on error distribution forms nor functional forms of data to be 

specified to design the production frontier (Bauer et al, 1998). Using DEA approach, the best 

efficient bank that practices will occupy the efficient frontier of the DEA while other banks 

will deviate from the non-parametric frontier according to their degree or level of inefficiency 

(Barth et al., 2013). 

Similarly, another study on bank efficiency and the effect of regulation, risk and market 

structure of Gulf Cooperation Council countries by Maghyereh and Awartani (2014) utilised 

the DEA method in the first stage to measure the efficiency. Then, variation in the resulting 

score of efficiency are explained using truncated regression model, which draws its inference 

using semi parametric double bootstrap procedure. Their reason for this procedure is to be able 

to correct for any bias and make inference on the determinants of efficiency. Using this model, 

they were able to find out that monitoring (market discipline), capital adequacy and supervision 

promote the bank efficiency whereas risk taking calculated as ratio of NPLs to total loans and 

market structure affect efficiency of banks negatively.  

However, some other studies like Lee and Lu (2015) examined the impact of supervision, 

regulation on banks between 1999 and 2011 using multivariate difference-in –difference 

regression analysis method in order to ascertain the differential change in the outcomes of bank 

that occurred before the crisis and after the crisis between at the different country levels. 
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Kinyanzui et al (2018) utilised the method of multiple regression in assessing the impact pf 

mobile credit on the operational efficiency of commercial banks in Kenya. 

Whereas studies such as Kablan (2010) assessed the degree of efficiency of the banking sector 

as well as the determinant of this efficiency in the banks in the Sub-Saharan Africa (SSA) using 

the stochastic frontier analysis. She also utilised the general method of moments to analyse the 

financial development. Ishtiaq (2015) in his detailed study of the risk management practices 

and its impact on the efficiency and performance of banks in Pakistan employed the use of 

DEA to analyse the secondary data in addition to regression method utilised for primary data 

obtained questionnaires complementing all with interview. 

 

Figure 3.1: Taxonomy of Efficiency Estimation Techniques of Secondary Data Adopted from 

Johnson (2014) 

 

3.4  Factors Influencing Efficiency and Lending from Bank perspective 

Research including empirical and theoretical literature has shown that the link between 

efficiency and banking regulation depends highly on the nature and kind of regulation being 

studied (Triki et al., 2017; Barth et al, 2013; 2006; 2004). Literatures such as Delis et al. (2012), 

and Agoraki et al. (2011) suggest that the regulatory aspects that are related to the three pillars 

of the Basel II framework, namely capital adequacy, official supervisory power and market 
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discipline are complementary mechanisms towards improving the operational efficiency of 

banks as well as its stability. In addition, it is also noted that activities restricting bank activities 

relating to the regulatory framework influences efficiency of banks (Barth et al., 2013; 

Pasiouras and Lozano- Vivas, 2010).   It is therefore necessary to examine the bank regulatory 

mechanisms/factors that influence the efficiency of bank lending. 

 

3.4.1  Bank Regulatory Mechanisms 

 
I. Capital Adequacy Requirements 

Capital adequacy requirement influences the efficiency of banks as it tends to indicate the 

quantity of capital that bank shareholders are required to have at risk (Triki et al., 2017; Allen 

et al., 2011; Mehran and Thakor, 2011). Thus, the shareholders are more incentivised to 

monitor and control risk when the capital level is increased. It is therefore believed that capital 

adequacy regulation plays a vital role in ensuring that the benefits of owners of bank align with 

that of creditors and depositors, thus, leading to a better bank efficiency and more cautious 

lending (Keeley and Furlong, 1990; Barth et al., 2006).  

 

The public interest opinion seems not to take into account of any regulatory costs which comes 

in form of higher rent charges by the government and higher entry barrier (Barth et. al., 2013). 

However, the studies by Naceur and Kandi (2009) and Chortareas et al. (2012) found that a 

more stringent capital requirement enhances the bank efficiency. For example, Lee (2015) in 

his study of the impact of regulation on bank development, fragility and efficiency depicts that 

increased capital requirements improved the efficiency and development of banks in the post 

crisis period of 2007 to 2009. In the same way, Klomp and the De Haan (2011) from their study 

present that capital requirements reduce asset and capital risks. Whereas Boudrigua et al. 

(2009) claim that the capital requirements are linked with low levels of Non- Performing Loans 

(NPLs) in the banking system.  Likewise, Liang et al. (2017) indicate that when the capital 

adequacy is higher, the quality of assets of the bank seems to get better which will result to 

increase in the operational efficiency. They further explain that moral hazard happens when a 

bank experiences loss as a result of poor operations. 

 

In addition, Triki et al. (2017) from their findings suggest that capital adequacy requirements 

act as a risk sharing medium as shareholders has higher investment at risk, so they tend to 

monitor more closely which in turn influences the efficiency and performance of banks. They 
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also emphasize that efficiency is dependent on the type of regulation in place which can 

improve the operational efficiency of banks when adapted to the size and its risk level of bank. 

On one hand, Agoraki et al. (2011) from their investigation of effect of regulation on risk taking 

in transition countries observe that capital regulation is effective in generally reducing risk, but 

this effect could be weakened or reversed with market power. This is evident in Ajibo (2015) 

as he notes that capital regulation was used as the strategy to solve the problem in the Nigerian 

banking sector as well as improving the efficiency but still did not yield satisfactory result.  

Another school of thought show that the link between efficiency and capital adequacy   

requirements which exists mostly for developed nations happens to be inverted for the less 

developed nations in a sample (Chortareas et al., 2012). They explained that this is as a result 

of over interference of the government in the developing nations which turns into inefficient 

allocation of credit. While Maghyereh and Awartani (2014) from their study of the efficiency 

performance of the banking sector of the Gulf Cooperation council (GCC) countries suggest 

that a tight capital requirement promotes efficiency; it is shown that when capital requirement 

is being tightened, a trade off will be made in terms of bank efficiency and stability (Pasiouras 

et al., 2009). Furthermore, Pasiouras et al. (2009) note that the capital adequacy requirement 

is negatively related to profit efficiency, but positively related to cost efficiency.  

 

Whereas Yan et al. (2012) demonstrate that the capital requirement under Basel III will have a 

positive long- term effect on the economy of UK from their cost-benefit study.  Lotto (2018) 

in his investigation on the impact of capital regulation on the operational efficiency of banks 

in Tanzania banks found that the relationship between the capitalisation and bank efficiency is 

positive. Meanwhile, the study by Hassan (2020) observed that the high capital requirement 

for banks enhances the efficiency of the North and Latin American banks, but not the European, 

African and Asian banks. Therefore, there are mixed opinions on the outcome of capital 

regulation on bank efficiency.  

 

II. Bank Activities Restrictions  

The restrictions placed on banks are mostly to lower moral hazard triggered by banks from 

engaging in unduly high risky activities, to reduce the chance of banks engagement in the use 

of complex structures which are difficult to monitor and for banks that are too large to discipline 

(Barth et al., 2004; Boyd et al., 1998).  The operational efficiency is increased by the lowering 

of the moral hazard between bank shareholders and debtholders (Lotto, 2019). In this line of 
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view, the government advocates for the restrictions to remain as it will help improve banking 

system through the lowering of the moral hazard (Bart et al, 2004). Also, Triki et al. (2017) 

suggest that bank restrictions should promote bank efficiency as banks maintain simple balance 

sheets and carry out their duties in the appropriate and best way. In addition, Pasiouras et al. 

(2009) from their empirical study, illustrate that stringent bank restriction increases profit 

efficiency but hinders cost efficiency. They explained that banks incur costs in the process of 

diversifying their activities, as they carry the risk of not managing the whole board of activities 

under their capacity. 

 

On the contrary, Claessens and Klingebiel (2000) argue that by restricting the banks activities, 

economies of scale and scope that could be achieved through diversification of income sources 

is limited.  Djankov et al. (2002) also highlights from the private interest point of view that 

such bank restrictions will cause the regulators to increase their bargaining power, which if not 

in favour of the banking sector, hinders the efficiency of the sector. In addition, Barth et al. 

(2001a) from their cross-country investigation show that higher restriction of bank activities 

has negative effects such as increasing the chances of bank crisis, and reduced bank efficiency. 

Ayadi et al. (2016) from their study indicate that the regulatory measures when increased could 

become constraints restricting the banks from allocating resources efficiently. 

 

III. Supervision quality and independence 

To promote an efficient and stable banking system, the Basel Committee on Banking 

Supervision, emphasizes on the need for independency and quality of supervision (Triki, et al 

2017). Supervision review forms the second pillar of the Basel II and III which involves the 

bank complying to a set of corporate governance rules to maintain proper risk management of 

pillar II (Alexander, 2014). Though the benefits of stronger supervision cannot be over-

emphasized, there exist conflicting opinions on the issue. Under the public interest view, Beck 

et al (2006) and Stigler (1971) argue that supervisors have the expertise and incentive to 

prevent banks from involving in highly risky activities. From this viewpoint, strong supervisory 

official that directly disciplines and monitors banks helps in improving the bank corporate 

governance and efficiency. In other words, it is expected that the relationship between bank 

efficiency and supervisory power should be positive (Barth et al., 2013). This is shown by 

Pasiouras et al. (2009) and Chortareas et al. (2012) that by empowering supervisors, the 

efficiency of banks can be enhanced. It is also noted that the independence quality of the 

supervisory agency is very important as this will aid better supervision and enhances the 
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efficiency of banks (Triki et al., 2017). This is evidenced in Barth et al. (2013) as they find out 

that there is positive relationship between independence of competent supervisors and bank 

efficiency. They further elaborated that the independence of the supervisors will enable the 

supervisory officials to strictly monitor the financial state of banks in a consistent and 

professional manner and render quality advice to banks from the guidance of the constructive 

criticism.  

However, the opposing view claim that supervisors with more power will not promote the bank 

efficiency or reduce market failure but will rather use the power to seek for their personal 

interests. This they do by extracting bribes or loans, donations in terms of favour for their 

private or political gratification (Shleifer and Vishny 1998; Djankov et al., 2002; Quintyn and 

Taylor 2002). Thus, from the private interest view, according to Beck et al (2006) and Barth et 

al (2013), powerful supervisor may be negatively related with bank efficiency.  

Conclusively, Ajibo (2015) highlights that it is important to recognise that banking, having the 

major functions of money creation, asset transformation, and financial intermediation, is a 

high-risk business by nature. He explains that banks are delicate as they are organisation whose 

proportion of borrowed funds (deposits) are higher than the owners’ equity and exist for taking 

risk. He explains that risk takings can be considered as opportunities yielding economic returns 

and value creation or as threats depending on the observer and how it is being handled- whether 

it is managed to create wealth or mitigated and lose the opportunity in a very adverse condition. 

Thus, it is therefore the responsibility of the regulatory supervisors to assist in managing risks 

and strike a trade-off between opportunity and threat (Ajibo, 2015; Hindson, 2011). 

 

 

IV.  Private Monitoring 

Private monitoring as the third pillar of the Basel regulatory framework of bank is intended to 

monitor, discipline and supervise banks as a complementary existing regulatory mechanism as 

it ensures that transparent information is disclosed to the public, officials and professional 

entities such as the auditors and rating agencies (Triki et al, 2017). Some literatures recorded 

the importance of private monitoring while others have contrary views on it. For instance, 

Levine (2005) records that creditors and shareholders of banks due to their lending and 

ownership relationships with the bank, have a higher tendency to monitor banks than the 

regulators. Similarly, Barth et al (2013a) and Pasiouras (2008) show from their empirical 
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studies that increased bank efficiency is related with private monitoring. Barth et al. (2004) 

also add that NPLs level and intermediation costs are minimised by private monitoring. 

On the other hand, the contrary view reports that as stakeholders in the capital market may not 

have the incentives or necessary financial resources as required, to effectively monitor and 

discipline banks, private monitoring is considered not efficient. Chortareas et al. (2012) also 

support this view as they illustrate from their empirical research, that the level of performance 

efficiency of banks reduces with a higher level of disclosure of information to the audit, 

officials, rating agencies and the public. 

 

Vi. Lending Infrastructure 

The lending infrastructures have important effects on SME credit availability, with better 

lending infrastructures likely to significantly improve SME credit availability by facilitating 

the use of various lending technologies (Liang et al., 2017). The lending infrastructure can be 

referred to as the conditions and rules made available by the government or its regulatory 

bodies that influence financial institutions such as commercial banks in lending to various 

prospective borrowers. It can be said to consist of three environments which are: the legal, 

judicial and bankruptcy environment, the tax and regulatory environments and the information 

environment in which all of them interact and influence the supply of credit SME directly 

through the degree of the various lending techniques that are being employed in a profitable 

and legal way (Berger et al., 2006).  

 

The legal, judicial and bankruptcy environment affects commercial bank lending in a way that 

legal aspect involves property rights and commercial laws by which a commercial transaction 

is endorsed. Without these laws, it will be challenging for banks to effectively utilise the 

different required contracting elements such as collateral, personal guarantees and collateral.  

In developing countries, legal reforms in place should be able to allow the use of contracting 

elements for instance movable assets as collaterals that will facilitate the ease of lending that 

will enable borrowers to access loan (Berg and Fuchs, 2013). In terms of bankruptcy, the length 

a business organisation stays in reorganisation to come out of bankruptcy, or liquidation 

matters, as well as the bankruptcy laws in place, its enforcement and adhering to it. 

 

The tax and regulatory environment could have direct impact on SME lending by either 

encouraging the SMEs to access bank loans if the cost is less and the process are transparent 

or hindering the small businesses thereby keeping them away from benefiting from the formal 
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sector. For instance, is the taxation of importers, traders and manufacturers which can come in 

form of import duty, sales tax and other taxes which influence the cost of running a business 

and its profitability in an adverse way if the tax rates are high (Berger et.al, 2006). While the 

regulatory aspect could place a restriction on commercial banks’ lending to SMEs in terms of 

capital requirement which puts a constraint on the cost and quantity of capital that can be 

released to a potential borrower by the financial institution. And at such, banks can choose to 

use any of the different options such as charging loans or reduce lending to new borrowers 

which are to the detriment of SME borrowers, selling some securities or other assets to maintain 

their capital position. The regulatory environment also includes government invention in form 

of loan guarantee schemes, subsidies on interest rates, directed initiative to lend to specific 

sectors.  

 

While the information aspect deals with the accounting environment.  With regards to SMEs, 

it is noted that SMEs find it difficult keeping a satisfactory accurate record; thus, they are not 

able to meet the bank requirement for lending eligibility as these are important criteria for loan 

contracts to be executed. In cases, where some financial institution makes more use of hard 

information such as financial statements that requires to be prepared in accurate accounting 

standard with credible accounting organisation to make informed decision, this could place 

SMEs that rely on soft information on a disadvantage. This information infrastructure also 

entails the making available of payment history information which helps to show the 

performance of a business and helps in predicting the probability of default. Such commercial 

information is easily accessible through business bureaus that are put in place (Berger et al., 

2006). 

Despite these structures and approaches to help provide finance to SMEs, there still exist gap 

in the lending efficiency of commercial bank lending to the SMEs as they are the hope of the 

development of a nation’s economy. 

 

3.4.2 Bank Internal Factors 

 I.  Bank Ownership Structure 

Studies have recorded that the structure of banks in terms of ownership have some influence 

on the efficiency and profitability of banks (Orumo, 2018; Nguyen, 2016; Bokpin, 2013; Bonin 

et al., 2005; Micco et al., 2004). Bank ownership can be classified into two broad groups as 

domestic-owned banks versus foreign-owned banks, and government-owned banks versus 

privately- owned banks (Nguyen et. al, 2016). There are three important theoretical standpoints 
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regarding this classification and its association with bank performance namely the agency, 

social and political theories (Nguyen et. al, 2016; Stiglitz and Weiss, 1981). From the agency 

and social viewpoint which tend to align together, the government channels resources to 

socially activities which are profitable in order to maximise social welfare in banks owned by 

the government. However, resources may be diverted to personal benefits by managers by 

making less efficient effort to maximize the value of shareholder. Whereas the political theory 

states that banks owned by the government have less incentive to innovate, hence tends to 

finance inefficient politically inclined projects (La Porta et al., 2002). Other studies such as 

Barth et al. (2004), Beck et al. (2004) note that privately-owned banks diversify revenues more 

than government- owned banks.  

On one hand, foreign owned banks are said to perform better than domestic owned banks as 

they have more access to modern technology, more managerial and operational skills, and more 

educated labour force enjoying quality loans that are better (Bokpin, 2013). As a result, they 

tend to innovate more product in fee generation, better international service and better customer 

service based on global advantage theory (Nguyen et. al., 2016; Berger et al., 2009a; Bonin et 

al., 2005). Likewise, Micco et al. (2004) support the view that commercial banks that are 

foreign-owned are efficient performing than the domestic owned banks in developing 

countries. 

 In contradiction, the domestic owned banks are said to be more efficient as they have more 

and accurate information (and lower cost of information due to distance compared to its foreign 

competitors) concerning the country and its economy, laws, languages and politics based on 

home field advantage theory (Mian, 2006; Green et al., 2004). 

In the developing countries, government or state-owned banks are recorded to be under-

performing which then attracts the privatisation of banks as a way to improve financial 

intermediation efficiency (La Porta et al., 2002). In Nigeria, the federal and state government 

fully owns the banks, which dominated the banking industry until 1979. After SAP of 1986 

which altered the regulation of banks, most of the commercial banks are now domestic private 

-owned banks with a minority of government-owned banks, but having a concentrated 

shareholding (Beck et al, 2005). For instance, Orumo (2018) in his study on the effect of bank 

ownership structure on bank efficiency and profitability in Nigeria, found that private 

ownership has a positive effect with return on asset of bank performance. While Laeven and 

Levine (2009) document that regulation can have a positive or negative impact on risk taking 
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of banks depending on the type of their ownership structures which in turn affects the efficiency 

of banks. 

II.  Competition and Innovation 

Empirical evidence shows that the reason behind competition policy is to influence the 

improvement of organisations (Alhassan and Ohene-Asare, 2016). Maudos et al. (2002) 

recorded a positive impact of competition on cost efficiency of banks in Spain between 1985 

to 1996. Whereas Casu and Girardone (2006) show that there is no relationship between bank 

efficiency and competition in the European Union countries. Fu and Heffernan (2007) in their 

study on Chinese banks observed that efficiency was improved during financial sector reform. 

However, they discovered that financial reform has no influence on the efficiency and structure 

of the banking industry (Fu and Heffernan, 2009). According to Claessens and Laeven (2004), 

reducing restrictions on activity increases bank competition and this in turn, could produce a 

negative impact on charter value of banks and profit encouraging higher risk- taking. Another 

opinion by Agoraki et al. (2011) present that as restrictions are reduced, large financial 

conglomerates could be created causing competition in the market to be reduced.  

Levine (2003) from his study discussed that powerful official supervisor which is a regulatory 

body is capable of improving bank competition and governance. He explains that the 

independent powerful supervisor do this by preventing managers of banks from involving in 

unchecked and excessive risk-taking. However, this may not be the case especially in emerging 

countries (Agoraki et al., 2011; Laevine, 2003). 

 

In developing countries, Turkis-Ariss (2010) note that competition improves cost efficiency 

while the profit efficiency is decreased using the Lerner index indicator.  Studies such as Saka 

et al. (2012), and Hauner and Peiris (2005) show that competition influenced by the big banks 

and foreign banks improved the efficiency of the banking sector in Ghana and Uganda 

respectively.  In Nigeria, Zhao and Murinde (2011) observed that as competition is increased, 

excessive risk taking reduces, and efficiency is increased.  Meanwhile, Dogarawa (2011) notes 

that that competition improves banking efficiency. However, Ningi and Dutse (2008) note that 

excessive risk taking from competition could lead to bank defaulting. While Kwan (2004) and 

Gulati (2021) emphasized that the quality and level of competition in the banking sector is 

dependent on the quality of the regulatory framework. 
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III. Size of bank:  

There tend to be operational differences which exists between banks as they increase in sizes 

as control and centralised structure of decision making between multiple layers of management 

may be difficult to maintain and monitor their employees which results to agency problems, 

thus resorting to formal procedure of lending. Whereas small banks can monitor the loan 

officers as there are few layers and decentralised structure (Cole et al., 2004) and relationship 

lending still maintained (Stein, 2002).  

Though large banks may enjoy economies of scale and have capacity to process hard 

information, they may experience organisational diseconomies as they may experience 

challenge of quantifying relationship with customers such as the SMEs and being able to 

transmit the information obtained with the channel of communication found in these large bank 

structures as argued by Berger and Udell (2006). For instance, a large bank in size with multiple 

branches in geography faces agency issues under relationship form of lending. This is due to 

the difficulty encountered by the relationship manager who is in charge of soft information to 

be able to communicate the obtained information to the owners or management of the bank. 

Whereas in small banks, this challenge is minimum as there is few layers of separation between 

bank management and owners, thus reducing agency cost and favours relationship lending 

technique with SMEs (Berger and Udell, 2006). While Triki et al. (2017) in his study on bank 

regulation and efficiency in Africa, note that there is strong variation in the relationship 

between bank efficiency and regulation, which is often influenced by the risk appetite and size 

of banks. They explained that large and high-risk banks improve as restriction to entry (one of 

the regulatory mechanisms) increases, while small and low risk banks are negatively affected 

with increase in restriction to exit. 

 

V. Lending Technology: 

Lending technology refers to the unique primary source combination, procedures or 

underwriting policies and screening, structures for loan contract and the monitoring 

mechanisms and strategies (Berger and Udell, 2006). This includes relationship lending and 

various transaction technologies such as asset-based lending, credit scoring, factoring, financial 

statement, leasing and fixed asset lending. Among all the transaction technologies that involves 

hard information based on information that involves numbers, the financial statement type is 

used for borrowers whose financial account and information are transparent; and the 

relationship lending best suits the small and medium enterprises due to the soft information 

that they avail which is communicated in words or texts most times (Berger and Udell, 2006).  
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According to Peterson (2002), hard information is easy to collect, store, and transmit at a 

relatively cheaper price in which the persons collecting the information might be different, 

whereas for soft information, it is usually collected and processed by the same person (loan 

officer). Whereas Cole et al (2004) from their study elaborate that relationship lending augurs 

well with SMEs as the level of relationship the bank develops with its SME client will reflect 

the character of the SMEs which will influence the lending decision rather than using financial 

statement standards criteria that is used for the big banks. 

 

Berger, Cowan, and Frame (2010) from their analysis on small business lending using credit 

scoring by the large bank organisations which extended to the community banks demonstrate 

that there is a positive relationship in the use of credit scoring type of technology to increase 

lending to SMEs; however, with community banks, there is observed to be an initial decline in 

profit which normalises over time without affecting the quality of the loan portfolio.   

 

Motta and Sharma (2020) in their investigation on impact of the different lending technologies 

focusing on financial statement lending and fixed asset lending (collateral requirement) on their 

effectiveness in lending to SMEs in the hospitality sector, discovered different levels of impact 

of the two lending technologies examined. Their finding indicate that lending technology is an 

important factor which has an impact on the efficiency of accessing external finance from the 

banks, and in their study the asset lending technology was found to be preferred to financial 

statement lending.  

Moreover, in this post COVID-19, the impact of the pandemic leaves the economic 

environment more uncertain making financial measures less useful to use to assess SME 

creditworthiness to obtain loan but will favour the use of lending technology based on 

innovative skills, human capacity and qualitative information (Ciampi et al., 2021). 

  

3.5 Factors Affecting the Efficiency of Bank Lending to SMEs from SMEs Perspective 

This section of literature elaborates on some main factors specific to small and medium scaled 

enterprises which have been known to affect commercial lending to the SMEs from related 

literatures of different nations including Nigeria. These factors specific to the SMEs can be 

categorised as demand side factors and entails the characteristics of the borrower in terms of 

the business, the owner, and the nature of lending relationship between lender and borrower 

that influence the lending practices and criteria underwritten by commercial banks. 
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I. Firm Size and Age: 

The efficiency of bank lending to the small and medium firms is influenced by the size of the 

firms. It is also noted that the ease with which a company can receive bank loans is influenced 

by its size. This is evidenced in   Studies by Haselmann and Watchel (2010) and Mercieca et 

al. (2009) as they assessed the firm size using variables, such as total asset size and number of 

employees. The firm size was found to have a positive significant relationship with access to 

credit facilities in the empirical work of Quartey et al. (2017). They explained that large firms 

are unlikely to face difficulty in external credit loan as they may have the required collateral, 

and credit history that is adequate to prove their creditworthiness, and firms with longer years 

of establishment are also less likely to encounter challenge than younger firms in credit access. 

More so, they found that the depth of the credit information, firm performance, and legal right 

influence the bank lending to the SMEs. For instance, Beck et al. (2006) observe that larger 

banks would easily access external finance more than those of smaller sizes in developing 

countries. Similar observation was noted in Bigsten et al. (2003), which shows that in the six 

African countries examined, small-scaled businesses had the least chance of obtaining loan 

credits from commercial banks when they apply. Thus, Beck et al. (2003) note that the size, 

age of firm, and ownership are factors that affect SME lending. However, from another school 

of thought, the size of a firm would negatively influence the risk such firm poses to the 

creditors. This is because the legal framework that has to do with regulation consistency, court 

dealing and contract enforcement efficiency, which are institutions in the business 

environment, has more impact on bank lending to the small-scaled businesses than either the 

ownership of business or its size (Beck et al., 2008). 

II. Firm Financial Performance 

In the intermediary role of banks in an economy through the channelling of loans to high 

productive organisation from the funds obtained through demand deposit, bank also maintains 

its liquidity (Lotto, 2019). The liquidity of banks enables the banks to generate income through 

fulfilling their roles of advancing loans. Therefore, a liquid bank can be said to be more efficient 

if it is capable of generating more output, which include other assets and minimising the 

operational risks (Lotto, 2019). For instance, Odunga et al. (2013) observe that as liquidity 

increases in banks, there is an increase in operating efficiency of the banks. Thus, banks 

succeed by increasing their liquid assets, which would improve their operating efficiency 

(Lotto, 2019) 
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Since the bank liquidity comes from the ability to generate income, hence, there can be a valid 

discussion for profitability and efficiency of banks. For instance, the study by Harri (2017) 

suggests that there is a positive relationship between the efficiency of banks and their 

profitability. Thus, higher profitable banks have larger operating efficiency than the less 

profitable banks. However, there is no compelling evidence that high profitable banks must 

have greater operating efficiency than the low-profit banks (Lotto, 2019). Notwithstanding, the 

study by Sanchez et. al. (2013) on the determinants of operating efficiency, shows that the 

profitability of banks is positively associated with the operating efficiency of the banks.  

III. Organisational Form of Enterprise 

The organisational form (whether it’s a sole proprietorship, partnership, limited company or 

limited partnership) of a firm might influence the lending decisions of banks.  The 

organisational form of a firm could determine the level of the degree of informational 

asymmetry and the magnitude of agency conflicts that might arise between owners, managers 

and creditors (Cole, 2008). Moreover, the nature of the liabilities of the firm is likely to be a 

function of its organisational form. For instance, proprietorships or non-corporate institutions 

are assumed to be more credit worthy than the organisational forms of partnerships and 

corporations, because a lender can liquidate or sell both the personal assets and business assets 

of the owner in the case of a non-corporate institution to fulfil a claim (Berkowitz and White, 

2004). Hence, a lender would prefer an organisational form of partnership than corporation 

because the general partner’s personal assets could be claimed in an event of default on loan 

repayment (Cole, 2008).  Consequently, it is expected that the smaller banks would lend mostly 

to the proprietors and partnerships while the large banks will lend mostly to the larger firms 

and corporations.  

More with, the credit rating of a firm, as determined by previous loan repayments or number 

of delinquencies is a crucial factor in influencing a lender’s decision on the provision of loan 

credit. Number of delinquencies is the number of business credit obligations on which the firm 

has been delinquent within the past three years. The delinquencies are the negative function of 

the likelihood that a lender will provide loan credit to a firm (Cole, 2008; Cole et al., 2004). 

IV. Nature of Business of firm’s Industrial Sector 

The firm’s credit quality is often evaluated by bankers using the firm’s sector of activity or 

industrial classification (Cole, 2004). In other words, the banks believe there are some 

industries or sectors where borrowers are likely to default on loan repayment. Thus, banks may 
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refuse to provide funds for some firms in sectors that could face financial difficulties. The 

industrial classification of firms would give an indication of the maturity and types of the 

sources of finance that would be appropriate for them. Akinleye et al. (2012) argue that the 

tendency of a bank to lend is determinant on the risk appetite of the bank which is influenced 

by other elements such as the risk profile of the client and business sector, previous loan 

performance history, among other factors, and general macroeconomic financial conditions.               

 

V. Entrepreneur Characteristics 

The reputation of the individual owners of small and medium scaled- businesses play an 

important role in granting of loan credits to the businesses, which in turn affects the operating 

efficiency of how banks lend to these enterprises. This is argued by Athanasoglou et al. (2008) 

that the commercial financial institutions function efficiently in their issuance of loans to its 

clients who have been approved to show highest levels of credit worthiness. Therefore, factors 

such as educational attainment, age, personal wealth business experience, and physiological 

features (e.g., ethnicity, regionality, sex, etc) can influence on how banks will efficiently lend 

to the businesses. An example is evidenced by Igwe et al. (2018) as they demonstrate on how 

these factors-education, business experience, regionality, mindset and ethnicity have influence 

on the economy in positioning the SMEs for economic growth. Quartey et al. (2017) indicate 

that business experience is a factor that will enhance efficient access to the formal sector loan. 

The influence of the personal wealth of the SME borrowers could be helpful in obtaining credit 

loans from the banks, as at times, the personal wealth is inseparable from the business assets. 

In a case like this, the individual owner of the business can pledge his personal assets as the 

collateral to obtain credit loans from the banks (Rahman et al., 2017).  Firms with more 

educated owners are perceived to be more credit worthy in that they can bring their knowledge 

and skills to bear on the profitability and efficiency of firm.  For instance, Igwe et al. (2018) 

found that the major distinguishing feature between high growth and low growth small firms 

was the education with the right skill, training, and experience of the SMEs owners.  

• Ethnicity  

While it has been noted that credit rationing is prevalent among the small businesses, small 

businesses with minority ethnicity seems to face more credit rationing, study by Cowling et al 

(2021) demonstrate that ethnicity of the entrepreneur does not influence the how banks lend 

before and after COVID period in the UK between the white and ethnic minority businesses. 
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The indicated that the small businesses with minor ethnicity feel discouraged to apply for loans 

because of their risky nature and they assume they will be denied access to finance from the 

banks. Likewise, Vu and Houng (2022) in their analysis using binary logit and multinomial 

model on informal labour and credit access using data from Vietnam reveal that ethnicity is not 

a factor that influence how banks would lend to the informal business sector. They showed that 

one of the major ethnic groups, called the Kinh are not likely to have access to bank loans more 

than other ethnic groups who have different language and cultural customs. In Nigeria, 

tribalism, ethnicity, regionalism, and sectionalism appears to be other issues that are 

problematic in the political environment where the businesses operate which could affect the 

perception of the lender. Whereas Blanchard et al. (2008) mentions that ethnicity of the 

business owner can be a factor when assessing finance which can be used to distinguish from 

discriminating banks where the victims of loan applicants are usually the minority, ethnic 

groups such as the Asians and black Africans. 

VI. Firm-Lender Relationship Characteristics 

The existence of previous relationship with lender partly influences the chances of accessing 

credits from banks. The existence and non-existence and type of prior relationships with 

lenders and the strength of the relationships influence the operating efficiency of lending by 

commercial banks (Berger et al., 2006). Firms that have pre-existing relationships with their 

prospective lenders are likely to be favoured to receive credit because it is expected that over 

the course of these relationships, sufficient information would be gathered on the credit 

worthiness of the borrowers. Cole et al. (2004) identified the three types of pre-existing 

relationships namely-deposit relationship, loan relationship and financial management 

relationships. Notwithstanding, the bank-borrower relationship that exist between the SME and 

the banks can lower the collateral requirements for the SME firms. This is because the 

relationship would lead to the minimisation of the information gap and helps the banks to 

predict or understand the quality of the projects more accurately, hence, reducing the emphasis 

on collateral requirement from the SMEs (Rahman, Rahman and Ključnikov, 2016).   

In the case of loan relationship, the lender is likely to favour applicants that have had a pre-

existing loan relationship with the bank. However, the challenge of this relationship is the 

ambiguity that could impact it. This is because the lender might be worried that a pre-existing 

loan clearly increases the firm’s leverage (Cole et al, 2004). The granting of the second loan 

application to a borrower by banks could signal concerns about the bank’s portfolio 
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diversification and a possible violation of regulatory restrictions on lending to a single 

borrower. Nevertheless, the strength of the relationship given the length of time for the 

relationship plays an important role in determining whether the borrower would get a loan or 

not (Berger et al., 2006). Other factors which can be considered as constraints which affects 

the bank lending to the SMEs include: 

VII.  Business Informality: 

The degree of informality was described by Berg et al. (2013) to be one of the important factors 

that is common to the SMEs that affects bank lending to them. The degree of informality 

reflects the poor quality of financial statement, business plans, and lack of managerial and 

business skills. For instance, about half of the small firms in developing countries are less 

productive and unregistered (Ayyagari et al., 2013). These small firms are mostly operated by 

managers or individuals with low managerial education, less dependence on external finance 

and less number of customers (La Porta et al., 2008). Whereas Igwe et al. (2018) observe that 

the SMEs with technological know-how have better flexibility to develop their processes, 

organisational structure, and new products. They believe that engaging in networking by these 

small firms with technological know-how would positively impact the firm growth and external 

economies, which provides them with a better chance to access external credit facilities.  

However, informal firms depend more on relationship lending and on informal governance 

channels such as trust and reputation. These facilitate their access to loan credits and most 

times, are linked with illegality such as tax evasion and low firm growth. The informal status 

of the firms and the avoidance of tax could place the firms in an unfavourable position during 

application for loan credits when they are to provide collateral to the banks or intermediary 

actor in provision of loans, resulting to high cost of funding (Cole et al, 2004).   

VIII.  Collateral and Interest rate 

Bigsten et al. (2000) indicated that inability of the small businesses to fulfil the collateral 

criteria led to 90 percent of the small -scaled enterprises to be denied loan from the formal 

financial institution. Haron et al. (2013) note that credit officers are of the opinion that 

collateral and inadequate documents to back up a loan application has a significant impact on 

whether loan will be approved or not by the commercial banks. In the study of state of SMEs 

lending in Sri Lanka by Pandula (2015), the study reveals that the SMEs are faced with high 

cost of obtaining loan, complex tedious application process and lack collateral. She further 

suggests that banks should make the loan documentation process simple, get their staff who 
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handle documents application of clients trained and encourage the structuring of finance tools. 

She adds that there should be creation of rating agency for SMEs, credit guarantee and lending 

using cluster-based approach. 

The collateral requirements for loan credit are significant for SMEs than the large firms due to 

the limitation of lack of physical assets to use as pledge for the collateral, which might cause 

loan credit being rationed for the SMEs (Menkhoff et al., 2012). Likewise, Obaji and Olugu 

(2014) found that there are unfavourable conditions for lending to SMEs, which include high 

collaterals, which have hindered lending to the SMEs by the commercial banks.  In the same 

line, Jacob et al (2019) believe that collateral requirement is a major challenge in SME lending. 

However, Jimenez et al. (2009) argue that accounting -based hard information can be 

substituted for collateral because it makes more accurate the loan screening process, as the 

relationship lending could be labour intensive process, riskier and hence increases the cost 

involved in the loan process for the banks because of the need for frequent visit by the banks 

to the SMEs to acquire soft information (Petersen and Rajan, 2002). 

On the other hand, the study of Obokoh et al.  (2016) indicate that the SMEs are facing 

challenges of obtaining loans from the commercial banks because of the high-interest rate. 

Similarly, in the study on the challenges of lending in the Sub-Saharan countries, Quartey et 

al. (2017) noted that interest rate is one of challenging factor on the SMEs to be given loan. 

IX. Credit Guarantee 

A large portion of banks’ profits comes from loan interest rates, owing to the banking industry 

mainly depending on accepting deposits and making loans. When doing business with an 

opaque SME, a bank faces problems such as adverse selection and moral hazard. Therefore, 

the biggest risk for a bank making a loan to a SME lies in loan default (Liang et al., 2017). The 

credit guarantee system compensates for this credit risk (Craig et al., 2008), because it is 

intended to address this market failure, by reducing the financial loss suffered by financial 

institutions in the case of defaults.  

Though, it is undeniable that SMEs applying for loans via the credit guarantee scheme probably 

lack collateral or exhibit a relatively high risk, Liang et al. (2017) indicate that as credit 

guaranteed amount increases, the cost efficiency increases. Another opinion by Shang et al 

(2020) in their study to find solution to loan defaults by the SMEs, suggest SME group lending 

as a means of guaranteeing basic income for the banks with innovation of optimal lending rate.                                                                                                                      
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However, these government programmes were most times underutilised and can efficiently 

work when banks are sound (Berg et al., 2013). This is the case of Nigeria where the Small and 

Medium Enterprises Guarantee scheme (SMECGS) is not fully utilised due to the requirement 

by the commercial banks to release loan at prime rate which may unlikely cover every cost. 

Moreover, the scheme demands that all the loans are collateralized ensuring that the collateral 

is also realisable and adequate before loan is accepted to be guaranteed. And in the situation 

where the creditors are at default failing to pay, the banks will have to make every attempt in 

recovery of the loan before they can be compensated by the guarantee scheme; thus, this paves 

the reason for the low utilisation of the scheme and reduces banks incentive to use it, 

considering weak contract enforcement and judicial system (Berg et al., 2013). 

3.7 Conceptualisation Framework of Study 

Literature on bank regulatory framework lending and its impact on efficiency of bank have 

been examined and theories guiding the study are identified and discussed in this chapter in the 

earlier subsections. The financial intermediation theory which is the linking theory connecting 

theories from the bank, institution and the SMEs that underpins this study. As the study aims 

to examine the regulatory framework of commercial banks which influences lending to the 

SMEs and its impact on the operational efficiency of banks, it tends to achieve this by providing 

answer to the research questions mapped out in the study which include mainly to identify the 

main regulatory and bank factors that influence commercial bank lending from both bank and 

SMEs perspectives, and the extent of impact of the regulatory factors on the bank efficiency. 

The theories give direction to this study as they help in the identification of the relevant factors 

that could influence bank lending efficiency of the banks. The factors as synthesised from the 

literature were examined as those form the banks perspectives and those form the SMEs’ 

perspectives. Those form the banks’ perceptive include regulation, bank size, bank ownership, 

lending technology, and Competition. Whereas from the SMEs’ perspectives, the factors 

include business/firm size, firm financial performance, organisational form of the firm, nature 

and sector of business, business owner characteristics, and firm-lender relationship. These 

identified factors from both the banks and SMEs have been consolidated, with the reference to 

the banking regulatory framework and presented in Figure 4.  

The conceptualised framework reflects that the bank regulatory framework which encapsulates 

the main regulatory and bank factors (which also guide the development of the study 

hypotheses) should be made in consideration of the conditions peculiar to the setting of the 

country (Triki et al, 2017), and the SMEs (Fadun, 2013) for its effectiveness (Dafe, 2020). 
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Thus, the conceptual framework reflects the factors from both commercial banks and the SMEs 

that will have an impact on the operational efficiency of commercial bank lending which is 

operationalised with the use of quantitative and qualitative data by employing semi structured 

survey. Both the regulatory and bank factors, and the SMEs factors are considered to play 

contributory role in the operational efficiency of the banks. The contributory roles or effects of 

these factors are moderated by the business constraints such as business informality, lack of 

collateral, and inadequacy of the credit guarantee system.  
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                                     Figure 3.2 Conceptual framework 

 

 

3. 8 Development of Hypotheses 

As the research aims to examine the impact of bank regulatory framework in relation to lending 

to SMEs on operational efficiency of commercial banks in Nigeria, the research hypotheses in 

this study have been set to achieve this aim by investigating the relationship between the 

independent variables of regulatory and bank factors, and the dependent variable, operational 

efficiency of the bank. Both the regulatory and bank factors, and the SME factors were 

considered in developing the hypotheses that are presented in this section.  
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I. Bank Regulations 

The Stringent regulations by banks in lending funds to SMEs pose a challenge to banks' 

efficiency. Compared to smaller ones, bigger banks may consider using collaterals more as 

they tend to understand better and are equipped with sophisticated infrastructure in lending 

technology for processing complex information (Cole et al., 2004). Unfavourable lending 

conditions, including high collaterals, hinder SMEs from accessing loans from commercial 

banks in developing countries (Adeyeye et al., 2016; Sanusi, 2013). Under Basel III, revisions 

and considerations have been made about calculating regulatory capital related to SME lending. 

This revision involves mainly that the retail risk-rated 75% and can be utilized for weighing 

SME loans as long as the loans to be made to the SME borrower is not more than1 a million 

Euros and that the bank's portfolio is diverse. 

 

Moreover, this revised Basel III makes provisions for the use of collateral substitutes such as 

government guarantees for mitigating or reducing risk weights associated with loans (OECD, 

2012). Thus, guaranteed loans can be supported with a reduced amount of regulatory capital 

compared with loans with assets as collateral. In this case, the SME borrower is assigned the 

risk weight of its guarantor. For example, it is zero for a government with an AAA rating. 

However, this revision might not have been implemented in other countries. (OECD, 2012). It 

is also noted that Basel III is still exposed to unnecessary and heavy reliance on supervisory 

override, which was not tackled in Basel II. Liang et al. (2017) suggest that the governments 

in emerging countries can motivate SMEs by guaranteeing high-risk loans, which will 

encourage them to boost their enterprises. Haron et al. (2013) note that in applying for loans, 

inadequate documents and collateral tend to have a significant impact on approving loans from 

the perception of credit officers of commercial banks. Pandula (2015) examined the situation 

of SME financing in Sri Lanka and highlighted some constraints faced by banks and SMEs, 

such as high risk, high administration costs, lack of information on the borrower, and poor legal 

systems to fall back to in the event of default by borrowers.  

 

Continuous monitoring, problems of loan recovery distributed to the SMEs, and the high risk 

with little returns made SME financing unattractive to commercial banks (Masuduzzaman et 

al., 2019). Although the government supported the SMEs, however, the sector's performance 

remained below the international level (Masuduzzaman et al., 2019).  In the investigation by 

Ayadi et al (2016), their findings show that compliance to the Basel regulation has little impact 

on bank operating efficiency. They elaborated that the various supervisory aspect of the 
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regulatory framework has no association with operational efficiency of banks; that increasing 

such regulatory measures merely for a goodly outlook will instead discourage the allocation of 

resources efficiently. Therefore, the following hypothesis is made to ascertain if bank 

regulation, which consist of elements of Basel framework such as the bank adequacy, 

supervision, public disclosure, and monitoring of loan would influence the operational 

efficiency of bank in lending to the SMEs in Nigeria: 

Hypothesis 1 

H0: Bank regulation is not a bank specific factor which influences the operational efficiency of 

commercial bank lending to SMEs. 

H1: Bank regulation is a bank specific factor which influences the operational efficiency of 

commercial bank lending to SMEs. 

 

II. Bank size:  

Bank size can affect the efficiency of loans released to SMEs in many ways but especially 

through the lending technologies.  Many studies (Haselmann and Wachtel, 2010; 

Athanasoglou, 2008; Cole et al., 2004; Berger et al., 2001) have argued how important the 

influence of bank size as a factor affects the SME lending. For instance, the studies by Cole et 

al. (2004) and Berger et al. (2002) found that the large banks tend to have advantage in 

processing hard information, as such, they grant loan based on the availability of hard 

information. Having better understanding of the collateral laws, such banks are willing to 

receive collateral before giving an approval to lend to enterprises (Haselmann and Wachtel, 

2010).  However, Shen et al (2009) from their study on SMEs lending in China reveal that bank 

size on its own is not a vital factor that influence lending to SMEs. 

Therefore, in the process of making decisions on lending by the large banks, there is relatively 

less opportunity to collect soft information from the SME customers than the smaller banks, 

hence, making them more risk averse to the relationship-based lending (Stein, 2000). In the 

event of lending to the small businesses, which are less transparent, the large banks would 

require collateral to process the loan credits (Berger et al., 2002). Whereas the small banks are 

more benevolent than the larger banks in terms of providing credit loans to the SMEs, with 

more favourable terms and conditions for the loan credits through the relationship lending 

approach. Thus, the small firms have a significantly lower probability of credit loan refusal 

when they seek from the smaller banks (Scott and Dunkelberg, 2001). The smaller banks are 
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important for SME lending in   credit market (Stiroh and Strahan, 2003). Nevertheless, De la 

Torre et al. (2008) observed that the SMEs borrow from banks with various sizes, and at such 

size does not necessarily determine that bank will lend to SMEs. 

The firms that are served by the large banks would need to provide hard information to the 

banks, hence, the SMEs could easily form a new relationship with other banks (Berger et al. 

2006). As a result of the mixed opinions, the following hypothesis is made to test whether bank 

size is a bank determining factor for the operational efficiency of banks in lending to the SME 

in Nigeria: 

Hypothesis 2 

Null Hypothesis (H0): Bank size is not a bank specific factor which influences the operational 

efficiency of commercial bank lending to SMEs. 

Alternative Hypothesis (H1): Bank size is a bank specific factor which influences the 

operational efficiency of commercial bank lending to SMEs. 

 

III. Bank Ownership 

With the advent of bank regulations, there has been a transition of banks' private ownership, 

which has influenced the ownership structure in the banking industry in various countries. It 

has been noted that bank ownership has a significant impact on the efficiency of loan allocation 

to SMEs (Viverita et al., 2015; Zeitun and Tian, 2007). As a result, the firms' foreign ownership 

and domestic stake witnessed an increase, while government ownership reduced. The banking 

sector in Nigeria has witnessed this shift of ownership from government to private and foreign 

ownership with competition among the individual banks which improved the efficiency of the 

industry (Orumo, 2018). In the study by Orumo (2018) on the effect of bank ownership 

structure on bank efficiency and profitability, it was found that private ownership has a positive 

relationship with return on asset of bank performance.  

 

On one hand, the domestic-owned banks are said to be more efficient as they have more and 

accurate information concerning the country and its economy, laws, languages and politics 

based on home field advantage theory (Mian, 2006; Green et al., 2004). But, on the other hand, 

in the study by Nachum and Ogbechie (2019), they argue that the dominance of domestic banks 

in Nigeria was neither the one that was built on the absence of a pull factor nor was it on 

liabilities of the foreign banks but the entrepreneurial spirit of the domestic and the favourable 

government policies. 
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On the other hand, foreign-owned banks are said to perform better than domestic-owned banks 

as they have more access to modern technology, more managerial and operational skills, and a 

more educated labour force enjoying better quality loans (Bokpin, 2013). As a result, they tend 

to innovate more product in fee generation, better international service and better customer 

service based on global advantage theory (Nguyen, 2016; Berger et al., 2009; Bonin et al., 

2005). Thus, it becomes necessary to ascertain these opinions about bank ownership, hence the 

hypotheses below: 

Hypothesis 3 

H0: Bank ownership is not a bank specific factor which influences the operational efficiency of 

commercial bank lending to SMEs in Nigeria. 

H1: Bank ownership is a bank specific factor which influences the operational efficiency of 

commercial bank lending to SMEs in Nigeria. 

 

IV. Lending technology 

 Commercial banks have different lending technologies through which they lend to the SMEs. 

The effect of the various lending technologies are envisaged through their sizes as in large 

banks which favours transaction lending and small banks which augurs more with relationship 

lending. Among the several lending technologies, transaction lending and financial statement 

type can not be used for the SMEs due to the reason that they require standard accounting and 

auditing that involves transparency which could be beyond the capacity of the SMEs (Berger 

and Udell, 2006). In the study by Motta and Sharma (2020), they found that lending technology 

plays an important role in reducing the issue of information asymmetries and as such, increases 

the access of the SMEs to lending.  For instance, Comeig et al. (2015) reveal that relationship 

lending is mostly used as the alternative to financial statement-based lending when banks are 

lending to SMEs.  Ono and Uesugi (2009) note that asset-based lending is tailored as an 

alternative lending technology to financial statement-based lending.  

 

However, Shen et al (2009) note that holding banks may encounter challenge with relationship 

lending that have its smaller banks located at a distant location from its headquarters as it is 

difficult to monitor their efficiency. Cole et al. (2004) argue that it is the level of relationship 

that the bank can develop with SME clients which enables bank to a great extent ascertain their 

character, is what will be mostly considered in relation to big banks whose financial statement 

will be used based on standard financial criteria. Thus, the hypothesis below to ascertain if 
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lending technology is considered a factor that will affect the efficiency of commercial banks’ 

lending to the small and medium scaled enterprises in Nigeria.  

Hypothesis 4 

H0: Lending technology is not a bank specific factor which influences the operational efficiency 

of commercial bank lending to SMEs. 

H1: Lending technology is a bank specific factor which influences the operational efficiency of 

commercial bank lending to SMEs. 

 

V. Competition 

The relationship between the bank factor, competition and the operational efficiency of the 

banks in lending to the SMEs is examined with consideration to some SME factors such as the 

sector of the firm/business, and SME-lender relationship. Competition has been identified 

through theoretical frameworks as an important factor that influences the lending behaviour of 

banks (Shen et al., 2009). Also, the study by Mercieca et al. (2009) found that competition 

would stimulate the SME’s relationship in the case where the number of banks increase. 

Competition may bring about an easier access to the broad range of services that are offered in 

banks (Mudd, 2013; Neuberger et al., 2006), and buffers against the credit rationing that could 

have been caused by a sole lending bank (Berger et al., 2002). The study conducted by Berger 

et al. (2004) on 74 countries, provide evidence of the role of competition in lending to the 

SMEs by banks as they found out that a higher competition would pose stronger impediments 

for the SMEs in accessing loan credits. Following these arguments, hence the hypothesis stated 

below: 

 

Hypothesis 5 

H0: Bank competition is not a bank specific factor which influences the operational efficiency 

of commercial bank lending to SMEs in Nigeria. 

H1: Bank competition is a bank specific factor which influences the operational efficiency of 

commercial bank lending to SMEs in Nigeria. 

 

3.9 Conclusions 

This chapter having highlighted the theories guiding the study which entailed intermediation 

theory that expounded on how the commercial bank functions in performing its role and 

emphasised on the relevance of information asymmetry and transaction cost between the banks 
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and the SMEs; the public and private interest theories of regulation described the function of 

the banks from the public view that the governments should regulate the banks in the interest 

of the public, and from the private view of private theory opining that private supervisors 

should monitor the bank activities to prevent failure and enhance efficiency respectively. 

Moreso, the institutional theory highlights the presence of important institution that facilitates 

the efficiency of bank lending to the small and medium scaled businesses. While the capital 

structure theory following the pecking order demonstrated the hierarchy of SMEs preference 

in the access to external credit and the credit rationing theory which is restriction of credit itself 

when the demand of loan exceeds the supply of it, indicating the reasons behind the rationing. 

The chapter explored the regulatory and banks factors, which include the factors that have been 

investigated to influence the operational efficiency of banks in lending to SMEs from the 

perspective of the banks and SMEs. The combination of these factors with respect to how they 

inform or are influenced by the bank regulatory framework was performed formed the 

conceptualised framework, which was synthesised from the existing literature on the 

relationship between the banks and the SMEs relating to the concept of study. The relationship 

between the banks and SMEs in terms of lending also came with business constraints such as 

the business informality, lack of collateral and inadequacy of the credit guarantee system. The 

conceptualised framework provides a guide for this study and five hypotheses were developed 

from existing literature and the conceptual framework to set the path for the analysis in this 

study. To further provide insight into the analysis, the next chapter examines the research 

methodology of this study.  
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CHAPTER FOUR: METHODOLOGY 
 

              

              

 

 

 

 

 

 

4.1 Introduction 

The literature review in the previous chapter paves way to the research methodology to                                     

this chapter which highlights on the whole process of research procedures and methods to 

achieve the aim of study. It discusses on the research philosophy in terms of the epistemological 

(admissible knowledge in a particular field) and ontological (view of the nature of reality, 

whether it is external or internal from the researcher) standpoint of the research for this study. 

It also covers the research methodological choice of research design, research method, data 

collection, analysis technique, reliability, validity, ethical approach, and limitation.  

4.2 Research Philosophy 

Research Philosophy refers to the paradigm or philosophical framework of the general accepted 

belief, assumptions and the nature of knowledge which guides the research (Collis and Hussey, 

2014). The selection of a particular research philosophy regarding a research process is usually 

based on the epistemological and ontological considerations. Grix (2004) notes that the views 

in an epistemology of a research is reflected in the assumptions of the ontology and in the 

methodology of the research study; thus, they are interdependent.     

The two main philosophies considered in business research are positivism and interpretivism 

(Sekaran and Bougie, 2016; Collis and Hussey, 2014; Bryman and Bell, 2011).  Positivism is 

described as the epistemological paradigm which originates from the natural sciences and 

views the social reality as external and objective in nature which involves a deductive approach 

(Collis and Hussey, 2014; Bryman and Bell, 2011).  

On the other hand, interpretivism birthed due to the limitation of positivism, perceives social 

reality from the mind and views it as subjective in nature which requires the inductive approach 

 

 Chapter Four provides: 

• the methodology and research philosophy 

• the research method, and justifications 

• data collection, Instrument &Technique of Analysis 

• research Reliability and Validity 

• ethical approach of study 

•  limitation and de-limitation of study 
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to interpret and understand the social phenomenon in a particular situation (Collis and Hussey, 

2014; Bryman and Bell, 2011).  

However, Tashakkori and Teddlie (2010) demonstrate that instead of adopting a philosophy in 

the opposite paradigms, it is better to take the continuum which is the adapted philosophy called 

Pragmatism. Saunders et al. (2019) explains that pragmatism is a philosophical position 

whereby a researcher recognises multiple traditions of describing the world as well as 

conducting the research study to obtain answers to the research questions. 

 Sekaran and Bougie (2016) stresses that pragmatism is a philosophical standpoint where a 

researcher does not take a sole viewpoint but views reality from the objective and subjective 

standpoints to produce a better knowledge and understanding on the concept and meaning that 

answers the research. They emphasized that the pragmatist aims on the value of the research 

which is the practical relevance, and the theory is to inform the practice.  

This study research incorporates both the positivist and interpretivist approach, hence the 

pragmatist viewpoint. The choice for this philosophical approach is due to the reason that it is 

flexible to enable the use of more than one method (Robson, 2016) in examining the concept 

of study in a holistic view in order to have an in-depth insight on the concept of bank regulation 

influencing lending to SMEs and how it impacts on the operational efficiency of commercial 

banks in Nigeria. The holistic standpoint welcomes both quantitative and qualitative methods 

of research (Onugbuize and Leech, 2005) as the study perceives the banking organisations as 

tangible entities, which are separate from the bank managers regulators, and SMEs while 

examining its impact of the bank regulation influencing lending to SMEs on efficiency of the 

commercial banks. It also used due to the fact that it facilitates the obtaining of results to the 

research questions in line as used by related studies (Johnson, 2014) in his study to determine 

the efficiency of Nigerian mortgage banking sector.  

4.3 Research Method 

This refers to the methodological standpoint of the researcher and shows the general plan to be 

undertaken in answering the research questions. There are three main categories of designs 

namely, the quantitative, qualitative and the mixed methods (Saunders et al. 2019; Bryman and 

Bell, 2011). 

Quantitative research is usually associated with the positivist philosophy and deductive 

approach and employs a structured method of data collection which tends to examine the 

relationship between variables (Saunders et al. 2019). Whereas the qualitative is associated 
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with interpretivism philosophy and inductive approach which involves non-standardized 

method of data collection such as semi structured interview to be able to develop a conceptual 

framework, inform the research and rich theoretical contribution (Denzin and Lincoln, 2011). 

While mixed method research combines the use of both quantitative and qualitative data 

collection techniques and analysis procedures (Saunders et al. 2019; Tashakkori and Teddlie 

2010). The use of mixed method has wide advantages as it combines more than one method of 

collecting data to gain more insight, elaborate and rich enough to clarify a research problem.  

This study adopts mixed method, specifically the concurrent embedded mixed method research 

design whereby one methodology supports another in a single phase. In other words, some 

questions within each constructed questionnaire require qualitative responses. This method is 

chosen due to the reason that it utilises the combination of qualitative and quantitative to 

facilitate the collection of rich data for validity and to achieve comprehensive results to the 

research questions of the study which only a sole method may not be able to cover (Saunders 

et al., 2019; Creswell et al., 2018; Tasakkori et al., 2010). This method is also considered most 

suitable due to its feature to embed both closed structured questions, and in addition, open- 

ended questions that will require qualitative responses to help provide a better understanding 

of bank regulation influencing commercial bank lending to SMEs and the impact on bank 

operational efficiency both from the perception of the two groups of participants and from the 

empirical observation.  

4.4 Data Collection and Research Instrument 

The research technique comprises of the research tools for collecting data and analysis 

(Saunders et al., 2019). As this research involves the mixed method, the collection of primary 

data was via semi-structured type of survey questionnaire. The semi -structured questionnaire 

is designed in such a way that some of the questions are structured having closed ended 

questions with pre- determined options on nominal scale and Likert ordinal scale that can be 

analysed quantitatively, while a few questions are open- ended that require qualitative 

responses and analysis. This type of questionnaire was utilised to be able to obtain the rich 

information relevant to the objectives of study to cover the limitation of using sole structured 

questionnaire that will not give full depth of respondents’ opinions. It is also employed due to 

the reason that it is the most efficient way of collecting large sample of data that is 

geographically dispersed within a country for credibility (Sekaran and Bougie, 2016; Babbie, 

2015).  Furthermore, the questionnaire was used to be able to assess the different aspects of the 

framework of bank lending and extent of impact on efficiency of banks from the opinions of 
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the top bank officials and SMEs to help provide answers to specific questions of the research 

study as used in the related studies (Ibrahim et al., 2020; Kinyanzui et al., 2018) within the 

limited given period (De Vaus, 2014). 

 

Though survey method has some limitations such as indepthness, low response rate, and 

respondents not providing complete answers (Saunders et al., 2019), the study made attempt 

to overcome these issues by ensuring that the questions are constructed based on a thorough 

literature covering the relevant matters in detail, more questionnaires were dispatched and 

collected in person to clarify any respondent and have more coverage of number of 

questionnaires required. The questionnaire was also disseminated to only respondents that 

understand the subject matter.  

 

Two sets of pilot studies were conducted, one for the questionnaire for the top bank officials 

and the other for the SMEs prior to the main data collection to ensure that the bank regulatory 

attributes influencing lending to SMEs are well communicated effectively in an understandable 

and comprehensive manner to be able to capture the respondents’ opinions. 

A cover letter was attached to the two sets of questionnaires as this is important to help explain 

the content and purpose of the research and reduce biasedness (Saunders et al., 2019). The 

questions presented were numbered in an orderly and logical manner with instructions clearly 

stated. The biodata section of the questionnaires is without names to maintain anonymity and 

confidentiality as indicated in ethics and access of data. 

 

The research adopts a purposive sampling method. This is a non –probability sampling 

technique used to obtain necessary information from a targeted particular group who are readily 

available (Sekaran and Bougie, 2016). This technique is chosen for this study to be able to 

obtain rich and necessary data from a target group who are highly knowledgeable in the 

banking sector especially in the subject of bank regulation and efficiency as well as 

entrepreneurs in the small and medium enterprise industry to meet the objectives of the study. 

As according to Saunders et al. (2019) purposive sampling renders the flexibility to allow the 

researcher to make reasonable judgement in selecting the sample size of target group based on 

chosen criteria to help provide answers to the research questions. 

For banks, the targeted participants for the research include the operational mangers, branch 

bank managers, chief executive officers, business relationship mangers, of banks among a 

sample size of 20 commercial banks out of 22 commercial banks in Nigeria. This group of 
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participants from the commercial banks are chosen because they are highly knowledgeable in 

the regulations and operational management of the bank so that more insightful information to 

meet the objectives of the research study will be achieved. The reason twenty number of banks 

are being utilised is due to the fact that these make up to 95% of total population of commercial 

banks in Nigeria representing a wide spread of banks in Nigeria (See appendix I for the list of 

commercial banks in Nigeria as at 31st December 2019). Two commercial banks namely 

Globus bank and Titan Trust bank were not included in the sample as both are new banks that 

were launched in 2019 after data has been collected. 

 

While the target participants for the SMEs are the entrepreneurs who are knowledgeable and 

have accessed loan from the commercial banks. Some of the entrepreneurs belong to 

recognised associations which include the National Association of Small Medium Enterprises 

(NASME), Nigerian Association of Chambers of Commerce, Industry, Mines and Agriculture 

(NACCIMA) with headquarters based in Lagos, South -West of Nigeria, Entrepreneurial 

Development, Centre (EDC), Port-Harcourt Chamber of Commerce, Industry, Mines and 

Agriculture (PHCCIMA) and market union based in River state in the South of Nigeria. 

 

Primary data was utilised in the research to obtain insightful and useful information from the 

respondents about their perception of the bank regulatory framework and lending operations 

that influence efficiency of the bank in lending to small and medium business which is specific 

to the banking industry that will help address the research questions and provide answers. As 

according to Stede et al. (2006), the perception of the components which relate directly to the 

operation with the management of firm control are focused on, instead of the financial 

measures, which can be a better way of assessing their efficiency.  

The primary data collected was administered in person and via online to be able to get as large 

sample as possible as the larger the sample, the more useful data that will be obtained for 

reliability (Saunders et al., 2019). Despite the advantage of using both routes of data 

distribution, each one has its own limitation. For instance, with personally administered 

questionnaires, more and completed responses are sure to be obtained within a short period of 

time as any doubts or challenge on any question could be clarified at the spot; however, this 

might create bias as the researcher explaining the questions to a participant may differ from the 

way the same question could be explained to another (Sekaram and Bougie, 2016). While with 

online administered questionnaires, it is easier and less expensive; however, there is more 
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chances of low response rate (Saunders et al., 2019). To minimise the problem of low response 

rate, the researcher had to send follow up mail as indicated by Sekaram and Bougie (2016). 

As the study utilised utilized two data sets, one from top officials in the banks, and the other 

from SMEs; this created an adequate mix and collect insightful information from both 

perspectives on the regulatory factors and issues of commercial banks influencing lending to 

the small and medium businesses in Nigeria.  

 

For the questionnaires designed for the banks, out of 350 questionnaires distributed to top 

official which include bank executive managers, branch managers, relationship managers, 

operational managers, loan officers, market risk officers, and account officers of the twenty 

commercial banks in Nigeria, 250 were accounted to be returned; and out of this returned with 

declined ones, only 161 questionnaires were considered useful.  

 

While out of 250 questionnaires designed for the SMEs and distributed to them, 150 responses 

were obtained with some of them uncompleted or declined; however just fifty-three of these 

responses were useful as they met the criteria of having attempted to access loan or have 

accessed loans. 

 

Thus, a total of 214 responses sample size out of 600 dispatched questionnaires from both bank 

and SMEs were obtained which denotes 35.6% response rate. Though the response rate appears 

low; according to Sekaran and Bougie (2016), atleast a 30 % response rate is considerably 

acceptable. Moreover, Creswell (2018) indicates that for purposive sampling, the emphasis is 

not on having so large sample but to have adequate sample size containing the right mix of 

participants that will give the right information. In addition, Roscoe (1975) argues that 

according to rule of thumb, for a sample to be suitable for statistical significance and 

practicability for most research, a sample size of more than 30 and less than 500 which should 

cover about ten times the number of the main variables, is considered appropriate.  

 

Moreover, the participants for the opened ended part of the survey were from the larger sample 

of the participants who responded to the closed ended question of the same survey. This is in 

line with Creswell (2018) as he stipulates that the smaller sample for the interview session can 

be chosen from the wider participants who have been participating in the survey as a follow up 

to get more information from the respondent. He explained that sample size for interviews are 

usually small until a point of saturation where no new information is obtained. Moreover, the 



 

88 
 

PUBLIC / CYHOEDDUS 

size is not the focus but to purposefully select the right knowledgeable participants that will 

help the researcher obtain the information. The questions which were already written were 

asked to a total of 22 respondents individually at a scheduled time and office of appointment 

lasted between 10 to 20 minutes as they talk about their response while writing it. Creswell and 

Plano (2011) suggest that in an embedded mixed method design, which is a situation where 

one methodology is used to support the other, that one method can be embedded within the 

other in a single phase; that is, collecting the data from both methods at once concurrently. 

They gave an instance such as some questions requiring a qualitative response which is 

embedded in a questionnaire, or some quantitative questions which are included in an interview 

schedule. In this study, the case is where some questions in the questionnaire requires 

qualitative response in a single phase collected concurrently as in a concurrent embedded 

mixed design. 

 

4.5 Technique of Data Analysis 

The analytical tools used in the research are statistical software package for social sciences 

(SPSS) for analysing the quantitative data and NVivo version 12 for the qualitative data 

analysis respectively. The SPSS is used in this study for the reason that it is more tailored to 

quantitative analysis and also where qualitative data are coded numerically and applicable for 

a large sample size that is more than thirty (Creswell, 2018; Sekaram and Bougie, 2016). 

The primary data from the closed ended part of the questionnaires were analysed using 

descriptive statistics and statistical tests performed on it. The raw data which are qualitative in 

nature were coded assigning numerical values to them so that useful statistical tests where 

applicable can be carried out. However, with the qualitative nature of the data obtained, few 

tests such as the descriptive statistics which includes the central measures such as mode which 

is most useful for a qualitative data (Saunders et al., 2019). Frequency counts, graphs and 

percentages are utilised. Cross tabulation with Chi -test was carried out to test if there is any 

association between two qualitative variables where the applicable variables are categorical 

and can either be nominal or ordinal or both; and chi test measures the strength of the 

relationship that exist among the categorical variables (Field, 2018). These tests are performed 

at the level of significance that is automated by SPPS software, most times, usually at 0.05 

level of significance. Furthermore, statistical model using logistic regression analysis was 

employed to examine the relationship between the independent variables, regulatory bank 
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factors and the dependent variable, bank operational efficiency which is discussed extensively 

in the next chapter. 

The data from the open-ended part of the questionnaire were analysed using Nvivo as this tool 

is suitable for unstructured qualitative responses and for small sample size (Creswell, 2018). 

The written data were categorised, and themes generated to code the items in nodes, all being 

done in a manner to achieve answer to the research question. 

Finally the secondary data obtained from Central Bank of Nigeria Statistical bulletin, 2019 

which was collected to supplement the primary data and help ascertain the level of bank lending 

efficiency to the SMEs, was analysed using the use of financial ratio of the efficiency 

estimation techniques as employed by CBN (2008) that used similar data with the study, as this 

is what is easily accessibly due to the fact that the required financial details of the  individuals 

banks were not easily accessible. Moreover, in the case where the annual report was made 

available, the financial details required were not complete for some years between post 

consolidation when the Basel framework was implemented in 2014 and afterwards. 

4.6 Research Reliability and Validity  

The study measured the reliability of the main variable using the Cronbach alpha test to ensure 

consistency of each scale item (in the questionnaire) in addition to the pilot study. Cronbach 

alpha is argued to be the popular statistical tool for effectively measuring the reliability of the 

different variables in the research instrument used and its value ranges from zero to one 

(Pallant, 2020). In other words, it measures the consistency of the responses to questions with 

each other across the subgroups by correlating the responses with each other; and the closer 

the alpha value gets to one, the better it is (Saunders et al., 2019; Field, 2018).  

It is believed that the higher the value of the alpha, the more reliable and consistent are all the 

questions in measuring the concept or attribute of what the research is examining. Though there 

is no rule of thumb that indicates a particular value acceptable for alpha in reliability test, 

however, most studies support that values of 0.7 and higher are considered acceptable (Pallant, 

2020; Sekaram and Bougie, 2016). In this research, the Crobanch alpha values for the variables 

in the questionnaires designed for SMEs and banks recorded a high value of approximately 

0.87 and 0.80 respectively illustrated in appendix II, indicating that the questionnaires are 

considerable reliable and shows consistency in its question in measuring the concept of study.  

To ensure the validity of the questionnaire, the questions were constructed based on a thorough 

literature review, prior discussion with individuals, and supervisors who are knowledgeable in 



 

90 
 

PUBLIC / CYHOEDDUS 

the field. Pilot study was also conducted with each set of target group to ensure that the 

questions were adequate, capturing the objectives of study and comprehensively 

communicated to be able to obtain the aim of study as recommended in Sekaram and Bougie 

(2016). Normality test is not performed in the data analysis as it is not applicable to data that 

is categorical and nominal or ordinal in nature (Saunders et al., 2019). 

4.7 Ethical Approach 

In any field of study of academic research, ethical issues are considered to ensure that ethical 

manner are maintained when conducting the research, reporting results and throughout the 

course of research process (Collis and Hussey, 2014; Bell and Bryman, 2007). The research 

ensured that ethical manners are adhered to while conducting the research to avoid any harm 

to the participants and to the researcher, and unacceptable behaviour. 

 The major steps taken include seeking informed consent of the bank managers, as well as the 

entrepreneurs and the leaders of the various SME groups explaining the purpose of the study 

clearly and letting them know that it is solely for academics’ purpose. In addition, the 

participants are made to know that participation is voluntary, and they have the freewill choice 

to withdraw at any time. 

 Furthermore, the participants were assured that the information they provide are kept strictly 

anonymous and confidential. Measures used to achieve this involved coding and concealing 

their identity and keeping every raw data obtained privately, to be used and stored securely by 

the researcher.  

An agreement to maintain confidentiality and anonymity as to minimise any ethical issue with 

participants was also made between the researcher and the institution of the researcher to ensure 

that the ethical code of the institution of the researcher was adhered to, throughout the process 

and period of conducting the research researcher (University of South Wales Research Degree 

Regulations, 2020; Code of Practice for Research students, 2015). The researcher by applying 

these measures, there was minimised hinderance in accessing information from the 

participants. 

4.8 Limitations  

Several factors can pose as limitations in conducting research. In this study, the method of data 

collection is one of the major factors of limitation.  For instance, the sample size used for the 

primary data collection could be said to be relatively small considering the use of purposive 

random sampling. The sample size did not fully cover the whole area of the country and 
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selected due to the limited access to sufficient knowledgeable participants. The reduction in 

the sample size which made the sample size seem not to be large enough for statistical testing 

especially for the data collected from the SMEs owners or stakeholders as a result of non - 

response from some participants who declined, and did not want to continue to participate, 

hence incomplete questionnaires which were screened out as they were not useful. This makes 

it difficult to attain generalization since reduced sample size reduces the statistical testing 

capacity (Jain et al, 2014).  

Moreover, due to the qualitative nature of data in the context of this study to examine the bank 

regulatory factors that influence the efficiency of bank lending to SMEs, limited statistical tests 

could only be carried out.  

4.9 Delimitation of Study  

There was a problem of non- uniform response during administration of data collection in 

person which could have influenced response rate with a tendency of creating biased result. 

The non-uniform response is possible as surveys distributed by the researcher in person might 

influence the response of the participants. This could occur in the process of the participant 

filling the questionnaire and asks the researcher some questions. The way a response is given 

by the researcher might differ from the response of the same similar question to another 

participant. This could be due to the state of researcher whether in best exciting mood or under 

pressure. 

In overcoming the limitation set by scope of study, delimitation of this study would be 

increasing the sample size and using more robust data collection methods to ensure that the 

results are more representative of the broader population and minimised non-uniform response. 

This could include conducting a larger survey with a wider range of participants, as well as 

collecting more detailed and up-to-date financial data to provide a more accurate picture of the 

situation. In addition, expanding scope of study to include other countries all together will help 

increase the statistical power and reliability, in order to provide a more comprehensive, robust 

result and generalisation. 

4.10 Conclusion 

The study discussed the process of the research procedure in conducting this study ranging 

from the standpoint of the pragmatist philosophical view, case study-strategy to the research 

methods utilised in this study.  The embedded mixed method design research method was 

utilised for this study as one method of research is supported with another within the same 

survey instrument. In other words, some questions within each constructed semi-structured 
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questionnaire require qualitative responses. This method utilises the combination of qualitative 

and quantitative research to facilitate the collection of rich data for validity and to achieve 

comprehensive results to the research questions of the study (Creswell et al., 2018). It 

illustrated how the data was collected; first with pilot study before the main questionnaires 

attached with cover letters were distributed to the target participants in the banking sector and 

SMEs respectively. The study employed data analytical tools such as the IBM statistical 

package and Nvivo respectively. The analyses performed include descriptive statistics, 

statistical correlation and regression analysis which are elaborated and presented in the next 

chapter. 
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CHAPTER FIVE: DATA ANALYSIS, FINDINGS AND DISCUSSIONS 
 

                                      

              

             f 

 

 

 
 

 

 

 

 

5.1 Introduction 

As the method of data analysis has been elaborated in chapter four, this chapter presents the 

data analysis and findings of the primary data collected via survey, that is two sets of 

questionnaires containing one set from the commercial banks and the other from the SMEs 

respectively as well as the discussion. It explores the descriptive characteristics of the data that 

was collected, employed statistical analysis to examine the relationship between the identified 

bank factors from the literature and their impact on efficiency of lending to SMEs testing the 

hypotheses and the results discussed. The questions asked in the survey were tailored to the top 

bank officials from the commercial banks, and to the business owners or the entrepreneurs and 

main stakeholders from the SMEs.  

 The analysis of the closed ended part of the questions from each survey was carried out using 

descriptive statistics and statistical tests in the quantitative analysis section of the chapter, while 

the open-ended questions were analysed thematically using NVivo in the qualitative analysis 

section with discussion of the result following, all done in a way to provide answers to the 

research questions and meet the objectives. The questions in both the bank and SMEs surveys 

covers demographic characteristics of the respondents in part A of each survey, and factors 

affecting bank lending and its impact on operational efficiency in part B.  Five main bank 

variables identified from the literature, and the extent of the impact of each variable on bank 

lending operational efficiency are determined from the specific designed questions in the 

 

 Chapter Five presents: 

• the data analysis carried out on data from both commercial 

banks and SMEs 

• specifically, descriptive analysis of data from both stakeholders 

• statistical results of the hypotheses based on chi square test & 

logistic test 

• the qualitative findings from both bank officials and SMEs’ 

Entrepreneurs 

• the findings and discussions on the results 

• summary of the findings from Bank and SME respectively 

•  
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questionnaire addressed to the bank officials. The developed conceptual model arising from 

the outcome of the data analysis is illustrated below. 

 

    Statistical Findings                                                                                           Qualitative Findings 

                              Figure 5.1 Developed Conceptual Model 

 

5. 2. Data Analysis  

5.2.1. Analysis of Data from Commercial Banks 

This part of the chapter presents the analysis of the data obtained from bank officials in detail 

in terms of how the data are operationalised, the characteristics of the variables and the 

statistical analysis carried out in two main sections. First section entails the descriptive statistics 

of the biodata and the rest of the data collected from commercial bank  which is organised 

according to the five main research questions to be examined, while the second section presents 

the statistical analysis using chi square and logistic regression to examine the relationship 

between the independent variables -bank regulation, bank ownership, lending technology, bank 

size and competition, and the dependent variable- bank operational efficiency from the 

perception of top bank officials bearing in mind the conceptual framework with the hypothesis 

reinstated in the statistical analysis in the cross tabulation and chi square section.  

5. 2.1.1. Descriptive Statistics of Demographic data 

The demographic data includes gender, age, bank location, qualification, position, and 

background discipline and are presented in this section. Table 5.1 below shows the 

demographic data of the bank officials of respondents of the bank survey. It illustrates that out 

of a total of 161 respondents, a higher percentage of 57.8 percent of them are males while 42.2 

percent are females. This indicates a higher number of male respondents than female. This is 

also represented in a pie chart in figure 5.2-1in appendix 3. 
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Table 5.1 Descriptive statistics for Gender 

Gender 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Male 93 57.8 57.8 57.8 

Female 68 42.2 42.2 100.0 

Total 161 100.0 100.0  

 

 

 

From the grouped age of the top bank officials, the highest response frequency is 122 

constituting 75.8% which falls within the age range of 31-40, followed by 11.8%, 9.3% and 

3.1% which represents the grouped ages 41-50, 21-30 and 51-60 respectively as depicted in the 

descriptive statistics table 5.2 below. The information shows that most of the respondents 

working in the bank are within the active age range of 31 and 40 years old. The information is 

also represented graphically with the bar chart in figure 5.2-2 in appendix 3. 

Table 5.2 Descriptive Statistics for Age 

Age 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid 21-30 15 9.3 9.3 9.3 

31-40 122 75.8 75.8 85.1 

41-50 19 11.8 11.8 96.9 

51-60 5 3.1 3.1 100.0 

Total 161 100.0 100.0  

 

 

Location wise, majority of the respondents which is 82.6% constituting 133 bank officials are 

located at the branch offices while 17.4% representing 28 respondents operate from the head 

offices indicating the presence of more branch offices with more officials than head offices as 

seen in table 5.3 and in the figure in appendix 3. 

In the level of qualification of the respondents, 57.1% bearing the highest response are 

graduates with BSc/BA/HND qualification. This is followed by respondents with 46 Masters 

holders, 9 OND holders, and 6 Doctorate degree holders representing 28.6%, 5.6% and 3.7% 

respectively seen in the descriptive                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                              
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statistics table 5.4 in appendix 3. This suggests that all the respondents are educated with most 

of the respondents attaining the university graduate bachelor’s degree’s level and the least 

number of respondents with Diploma level of education. 

From the positions of the bank officials which include 4 executive managers, 21 branch 

managers, 31 operational managers. 32 loan/credit officers, 22 relationship managers, 3 market 

risk officers and 5 account officers and the remaining 26.7 percent of other respondents who 

did not indicate their positions, the loan officers recorded the highest number of respondents. 

These various important positions indicate that the respondents are knowledgeable in the 

lending issues and who are capable of giving informed responses. And the loan officers being 

the highest respondents indicates more informed responses as they are more knowledgeable 

with the lending process that the bank undertakes (See table 5.5 and figure 5.2-5 in appendix 

3). 

In the level of working experience of the bank respondents, 59.6 percent which represents the 

majority of the respondents have between one to five years working experience, which implies 

that more than half of the participants have reasonable number of years of experience in the 

bank operation and specific role, thus acquainted in the banking business. This is illustrated in 

table 5.6.  

Finally, the descriptive statistics of the background discipline of the respondents depicts that 

the highest number of respondents denoting 17.4% have accounting as their background 

discipline; this is followed by 13 percent of those with finance background. A good cumulative 

percentage of the respondents have specific background qualifications in their disciplines 

which suggests a good mix of knowledgeable specialization which could have an influence 

their responses (refer to table and figure 5.2-7). The demographic data are summarised and 

presented in table 5.2.1.1-1 below. 

Table 5.2.1.1-1 Demographic Statistics Summary of Commercial bank Respondents 

Variables Category Frequency Percentage 

Gender Male 93 57.8 

 Female 68 42.2 

 Total 161 100.0 

    

Grouped Age 21-30 15 9.3 
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 31-40 122 75.8 

 41-50 19 11.8 

                                                                                                                                                                                                                                                                        51-60 5 3.1 

 Total 161 100 

    

Bank Location Head office 28 17.4 

 Branch office 133 82.6 

 Total 161 100 

    

 Qualification OND  9 5.6 

 BSc/BA/HND 92 57.1 

 Masters 46 28.6 

 Doctorate  6 3.7 

 Others 8 5.0 

 Total 161 100 

    

Bank Position Executive manager 4 2.5 

 Branch manager 21 13.0 

 Operational manager  31 19.2 

 Loan/credit officer 32 19.9 

 Relationship 

manager 

22 13.7 

 Market risk officer  3 1.9 

 Account officer 5 3.1 

 Others 43 26.7 

 Total 161 100.0 

    

Work Experience 1-5 years 96 59.6 

 6-10 years 46 28.6 

 11-15 years 11 6.8 

 16 years and above 8 5.0 

 Total 161 100.0 
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Background Accounting 28 17.4 

 Banking 21 13.0 

 Finance 7 4.3 

 Management 19 11.8 

 Logistics & Statistics 15 9.3 

 Others 71 44.1 

 Total 161 100.0 

 

 5.2.1.2 Descriptive Statistics of the Main Bank Variables  

The descriptive statistics of the independent main bank variables namely- bank regulation, 

ownership, bank size, lending technology and competition are presented in this segment as 

obtained from the responses. From the first independent variable factor being regulation, the 

result illustrates that most of the bank respondents represented by 87.6 percent affirm that bank 

regulation is a bank factor influencing efficiency of bank lending to the SMEs as illustrated in 

table 5.8 below.  

Table 5.8 Regulation Factor 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Yes 141 87.6 87.6 87.6 

No 20 12.4 12.4 100.0 

Total 161 100.0 100.0  

 

Interpreting the result of the descriptive analysis in table 5.8, more bank respondents are of 

the opinion that bank regulation is a bank regulatory factor which influences the efficiency of 

how commercial banks lend to SMEs as shown from the 87.6 percent of respondents in 

affirmation. Also, from the analysis, the respondents are in support that the sub variables of 

regulation which are the elements of the regulation namely- capital adequacy, bank 

supervision, monitoring and risk management disclosure are elements of the regulatory 

framework that affect commer in table 5.13, 5.14 and 5.14 (in appendix 3). This is consistent 

with Triki et al. (2017) in their study of the relationship between regulation and efficiency in 

African countries as they highlighted that regulation improves the efficiency of commercials 

banks when adapted to the size and risk level of banks. They also explained that stringent 

capital regulation increases the incentives for bank shareholders and managers to monitor 
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their risks in lending, thus could enhance efficiency when there is transparency in their 

information disclosure.  The study finding is in sync with Abdul (2017) and Liang et al. 

(2017) who from their investigation revealed that bank regulation of capital adequacy and 

loan condition respectively influence the efficiency of commercial bank lending to SMEs.  

 

Table 5.9a Domestic and private ownership factor 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Yes 89 55.3 55.3 55.3 

No 72 44.7 44.7 100.0 

Total 161 100.0 100.0  

 

Table 5.9b Foreign Bank Ownership factor 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Yes 74 46.0 46.0 46.0 

No 87 54.0 54.0 100.0 

Total 161 100.0 100.0  

From above table 5.9 a and 5.9b, bank ownership being one of the independent variables was 

sub-divided into sub-variables, domestic private bank ownership and foreign ownership. The 

finding of the analysis from the commercial bank survey indicate that the respondents support 

that domestic private bank ownership is a bank factor which influences the efficiency of bank 

lending to SMEs as illustrated from their higher affirmative responses of 55.3% (see table 

5.9a); also, a higher number of respondents do not support that foreign bank ownership is a 

bank factor that influence bank lending (refer to table 5.9b). This finding is supported by Mian 

(2006) and Green et al (2004) as they found out that domestic bank ownership influences bank 

lending to SMEs based on the fact that the domestic banks have more accurate information 

pertaining the country’s environment, politics, languages with lower cost due to distance.  

Table 5.10 Bank size Factor 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Yes 119 73.9 73.9 73.9 

No 42 26.1 26.1 100.0 

Total 161 100.0 100.0  
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In table 5.10, a greater number of bank respondents of 73.9% support that bank size is a factor 

that influence the efficiency of how banks will lend to the small and medium enterprises. The 

findings from the descriptive analysis demonstrates that bank size is a bank factor which affects 

how efficient the commercial banks could lend to the SMEs as illustrated from the greater 

percentage of positive responses that attributes to approximately 91% of the total bank 

respondents (refer to table 5.10). This finding is in line with studies by Haselmann and Wachtel 

(2010) as their finding suggest that bank size is a factor that influences bank operating 

efficiency in lending. 

 

Table 5.11 Lending policy factor 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Yes 146 90.7 90.7 90.7 

No 15 9.3 9.3 100.0 

Total 161 100.0 100.0  

 

Table 5.11 above shows a higher number of responses representing 90.7 percent of the total 

respondents who support the claim that lending policy influences how banks lend efficiently. 

This indicates that lending policy could be a factor influencing operational efficiency of the 

banks. This descriptive analysis from the survey portrays that more respondents affirm that 

lending technology which relates to lending policy criteria and influences commercial bank 

lending to SMEs is a bank factor. This is consistent with Motta and Sharma (2020) in their 

analysis that lending technology is an important factor that influences the lending decision of 

the banks. 

Table 5.12 Bank competition factor 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Yes 129 80.1 80.1 80.1 

No 32 19.9 19.9 100.0 

Total 161 100.0 100.0  

 

The finding of the descriptive analysis of the data from the bank respondents suggest that 

competition is a factor which influences the efficiency of bank lending to the SMEs. This is 
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reflected in the higher number of respondents represented by 80% of the total respondents who 

are of the opinion that competition is a factor that influences their lending efficiency to the 

businesses of small and medium scale (see table 5.12 above). This finding agrees with Shen et 

al (2009) who from their study are in view that competition is a bank factor that could influence   

commercial bank lending. The descriptive analysis findings of this study also support the 

studies of Sakar et al. (2012) and Hauner and Peiris (2005) that competition brought by the 

foreign banks would improve operational efficiency of banks in lending to SMEs 

 

5.2.1.3 Descriptive Statistics of the Influence of the Regulatory bank variables From 

Bank Officials Perspectives 

 The descriptive statistics of the responses to the extent of impact of the independent bank 

regulatory variables on bank lending efficiency having the Likert scale measurement are 

presented in table 5.16. The table shows that out of 161 total respondents, the responses ranges 

from the lowest mean value of 1.82 to the highest value of 4.33. Using the five-point Likert 

scale coding interpretation in table 5.4, this implies that most of the respondents think that the 

impact of the regulatory factor, foreign bank ownership which have the mean value of 1.82 to 

have a low impact on bank operating efficiency. While credit scoring, one of the four type of 

lending technology with the highest mean value of 4.33 indicates that most of the bank officials 

think that this lending technology has a high influence on efficiency of bank lending to SMEs.  

 

 

Table 5.16. Influence of the Regulatory Bank variables Descriptive Statistics  

Variables N Minimum Mean Maximum 

Capital regulation 161 0 2.97 4 

CBN Supervision 161 0 3.04 4 

Bank loan monitoring 161 0 3.00 4 

Domestic bank Ownership 161 0 2.12 4 

Foreign bank ownership 161 0 1.82 4 

Bank size 161 0 2.49 4 

Technology 161 0 2.94 4 

Competition 161 0 2.47 4 

Public Disclosure 161 0 2.44 4 

Asset based lending 161 0 4.27 4 
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Transaction lending 161 0 3.99 4 

Mutual relation 161 0 3.75 4 

Credit Scoring (5Cs) 161 0 4.33 4 

Risk management 161 0 4.07 4 

Supervision 161 0 3.63 4 

Monitoring of loan 161 0 3.98 4 

Corporate governance 161 0 3.82 4 

Incompetent Personnel 161 0 3.73 4 

Awareness & information disclosure 161 0 3.77 4 

High commission 161 0 3.64 4 

High interest 161 0 3.79 4 

Bank Regulation 161 0 3.41 4 

 

To have been able to effectively interpret the result of the descriptive statistics in this section 

and in the rest of the chapter, the interpretation of the 5- point Likert scale coding being used 

for each item is stated in table 5.17. 

 

Table 5.17 Likert Scale Point Interpretation 

 Scale coding Range Difference Interpretation 

5 4.21-5.00 0.80 Very high 

4 3.41-4.20 0.80 High 

3 2.61-3.40 

 

0.80 Medium 

 

2 1.81-2.60 0.80 Low 

1 1.00-1.80 0.80 Very low 

 

Furthermore, the extent of the influence of regulation on operational efficiency has a mean 

value of 2.97 illustrated in table 5.16 of the descriptive statistics of bank officials’ responses 

which is approximately 3 and interpreted as medium impact from the Likert scale coding in 
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table 5.17. This indicates that regulation with respect to the mean value of the total individual 

means of all the elements of Basel accord influences bank lending to a little extent. The findings 

portray that overall, regulation has little or no impact on the operational efficiency of bank 

lending to SMEs. This is in line with Ezeoha (2011) who from her finding suggests that the 

implementation of capital adequacy regulation yielded little impact. 

Next is bank ownership with its sub-variables of domestic and foreign bank ownership having 

mean values of 2.12 and 1.82 respectively which falls within the range of low impact. This 

suggests that the extent of influence of bank ownership could be said to be little as to the impact 

it has on the operational efficiency of lending to the SMEs. This might be the point that 

Aburime (2008) was trying to make when he claimed that the effort of the CBN in trying to 

adjust the ownership structure of the Nigerian banks was not a profitable effort as far as the 

context of the Nigerian banking system is concerned 

Lending technology being another bank factor has the mean of 4, calculated as the average of 

the four types of lending mean values to be approximately 4; this indicating to influence 

commercial bank lending to SMEs to a large extent with. It can also be observed that the 

lending technology has the highest mean values in all its sub variables with credit scoring 

having the highest value as seen in table 5.16, which can be interpreted from the Likert coding 

table 5.17 as having large influence.  This is consistent with Cole et al (2004) as they indicate 

that lending technology as a factor which has a large impact to lending to the SMEs. 

Then bank size shows to have a mean value of 2.49 which is interpreted as influencing 

operational efficiency of bank lending to a little extent. This finding illustrates that bank size 

has little impact as to the extent of its influence in lending to SME from the interpretation of 

the mean value. This view is in sync with Jayaratne et al. (1999) as they indicate that the impact 

of the size of banks whether small or large has little influence on bank lending efficiency as to 

the extent commercial banks can lend to SMEs 

 And competition with a mean value of 2.47 shows to have a low impact as it indicates to 

influence commercial bank lending to SME to a little extent as demonstrated from the 

descriptive statistics. This could be the reason the positive effect of competition is yet to be 

seen in the operational efficiency of the commercial bank lending to the SMEs in Nigeria 

(Oyebowale, 2020).  
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5.2.1.4 Bank Regulatory Framework Variables Implementations 

In attempt to answer the research question on what regulatory framework is currently in place 

and what has been implemented from the responses obtained from the top officials, a 

descriptive analysis is carried out on the question items that relates to this research question 

and the summary of result presented in table 5.18 below. Table 5.18 also depicts that most of 

the bank disbursement of loan is channelled mostly to wholesale and retail sector of the 

economy as denoted by the highest response of 35.4%, followed by agriculture with 24.8% of 

the total respondents. The response from the table portrays that the commercial banks make 

available more of short-term loans than long term for start-up represented by 66.5%, and for 

working capital by 59.6%. While long term loans are made more available to SMEs solely for 

expansion purposes denoted by 69.6% of the total respondents. Likewise, the disbursement of 

the loan for working capital, and expansion shows to be more successful than the start -up 

loans. The interest rate factor was also observed to have positive higher response of 88.8% 

indicating that the respondents perceive that the interest rate the bank charges to lend funds to 

the SMEs is reasonably within the regulatory limit. Thus, close look at the responses to the 

elements of Basel regulatory framework which includes capital adequacy, bank monitoring, 

robust risk management, disclosure of information and reporting, there are higher positive 

percentages of responses to the implementation of these elements suggesting that these 

commercial banks acknowledge that their banks are in line with practicing the implemented 

regulation. 

 

Table 5.18 Implementation Descriptive Statistics Summary 

Variable Frequency  Percentage 

Bank regulatory framework   

Basel 1 14 8.7 

Basel II 60 37.3 

Basel III 59 36.6 

Others 28 17.4 

Total 161 100 

Bank Capital adequacy   

Yes 153 95.0 

No 8 5.0 

Total 161 100.0 
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Sector Recipient   

Agriculture 40 24.8 

Manufacturing 36 22.4 

Construction 9 5.6 

Wholesale and retail 57 35.4 

Services 11 6.8 

Others 8 5.0 

Total 161 161 

Start-up loan Matching   

Short term loan 107 66.5 

Long term loan 14 8.7 

Both 4 2.5 

None 36 22.5 

Total 161 100 

Working Capital Loan Matching   

Short term loan 96 59.6 

Long term loan 

Both 

58 

6 

36.0 

3.7 

None 1 0.6 

Total 161 100 

Expansion Loan Matching   

Short term loan 39 24.2 

Long term loan 112 69.6 

Both 5 3.1 

None 5 3.1 

Total 161 100.0 

Successful SMEs Loan Applicants Percentage   

Do not know 8 5.0 

1-9% 5 3.1 

10-19% 16 9.9 

20-49% 47 29.2 

50-79% 58 36.0 

80-100% 27 16.8 
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Total 161 100 

Interest rate factor   

Missing 1 0.6 

Yes 143 88.8 

No 7 4.3 

Do not know 10 6.2 

Total 161 100.0 

Interest Flexibility   

Yes 53 32.9 

No 77 47.8 

Do not know 31 19.3 

Total 161 100 

Movable Collateral   

Yes 84 52.2 

No 45 28.0 

Do not know 32 19.9 

Total 161 100.0 

Bank Agency    

Yes 62 38.5 

No 68 42.2 

Do not know 31 19.3 

Total 161 100 

Rate of SMEs Loan Repayment (%)   

Do not know 5 3.1 

1-9 6 3.7 

10-19 9 5.6 

20-49 26 16.1 

50-79 84 52.2 

80-100 31 19.3 

Total 161 100.0 

Robust risk management system   

Yes 141 87.6 

No 6 3.7 
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Do not know 14 8.7 

Total 161 100.0 

Bank monitor   

Daily 4 2.5 

Weekly  64 39.8 

Monthly  62 11.8 

Quarterly 19 0.6 

Every 6months 1 6.8 

Annually 11 2.5 

Total 161 100 

Bank Report to CBN   

Monthly 66 41.0 

Quarterly 52 32.3 

Every 6months 17 10.6 

Annually 8 5.0 

Others 18 11.2 

Total 161 100.0 

Bank disclosure   

Yes 125 77.6 

No 11 6.8 

Do not know 25 15.5 

Total 161 100.0 

 

Discussing the findings of this study, 82.6 % of the bank officials identified their banks have 

implemented either Basel I, Basel II, or Basel III regulatory framework. This implementation 

is reflected in the elements of the Basel regulatory framework-bank monitoring, capital 

adequacy, robust risk management, disclosure of information, and reporting from the analysis 

of the data with Basel II and Basel III being the most adopted of these frameworks which is 

represented by 73.9 % of the bank officials responding that their banks have adopted either of 

these two (that is, total of 37.3 % in favour of Basel II and 36.6 % in favour of Basel III) 

illustrated in table 5.18. This finding is in line with Abdul (2017) in his investigation on the 

impact of the capital adequacy using the Basel framework on bank performance, show how the 
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banks implemented the Basel framework in terms of the pillars of the framework and affirm 

the implementation of the Basel accord framework. 

 

From the findings on the analysis of the implementation of Basel regulatory framework which 

includes capital adequacy, bank monitoring, robust risk management, disclosure of information 

and reporting, it can be observed that there are higher positive percentages of responses to the 

implementation of these elements (see table 5.18) which suggest that these commercial banks 

acknowledge that their banks are practicing the implemented regulatory bank framework. This 

is evidenced in the result of this study which show that 95 percent of the total bank respondents 

are in support that capital adequacy influences their bank operational efficiency in lending and 

that they are meeting up with the requirement. The finding of this study is supported by Lotto 

(2018) and Abdul (2017) that capital adequacy of the Basel framework which is an important 

element influences bank operational efficiency in Tanzania and in Nigeria respectively in 

lending.  

 

Whilst 88.8% of the participants (bank officials) indicated that their banks implement interest 

rate factor (which is associated with regulation especially with capital adequacy), 47.8% of the 

total participants indicate that there is no flexibility in adjusting interest rate. This finding on 

interest rate flexibility did not augur well with the study by Athanasoglou et al. (2008) as their 

study present that interest rate can be adjusted by the banks during inflation as the banks are in 

better position to predict when inflation will occur and use it to generate more revenues for the 

bank which could be at the detriment of the customers; this bank behaviour attributed to 

procyclical effect in the economy (Atik, 2011). This could also be what Fadun (2013) 

insinuated that the implementation of Basel II in Nigeria could discourage bank lending to 

small businesses that are not rated, as unrated loans could attract hundred percent risk 

weighting.  

The findings also show that majority of the participants representing 52.2% are of the view that 

there is provision of movable collateral registry structure for credit loan to the SMEs (refer to 

table 5.18) as it is supposed to help provide collateral options to solve the challenge with 

collateral requirements being faced by the SME which Mordi et al. (2014) pointed out that 

collateral requirement is a major challenge faced by the SMEs in accessing loan. Hence the 

provision of other collateral options such as the movable collaterals. However, the findings of 

this study is contrary to the finding of Berger and Fuchs (2013) that there was no movable 

collateral structure in Nigeria to facilitate commercial bank lending which is helpful in reducing 
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cost of lending and boosting lending efficiency. Furthermore, the findings show different 

direction of the loan disbursement by the Nigerian banks from the study as reflected by 

Anyanwu (2010) that found that an unprecedented 30.8% increase in lending to the real sector 

in 2005, made the sector the most favoured sector in loan disbursement by the Nigerian banks. 

This is consistent to the report presented in OECD (2012) as it is argued that the interest of 

banks in which sector to favour in their loan disbursement varies with time and other 

conditions. The preference of short-term loans over the long-term loans shows the risk-

sensitivity of the banks, thus, showcases the relevance of the findings of OECD (2012) in this 

study as it is stated in OECD (2012) that the Basel III retains the capital requirements that are 

risk-sensitive for SME lending, just like the Basel II. This might have been because the two 

regulatory frameworks are the main regulatory frameworks in the Nigerian banking sector 

 

The finding of the study illustrates how often the banks monitor the loans disbursed to the 

SMEs and report, which they claim could be mostly on weekly, monthly, quarterly or annual 

basis to the regulatory body that supervises these banks as illustrated in table 5.18, as well as 

in table 5.13 of appendix 3. This shows that they make effort to monitor the loans (see table 

5.14 in appendix 3) and its remittances also seen in table 5.18. This is in consistent with the 

report of the Basel Committee (2006) that it is required of banks to disclose high quality 

information in every half of the year, and then other quantitative information as well as capital 

on quarterly basis. This is what Triki et al (2017) mentioned that the increase in a capital 

requirement of banks, influences the shareholders of banks to closely monitor the risk their 

bank is undertaking which should in turn have a positive impact on the bank operating 

efficiency in its lending business. 

 Finally, the findings depict that 77.6% of the participants are of the view that their banks have 

adequate disclosure (refer to table 5.18). This is also reflected in table 5.15 of appendix 3. This 

is in line with the view of Ezike et al (2013) in her view that supervision by the apex regulator, 

the CBN, should not only depend on the monitoring the capital and loans in ascertaining bank’s 

efficiency, but also see to it that it is accompanied with effective risk management disclosure.  

The research finding is in sync with Aifuwa et al. (2019) as they found out that bank’s 

disclosure positively influences commercial bank lending decision and its efficiency in the long 

run. 

The finding of the study presents that 88.8% of the participants (bank officials) indicated that 

their banks implement interest rate in being within the regulatory limit. The findings show that 
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despite the high implementation of Basel II and Basel III, there is less consideration of the 

conditions that characterised the SMEs. For instance, Mordi et al. (2014) found the collateral 

requirement of the Nigerian banks from the SMEs as a major challenge faced by the SMEs. If 

the implemented of the Basel II and Basel III could not provide solutions to the challenges 

facing the SMEs in terms of easing the hurdle to accessing credits by the SMEs well 

implemented; then the findings of this study support the argument of Dafe (2020) that the 

Nigerian banking sector is quick in adopting international regulatory framework which may 

not be suitable to the Nigerian context. The findings show that despite the high implementation 

of Basel II and Basel III, there is less consideration of the conditions that characterised the 

SMEs. 

Next segment attempts to capture the level of efficiency of the commercials as perceived by 

the bank respondents in order to provide answer to the last research question. This is 

supplemented by the analysis of the efficiency trend of bank lending to SMEs. 

 

5.2.1.5 Descriptive Statistics of Level of Commercial Bank Efficiency 

The table 5.2.1.5-1 below captures the efficiency of the bank in terms of the various efficiency 

indicators by obtaining the total score, computed the variables and performed the descriptive 

analysis. From the descriptive analysis of the data from the perception of the bank officials, it 

is illustrated that the commercial banks are somewhat efficient as claimed by the higher 

positive bank official responses of 93.8 percent who are of the opinion that their banks are 

efficient to some extent in their lending operations to the SMEs (see table 5.2.15-1). This 

finding is in contradiction to the analysis of Fadun (2013) who argue that the commercial banks 

will not be efficient in lending to the SMEs with regards to the global Basel framework.  

 

Table 5.2.1.5-1. Commercial Bank Efficiency 

Efficiency indicators  

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Not Efficient 10 6.2 6.2 6.2 

Efficient 151 93.8 93.8 100.0 

Total 161 100.0 100.0  

 

However, to carefully ascertain the efficiency of the commercial banks, the researcher utilised 

secondary data obtained from Central Bank of Nigeria Statistical Bulletin, 2019 and the same 



 

111 
 

PUBLIC / CYHOEDDUS 

input and output for efficiency ratios as employed in the CBN bulletin. From the result in the 

figure 5.4 below, it can be observed that the efficiency of lending to SMEs trend has dropped 

to below zero from 2008, indicating that the commercial banks might not be as efficient as 

initially perceived from the responses of the bank officials. 

 

 

Fig 5.2 Efficiency of Commercial Bank Lending to the SMEs as Computed by the Author 

 

From the above figure 5.8, the efficiency trend of the commercial banks’ lending to the SMEs 

in Nigeria appears to follow the pattern of the percentage of loans to the SMEs presented in 

figure 2.4 in chapter two. This is an indication that there is reduction in the loan credit 

channelled to the SMEs in Nigeria. The efficiency of lending to SMEs has dropped to almost 

zero since 2008. This might have been an indication of the banks shifting attention from the 

SMEs which transmits into the level of the efficiency of the bank that has reduced. This finding 

reconciles the contrary opinions from both bank top officials and the business owners as the 

data is collected from financial data of the CBN bulletin which shows the percentage of the 

total loans channelled to the SMEs, and it is independent of views from both bank and SMEs. 

This is in line with the view of Dafe (2020) that the Basel frameworks might be unnecessary 

in the Nigerian banking sector. He further discloses that the elements of the Basel II and Basel 

III regulations that could have brought improvement to the efficiency of lending to the SMEs 

failed to materialise in encouraging the commercial banks in lending operations. Overall, this 
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study reconciling finding supports what Ayadi et al (2016) evidenced that compliance to Basel 

regulatory framework has little or no impact on bank operational efficiency. 

 

5.2.1.6 Cross Tabulation Test and Chi Square Test  

The cross-tabulation and chi square tests are statistical tests employed in testing whether any 

association exists between categorical or qualitative variables and measuring the strength of 

the association. It is used in this study to test the hypotheses. The assumptions for these tests 

are that the expected counts in each cell must not be less than 5 and the decision rule for chi 

square test is to reject the null hypothesis (Ho) if P- value is less than 0.05 and accept the 

alternative hypothesis (H1) or fail to reject if otherwise.  The lower the P-value, the stronger 

the strength of the relationship (Pallant, 2020; Field, 2018). However, in some cases where the 

variables are more than two, that is more than 2x2 contingency table and the sample size is still 

small, the fisher’s Exact test with the crammer’s function, or likelihood ratio p-value if 

displayed is preferred to the Pearson chi square p- value which is also considered in the analysis 

(Pallant, 2020; Field, 2018). In this section, chi square tests are performed between the main 

independent variables and dependent variable to examine the relationship that exist between 

them.  The sub- variables that are attributes of each factor are also tested to determine if the 

principal factors of regulatory bank factors affect the bank lending to the SMEs as stated in the 

hypotheses. 

 Cross tabulation is carried out between the sub-variables of each main bank regulatory 

independent factors with the efficiency indicator as the dependent factor to ascertain if the 

identified main variables with their sub-variables would influence the operational efficiency of 

bank lending to the SMEs. Thus, the Chi square and cross tabulation analysis is carried out to 

test the hypotheses developed for this study. The five hypotheses that have been developed for 

this study with each of them are linked to the five principal factors (independent variables) 

highlighted in the conceptual framework of this study which are the bank regulations, bank 

size, bank ownership, lending technology and competition are tested as follows: 

 

• Hypothesis 1 

Hypothesis 1 is tested to determine if bank regulation is bank specific factor that affects the 

operational efficiency of commercial banks’ lending to the SMEs in Nigeria as initially 

highlighted in previous chapter. The result of the test is presented in the table 5.2.1.6-1 below 

 



 

113 
 

PUBLIC / CYHOEDDUS 

Table 5.2.1.6-1 Cross tabulation and Chi square: Bank regulation 

BANK REGULATION RECODED * Efficiency indicator Crosstabulation 

 

efficiency indicator 

Total Not efficient Efficient 

BANK REGULATION 

RECODED 

Not impactful Count 3 11 14 

Expected Count 2.7 11.3 14.0 

Impactful Count 28 119 147 

Expected Count 28.3 118.7 147.0 

Total Count 31 130 161 

Expected Count 31.0 130.0 161.0 

 

Chi-Square Tests 

 Value Df 

Asymptotic 

Significance (2-

sided) 

Exact Sig. (2-

sided) 

Exact Sig. (1-

sided) 

Pearson Chi-Square .047a 1 .829   

Continuity Correctionb .000 1 1.000   

Likelihood Ratio .045 1 .831   

Fisher's Exact Test    .734 .530 

Linear-by-Linear 

Association 

.046 1 .830 
  

N of Valid Cases 161     

a. 1 cells (25.0%) have expected count less than 5. The minimum expected count is 2.70. 

b. Computed only for a 2x2 table. 

 

 

The results of the Chi square and Cross tabulation analysis show that there is no statistically 

significant relationship between the independent variable, bank regulation and the dependent 

variable, operational efficiency of banks in lending to the SMEs as the p-value is 0.829 which 

is greater than 0.05 illustrated in the chi-square test table 5.2.1.6-1. To ensure a thorough 

investigation of the relationship, sub-variables of the bank regulation factor were also 

examined. The cross tabulation and chi-square results with regulation and its four sub- variables 

(capital adequacy, bank supervision, monitoring, and risk management disclosure) show that 

there is no evidence of relationship and no significant relationship with the sub variables of 

regulation and operational efficiency as seen in the summary table 5.4.2 and in table 5.2.1.6-1.  

This statistical finding indicates a contrary result to the study descriptive analysis result and 

the findings in literature such as Triki et al (2017) and Lotto (2018) that found that the 

regulation is bank regulatory factor and has a significant positive impact on operational 
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efficiency of banks. The study finding might have been different due to reasons incited by Dafe 

(2020) who found that that the adoption of banking regulations in Nigeria has not been done in 

a way that it could have been effective as the context was not clearly defined before the 

adoption. 

However, this study statistical findings is consistent with Ayadi et al (2016) as they disclose 

that the regulation has less or no impact on the efficiency of bank operation. Since the  results 

of the chi square and cross tabulation analysis show that there is no statistically significant 

relationship between the independent variable of the bank regulation and the dependent 

variable,  operational efficiency of banks in lending to the SMEs.                                                                                                                                                                                                                                                                                                                                                                                                  

Ho was not rejected, implying that bank regulation may not be a determining factor that 

influence the operational efficiency of commercial bank lending to the SMEs. Hence, due to 

the contrasting findings from the statistical results and the descriptive finding result which 

yielded regulation to be determining factor, regulation which is a factor identified from 

literatures that influence bank efficiency in lending to SMEs is inconclusive. 

• Hypothesis 2 

The second hypothesis tests whether bank size is a bank specific factor which influences the 

operational efficiency of commercial bank lending to SMEs and results illustrated as follows: 

The cross tabulation and chi-square test between banks size and operational efficiency indicate 

that there is no significant relationship as the p-value is 0.678 depicted in table 5.2.1.6-3 below. 

This implies that the null hypothesis (Ho) is not rejected suggesting that bank size is not a 

factor that influences commercial bank lending to the SMEs. 

Table 5.2.1.6-3 Cross tabulation and Chi Square table: Bank size 

           Bank size * Efficiency Indicator Cross tabulation 

 

efficiency indicator 

Total Not efficient Efficient 

Bank size factor Yes 22.9 96.1 119.0 

NO 8.1 33.9 42.0 

Total 31.0 130.0 161.0 
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Chi-Square Tests 

 Value Df 

Asymptotic 

Significance (2-

sided) 

Exact Sig. (2-

sided) 

Exact Sig. (1-

sided) 

Pearson Chi-Square .173a 1 .678   

Continuity Correctionb .035 1 .851   

Likelihood Ratio .170 1 .680   

Fisher's Exact Test    .656 .417 

Linear-by-Linear Association .172 1 .679   

N of Valid Cases 161     

a. 0 cells (0.0%) have expected count less than 5. The minimum expected count is 8.09. 

b. Computed only for a 2x2 table 

 

The results of the statistical tests show that there is no statistically significant relationship 

between bank size and operational efficiency of banks in lending to the SMEs as the p-value 

of the statistical analysis of the Chi-square was recorded to be greater than 0.05 indicated in 

the chi square test table above. Thus, the null hypothesis (H0) of Hypothesis 2 was not rejected 

since the alternative hypothesis (H1) is not supported by the findings of this study. This implies 

that the bank size is not a bank specific factor that influence the operational efficiency of the 

Nigerian banks. This statistical analysis finding is in agreement with the view of Berger and 

Udell (2006) in their study on the US markets as they opine that the size of lending institution 

whether big or small is not a determining factor to lending to SMEs. They also pointed out that 

their finding may differ in other countries due to difference in the lending infrastructure and 

bank’s structure which may affect the utilisation of some lending technologies by limiting their 

use. The finding is in sync with the Shen et al. (2009) in their analysis on banks. This is also 

consistent with De la Torre (2008) in their evidence that size of bank does not determine 

whether banks should lend to enterprises, but any size of bank can cater for bank lending 

services to SMEs. But the study finding disagrees with the views of Haselmann and Wachtel 

(2010) that the size of a bank would influence the operational efficiency, as they believe that 

the big banks tend to have a better understanding of the collateral laws and might be willing to 

accept collateral before approving lending. 

 

• Hypothesis 3 

In hypothesis 3, bank ownership is tested to ascertain if bank specific is a factor which 

influences the operational efficiency of commercial bank lending to SMEs in Nigeria. 

Table 5.2.1.6-2 Cross tabulation and chi square: Bank Ownership 
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Foreign Bank Ownership factor * efficiency indicator   

Crosstabulation 

 

 

efficiency indicator 

Total Not efficient Efficient 

Foreign Bank Ownership 

factor 

Yes 14.2 59.8 74.0 

NO 16.8 70.2 87.0 

Total 31.0 130.0 161.0 

 

 

 

Chi-Square Tests 

 

 Value Df 

Asymptotic 

Significance (2-

sided) 

Exact Sig. (2-

sided) 

Exact Sig. (1-

sided) 

Pearson Chi-Square 6.280a 1 .012   

Continuity Correctionb 5.315 1 .021   

Likelihood Ratio 6.552 1 .010   

Fisher's Exact Test    .016 .010 

Linear-by-Linear 

Association 

6.241 1 .012 
  

N of Valid Cases 161     

a. 0 cells (0.0%) have expected count less than 5. The minimum expected count is 14.25. 

b. Computed only for a 2x2 table 

 

The results of the Chi square and Cross tabulation test on the correlation between the bank 

ownership and the operational lending efficiency of bank shows that there is an existence of 

significant relationship between the bank ownership and the dependent variable. Bank 

ownership as the independent variable was sub-divided into sub-variables of domestic 

ownership and foreign ownership. While the domestic ownership variable shows no significant 

correlation with the dependent variable, operational efficiency; the foreign ownership shows a 

significant correlation with the dependent variable as the p-value was 0.012 which is less than 

0.05 as shown in table 5.2.1.6-2. Therefore, it can be stated that the independent variable of 

bank ownership is significant in influencing the operational efficiency of the banks in lending 

to the SMEs in Nigeria. The implication of the findings on Hypothesis 3 is that the null 

hypothesis (H0) is rejected as the findings support the alternative hypothesis (H1). This means 

that the bank ownership (foreign ownership) is a bank specific factor that influence the 



 

117 
 

PUBLIC / CYHOEDDUS 

operational efficiency of banks in lending to the SMEs. The findings support some studies 

(Delis et al, 2012; and Bogini et al, 2002) that found that the structure of bank in terms of the 

ownership would influence the operational efficiency of the banks in lending to the SMEs. This 

finding also agrees with the findings of the study by Viverita et al. (2015) that the ownership 

structure of banks significantly influences the operations of banks with the entry of foreign 

banks. The finding is consistent with Bonin et al. (2005) that found that banks whose structure 

are foreign-owned are more efficient than domestic- owned banks thus improving their bank 

efficiency in lending to the SMEs. This is also in sync with Bokpin (2013) and Nguyen et. al 

(2016) as they highlight that banks with foreign ownership in their board have better 

performance as they can access modern and sophisticated technologies, operational and 

managerial skills easily, with more educated labour force. 

However, the finding from logistic regression (see table 5.2.1.7-1) depicts that domestic-private 

ownership factor shows to be significant as one of the predictors that influence operational 

efficiency of commercial banks’ lending to SMEs. This result conforms with the descriptive 

analysis findings discussed earlier, and also in line with Berger et al. (2000) who are of the 

view that domestic owned banks is a factor which influences bank lending to SMEs as the 

banks has more information and can easily offer relationship lending which is more inclined to 

SMEs. This does not exclude the possibility that the foreign ownership might be relevant 

because of their impact on creating competitive landscape in the Nigerian banking sector (e.g., 

Aburime, 2008).    

 

• Hypothesis 4 

Recall hypothesis four which is to test H0: Lending technology is not a bank specific factor 

which influences the operational efficiency of commercial bank lending to SMEs, 

Against H1: Lending technology is a bank specific factor which influences the operational 

efficiency of commercial bank lending to SMEs. The result of the analysis is  and discussed 

below: 

Table 5.2.1.6-4 Cross tabulation and chi square test: Lending technology 

a. Asset based lending technique * efficiency indicator Crosstabulation 

 

efficiency indicator 

Total Not efficient Efficient 

Asset based lending 

technique 

No Count 9 17 26 

Expected Count 5.0 21.0 26.0 

Yes Count 22 113 135 
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Expected Count 26.0 109.0 135.0 

Total Count 31 130 161 

Expected Count 31.0 130.0 161.0 

 

Chi-Square Tests 

 Value Df 

Asymptotic 

Significance (2-

sided) 

Exact Sig. (2-

sided) 

Exact Sig. (1-

sided) 

Pearson Chi-Square 4.706a 1 .030   

Continuity Correctionb 3.601 1 .058   

Likelihood Ratio 4.176 1 .041   

Fisher's Exact Test    .053 .034 

Linear-by-Linear Association 4.677 1 .031   

N of Valid Cases 161     

a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 5.01. 

b. Computed only for a 2x2 table 

 

 

b. Transaction Financial account- based technique * efficiency indicator 

Crosstabulation 

 

efficiency indicator 

Total Not efficient Efficient 

Transaction Financial 

account based technique 

No Count 14 31 45 

Expected Count 8.7 36.3 45.0 

Yes Count 17 99 116 

Expected Count 22.3 93.7 116.0 

Total Count 31 130 161 

Expected Count 31.0 130.0 161.0 

 

 

 

 

Chi-Square Tests 

 Value Df 

Asymptotic 

Significance (2-

sided) 

Exact Sig. (2-

sided) 

Exact Sig. (1-

sided) 

Pearson Chi-Square 5.647a 1 .017   

Continuity Correctionb 4.638 1 .031   

Likelihood Ratio 5.277 1 .022   

Fisher's Exact Test    .025 .018 



 

119 
 

PUBLIC / CYHOEDDUS 

Linear-by-Linear Association 5.612 1 .018   

N of Valid Cases 161     

a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 8.66. 

b. Computed only for a 2x2 table 

 

 

 

c. Mutual relationship lending based technique * efficiency indicator 

Crosstabulation 

 

efficiency indicator 

Total Not efficient Efficient 

Mutual relationship lending 

based technique 

No Count 17 43 60 

Expected Count 11.6 48.4 60.0 

Yes Count 14 87 101 

Expected Count 19.4 81.6 101.0 

Total Count 31 130 161 

Expected Count 31.0 130.0 161.0 

 

 

 

Chi-Square Tests 

 

 Value Df 

Asymptotic 

Significance (2-

sided) 

Exact Sig. (2-

sided) 

Exact Sig. (1-

sided) 

Pearson Chi-Square 5.070a 1 .024   

Continuity Correctionb 4.182 1 .041   

Likelihood Ratio 4.924 1 .026   

Fisher's Exact Test    .038 .022 

Linear-by-Linear Association 5.039 1 .025   

N of Valid Cases 161     

a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 11.55. 

b. Computed only for a 2x2 table 

 

 

d. Credit Scoring based lending technique * efficiency indicator Crosstabulation 

 

Efficiency indicator 

Total Not efficient Efficient 

Credit Scoring based lending 

technique 

No Count 7 16 23 

Expected Count 4.4 18.6 23.0 

Yes Count 24 114 138 

Expected Count 26.6 111.4 138.0 
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Total Count 31 130 161 

Expected Count 31.0 130.0 161.0 

 

 

Chi-Square Tests 

 Value Df 

Asymptotic 

Significance (2-

sided) 

Exact Sig. (2-

sided) 

Exact Sig. (1-

sided) 

Pearson Chi-Square 2.157a 1 .142   

Continuity Correctionb 1.400 1 .237   

Likelihood Ratio 1.957 1 .162   

Fisher's Exact Test    .157 .121 

Linear-by-Linear Association 2.144 1 .143   

N of Valid Cases 161     

a. 1 cells (25.0%) have expected count less than 5. The minimum expected count is 4.43. 

b. Computed only for a 2x2 table 

 

 

The results of the Chi square and Cross tabulation test on the correlation between lending 

technology and the operational efficiency of bank shows that there is an existence of significant 

relationship between independent variable lending technology and the dependent variable, 

operational efficiency. Lending technology is subdivided into four sub-variables of asset 

lending, financial account-based lending, mutual relationship, and credit scoring. Asset-based 

lending, mutual relationship and credit scoring were found to have a significant influence on 

the operational efficiency of lending to the SMEs. The P-value of the correlation between these 

sub-variables and the operational efficiency were less than 0.05 except the P-value of the 

correlation between the financial account-based lending that is greater than 0.05. This shows 

there is a level of significance in lending technology to influence the operational efficiency as 

seen in table 5.2.1.6-4. The implication of the findings on hypothesis 4 is that the null 

hypothesis (H0) is rejected because the findings of this study could support the alternative 

hypothesis (H1). This means that the lending technology is a bank specific factor that influence 

the operational efficiency of commercial banks in lending to the SMEs.  

The findings of this study affirm the findings of Motta and Sharma (2020) and Usesugi (2009) 

that lending technology plays a significant role in influencing the operation efficiency of banks 

in lending to the SMEs as they find out that asset lending was preferred to financial statement 

in lending to SMEs. This study found that asset-based lending is significant in influencing the 

operational efficiency of banks in lending to SMEs, which is in agreement with the observation 
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of Amoako-Adu and Eshun (2018) that there is an over-dependence on asset-based lending by 

the lenders (banks) in Nigeria. Furthermore, the result of the finding which indicates that 

mutual relationship has significant relationship with efficiency of lending is in line with 

Comeig et al. (2015) as they highlight that relationship lending is mostly used as the alternative 

to financial statement-based lending when banks are lending to SMEs. The results of this study 

show that there is a significant relationship between credit score-based lending and the 

operational efficiency of lending to SMEs which is in support with the findings in the empirical 

work of Frame et al. (2001) who evidenced that credit scoring is associated with the increase 

in lending to SMEs.  In all, the findings align with Berger and Udell (2006) and Frame et al. 

(2001) as they present that financial statement lending is not applied to the SME borrowers, 

which they attributed to the fact that the preparation of accounts requires transparency such as 

adopting accounting standards or presentation of audited financial statements, which is beyond 

the capacity of SMEs.  

 

• Hypothesis 5 

And last is hypothesis five which tests whether bank competition is a bank specific factor which 

influences the operational efficiency of commercial bank lending to SMEs in Nigeria. The 

result is shown below: 

Table 5.2.1.6-5 Cross tabulation and Chi Square test: Competition 

COMPETITION RECODED * Efficiency indicator Crosstabulation 

 

efficiency indicator 

Total Not efficient Efficient 

COMPETITION RECODED No Count 7 29 36 

Expected Count 6.9 29.1 36.0 

Yes Count 24 101 125 

Expected Count 24.1 100.9 125.0 

Total Count 31 130 161 

Expected Count 31.0 130.0 161.0 

 

Chi-Square Tests 

 Value Df 

Asymptotic 

Significance (2-

sided) 

Exact Sig. (2-

sided) 

Exact Sig. (1-

sided) 

Pearson Chi-Square .001a 1 .974   

Continuity Correctionb .000 1 1.000   

Likelihood Ratio .001 1 .974   
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Fisher's Exact Test    1.000 .571 

Linear-by-Linear Association .001 1 .974   

N of Valid Cases 161     

a. 0 cells (.0%) have expected count less than 5. The minimum expected count is 6.93. 

b. Computed only for a 2x2 table 

 

The results of the Chi square and Cross tabulation test on the correlation between the factor, 

competition and operational efficiency shows that there is no existence of significant 

relationship between the independent variable of competition and the dependent variable of 

operational efficiency. The P-value of the correlation is 0.974 which is greater than 0.05 

illustrated in table 5.2.1.6-5 below. Therefore, the null hypothesis (H0) of Hypothesis 5 is not 

rejected. This means that bank competition is not a bank specific factor that influences the 

operational efficiency of commercial bank lending to the SMEs. This finding is consistent with 

the study by Casu and Girardone (2006) as they show that there is no relationship between 

bank efficiency and competition in the European Union countries. 

 

However, the findings contradict the view of Maudos et al. (2002) that competition would have 

a positive impact on efficiency of banks. The contradictions might have resulted from the 

implication of lack of effective competition in lending to the SMEs by the commercial banks. 

For instance, Agoraki et al (2011) found that the creation of large financial conglomerates 

during the recapitalisation program has caused competition in the Nigerian financial market to 

reduce; and also  Mercieca et al. (2009) and Mudd (2013) from their studies found that 

competition would stimulate the SME’s relationship in the case where the number of banks 

increase and may bring about an easier access to the broad range of services that are offered in 

banks. 

 

5.2.1.7 Logistic Regression 

Just like the linear regression analysis is a statistical linear method for exploring the 

relationship between an independent continuous variable and a continuous dependent variable, 

the multiple regression assesses the impact of independent predictor variables on the dependent 

variable.  However, when the assumptions of linearity in the relationship between the 

independent variable and dependent is violated, and the dependent variable (s) is categorical, 

logistic regression is employed (Pallant, 2020; Field, 2018). Logistic regression is the statistical 

test for predicting categorical dependent or outcome variables having two or more categories, 

where the independent or predictor variables can either be categorical nominal or continuous 
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variable. Thus, logistic regression is a statistical method for assessing the impact of the 

relationship between independent variables and categorical dependent variables (Pallant, 

2020). Logistic regression can be binary (where the dependent variable has two possible 

categorical variables, or ordinal logistic where the dependent variables are ordered, or 

multinomial where the dependent variables are more than two).  

This study employs the binary logistic regression due to the reason that the dependent variable 

contains two categories of zero for bank not efficient and one for bank being efficient. Thus, 

to assess the extent of impact of the predictor bank independent variables which influences 

bank lending operating efficiency, binary logistic regression analysis is carried out using the 

bank factors, ownership factor and lending technology as independent variables as they 

indicated evidence of significant association from the earlier chi square test with efficiency 

indicator as dependent variable. The efficiency indicator variable has 5 point Likert scale which                                                                                                                                                                                                                                                                                        

its total scores were computed and transformed into two categories namely: efficient (1) and 

not efficient (0). Table 5.2.1.7-1 below shows the summary of the logistic regression result.  

 

Table 5.2.1.7-1 Logistic Regression Result of Bank Main variables 

Variables in the Equation 

 B S.E. Wald Df Sig. Exp(B) 

95% C.I. for 

EXP(B) 

Lower Upper 

Step 

1a 

Domestic and 

private ownership 

factor (1) 

2.070 .999 4.295 1 .038 7.929 1.119 56.176 

Foreign Bank 

Ownership factor 

(1) 

.032 .825 .002 1 .969 1.033 .205 5.198 

Lending Tech (1) -3.350 .920 13.25

8 

1 .000 .035 .006 .213 

Constant 2.674 .527 25.76

9 

1 .000 14.501 
  

a. Variable(s) entered on step 1: Domestic and private ownership factor, Foreign Bank Ownership 

factor, Lending Tech. 

 

The result of the logistic regression analysis model displays that first, domestic private bank 

ownership has a positive B value of 2.07 which indicates that event is more likely to occur with 

p-value of 0.038 (significance level column) which is less than 0.05 and shows to be significant 

with a positive indicating that domestic bank ownership is a factor which influences efficiency 
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of commercial bank lending to the SMEs. Domestic private ownership appears to be the 

strongest predictor which recorded an odd ratio (OR) of 7.93 illustrated in the Exp(B) column 

of the variable in the model. This depicts that the respondents perceive that domestic bank 

ownership factor is over seven times more likely to influence the efficiency of bank lending to 

small medium enterprises at ninety-five percent confident interval (OR = 7.929, 95% C.I = 

1.119 to 56.176, p=0.038). 

Next is foreign bank with a positive B value of 0.032 indicating a likelihood of occurring. 

However, the p-value is 0.969 which is greater than 0.05, thus it is not significant in the model. 

While lending technology has a p- value of 0.00 which is less than 0.05 and shows evidence of 

significance in the model; however, with a negative B value (-3.35) and with the lowest odd 

ratio of 0.035 which implies that lending technology is 0.035 less likely to influence the 

efficiency of commercial bank lending to SMEs (OR = 0.035, 95% C.I = 0.205-5.198, 

p<0.001). 

The result of the logistic analysis appears contradictory to the last Chi-square and Cross-

tabulation test analysis in that the domestic ownership shows no significant relationship with 

the dependent variable of operational efficiency, but the foreign bank ownership was illustrated 

to be significant, but less likely to predict. However, there is no contradiction as the Chi-square 

analysis consider linearity of the relationship between the independent variables and dependent 

variable, while the logistic regression analysis considers the relationship of the independent 

variables with discontinuous dependent variables (Pallant, 2020; Field, 2018).  

 

Thus, this result shows more clarity on how the bank ownership factor would influence the 

operational efficiency. The result shows the domestic ownership of bank in Nigeria does not 

have a direct impact on the operational efficiency for SME lending. This confirms the 

assumption raised in discussing the significance of foreign ownership of bank on operational 

efficiency under the Chi-square analysis. The assumption was that foreign ownership might 

have been significant because of the improvement their presence brings in the financial market 

through competition. This result confirms that the significance of the domestic ownership on 

operational efficiency is induced through the presence of the foreign ownership, as such it is 

not of a direct significance but has an indirect impact on the operational efficiency of lending 

to the SMEs.  
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5.2.2 Analysis of Data from the SMEs 

This section presents the findings from the questionnaire distributed to the SME. From a total 

of 80 collected questionnaires, only 60 were completed. However, out of the 60 responses, 53 

can only be utilised for the analysis due to uncompleted responses from some of the 

participants. The data were analysed using descriptive statistics and presented from next sub-

section. 

5.2.2.1 Descriptive Statistics of SMEs Respondents’ Biodata and Business Characteristics 

The descriptive analysis of the biodata of the participants in the SME which comprises of the 

gender, age and educational background of the respondents from small medium enterprises are 

presented in table 5.2.2-1 below. From the total of 53 respondents, 57% are males, while 43% 

are females who participated in the survey indicating a greater response from the male than the 

females. Observing the age range, it can be noted that the highest responses of 40% are within 

the age range of 31-40, followed by 32% of those within the age range of 41-50 and the least, 

9.4 % of the respondents within the age range of 51-60. This indicates that most of the business 

owners are within the active age range of 31and 40. 

And from their educational qualification, most of the participants denoted by 62% of the total 

respondents attained to BSc level in their educational qualification, suggesting that most of the 

respondents are graduates having degrees from universities. 

Table 5.2.2-1 Descriptive Statistics of Respondents’ Biodata &Business Characteristics 

Variable Frequency Percentage 

Gender   

Male 30 56.6 

Female 23 43.4 

Total 53 100 

Age   

21-30 10 18.9 

31-40 21 39.6 

41-50 17 32.1 

51-60 5 9.4 

Total 53 100 

Educational level   

Primary  1 1.9 

Secondary 4 7.5 

OND  5 9.4 
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BSc/BA/HND 33 62.3 

Masters 8 15.1 

Business Ownership Style 

Sole Proprietorship                   23                                             43.3 

Partnership                                7                                               13.2 

Cooperative                               3                                               5.7 

Private limited Liability            20                                             37.7 

                                                                                          

Total                                          53                                             100  

Size of Employee                        

Between 0-9                                41                                            7.4 

10-49                                           10                                            18.9 

50-199                                          2                                              3.8 

Total                                           53                                             100 

                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                     

In addition, from the business characteristics, majority of the businesses represented by 43 

percent of the total respondents are sole proprietors in the business ownership. This implies 

that most of the SMEs in Nigeria are one- man owned businesses. From the size of employees, 

most of the respondents denoted by 77 percent of the SME owners respond to have 1 to 9 

number of employees which falls under the small business category. The interpretation of the 

demography of the SME participants can be described to be majorly small businesses with 

owners being educated, majorly of active age of between 31 to 40 years old and dominated by 

male gender.  

 

5.2.2.2 Descriptive Statistics of Factors Influencing Bank Lending from SME Perspective 

The table in 5.2.2-2 displays the descriptive statistics of the means of the responses that 

influence commercial banks’ lending in a descending order of importance. It can be seen that 

collateral appears to be the top on the list with the highest mean value of 3.77. This is followed 

by interest rate (with mean value of 3.73), then financial statement, business plan, guarantee, 

credit record history, type of project and lending relationship (having 3.02) all falling within 

the range of maximum mean value of 3. This indicates that collateral is the most important 

factor perceived by the SMEs to influence the banks in lending fund to them. 



 

127 
 

PUBLIC / CYHOEDDUS 

Table 5.2.2-2 Descriptive Statistics of Factors Influencing 

SME Lending  

           N 

            

Mean 

Std.   

Deviation 

Collateral 52 3.77 1.529 

Interest rate 52      3.73 1.402 

 Financial statement 53 3.25 1.440 

Business plan 52 3.21 1.348 

Guarantee 52 3.19 1.387 

Credit record history 52 3.17 1.368 

Type of Project 52     3.15  1.304 

Lending relationship 52 3.02 1.244 

 Commission 52 2.83 1.396 

Business age existence 52 2.75 1.169 

 Business skills and   

management 

52 2.62 1.360 

Size of business 52 2.54 1.093 

 Distance 52 2.08 1.152 

Valid N (listwise) 52   

 

From the finding on the descriptive analysis of the factors that influence commercial banks’ 

lending to SMEs from the perspective of the SMEs, it is illustrated that collateral is ranked the 

most influencing factor having the highest mean value of 3.77 as seen in table 5.2.2-2. This 

finding is supported by studies by Obaji and Olugu (2014) and Haron et al (2013) who from 

their findings highlight that high collateral is one of the unfavourable conditions that hinder 

lending by the commercial banks to the SMEs in developing countries.  

This is followed by the next top ranked regulatory factor, interest rate with a mean value of 

3.72 which is the next factor in order of importance that is agreed by the SMEs owners to be  

the next most considered factor that influence bank lending to them. This is in sync with the 

findings of Obokoh et al.  (2016) and Quartey et al. (2017) that suggest that SMEs are facing 

challenges of obtaining loans from the commercial banks because of the high-interest rate. 

These two most ranked factors collateral and interest rate are the resultant of the bank 

regulation of capital adequacy which are perceived by the SMEs as the only bank regulatory 

factors that affects how the commercial banks lend to them.  

 

 

 



 

128 
 

PUBLIC / CYHOEDDUS 

5.2.2.3 Descriptive Statistics of Level of Efficiency of Bank lending from SMEs  

Table 5.2.2-3 shows that most of the respondents represented by 50.9 of the total participants 

from the SMEs are of the opinion that the commercial banks are not efficient enough in lending 

to them. Though the difference between those that are in affirmation and those that are not in 

agreement is not much (1.8%), the result indicates that commercial banks are not efficient 

enough in lending to the SMEs. 

 

Table 5.2.2-3 Descriptive Statistics of Level of Efficiency of Bank lending  

Bank Efficiency from SMEs 

 Frequency Percent 

Valid 

Percent 

Cumulative 

Percent 

Valid Not 

efficient 

27 50.9 50.9 50.9 

Efficient 26 49.1 49.1 100.0 

Total 53 100.0 100.0  

 

The findings from the views of the SMEs portray that the commercial banks are not efficient 

in lending to the SMEs as seen in the above table. This particular study analysis present 

interesting but contradictory findings on the level of efficiency based on results from 

commercial banks an d the entrepreneurs opinions. For instance, the result from the analysis of 

the SMEs perception supports the studies of Jayadev (2008) as he emphasizes that the Basel II 

and Basel III bank regulatory frameworks which were created in the year 2004 and 2008 

(Jayadev. 2013) respectively, had not in any sizeable manner contributed to the improvement 

of efficiency in its level of lending to the SMEs. 

 

5. 3 Analysis of the Open-Ended (Qualitative) Data   

This section presents the qualitative results of the open-ended questions analysed using NVivo 

12 towards achieving the purpose of the study which is to examine the Commercial bank 

regulatory framework and its operational efficiency in lending to SMEs in Nigeria. The open-

ended part of the questionnaire sheds more insight to two of the objectives of the study which 

are to identify other determining bank factors influencing operational efficiency of commercial 

bank lending to SMEs in Nigeria, and the policies that can be considered to improve lending 

to SMEs both from bank officials and entrepreneurs respectively.   
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5.3.1 Analysis of Qualitative Data from Commercial Bank 

In this segment, the responses of the bank officials obtained in the open -ended part of the 

questionnaire were easily analysed thematically as most participants freely expressed their 

opinions in written form using NVivo software package, analysis whereby themes were 

identified from words and sentences which are assigned into nodes. The nodes generated were 

grouped in themes as anchor codes in such a way to achieve the objectives of the study. 

5.3.1.1 Bank Participants Demographic Data  

The biodata of the bank officials who participated in the open-ended questionnaire segment are 

contained in table 5.3.1-1 below. The total respondents are 22 which includes twelve males and 

ten females indicating a higher response from males than females. This is illustrated by 55% 

of men and 45% of females as shown in table 5.3.1-1. Most of the respondents fall in between 

the age range of 31-40 denoted by 77.3% of the total respondents which implies that these bank 

officials are in their active age. A higher number of the bank officials are operating from the 

branch office denoted by 81.8% of the total responses. Most of the respondents attained 

university qualification in BSc/BA /HND which constitute 59% of the respondents which 

indicates that they have a good level of education. Among the top bank officials who 

responded, the highest response being 36% are relationship managers who deal directly with 

business owners. This is followed by 18% bank branch managers, 18% loan/credit officers,14% 

operational mangers, and 5% market analysts. This suggests a rich mix of respondents who are 

informed and knowledgeable fit for the study. Majority of the interviewed respondents have 

working experience of between 1-5 years which are represented by 59% of the total 

respondents; followed by 27% of the respondents who have between 6-10 years of working 

experience. This implies that most of the respondents are reasonably experienced as reflected 

in their years of experience The respondents background discipline include accounting, 

banking. finance, management, logistics and Statistics resulting to 50%; while other remaining 

respondents did not disclose their discipline qualification. The known background discipline 

indicates the specific qualification in their education that they are knowledgeable in their area 

of specialisation, and such makes it suitable for this study. 

Table 5.3.1-1 Demographic data of Bank Officials Respondents 

Variables Frequency  Percentage 

Gender   

Male 12 55 

Female 10 45 
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Total 22 100 

Grouped Age   

21-30 1 4.5 

31-40 17 77.3 

41-50 4 18.2 

Total 22 100 

Highest qualification   

OND 1 5 

BSc/BA/HND 13 59 

Masters 6 27 

Doctorate 1 4.5 

Professional 

qualification 

1 4.5 

Total 22 100 

Bank position   

Branch manager 4 18 

Operational manager 3 14 

Loan/credit officer 4 18 

Relationship manager 8 36 

Market risk analyst 1 5 

Account officer 2 9 

Total 22 100 

Working Experience   

1-5 years 13 59 

6-10 years 6 27 

11-15 years 2 9 

16 years and above 1 5 

Total 22 100 

Background discipline   

Accounting 2 9 

Banking 2 9 

Finance 1 4 

Management 4 18 

Logistics & Statistics 2 9 
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Others 11 50 

Total 22 100 

 

5.3.1.2. Other Determining Factors Influencing Efficiency of Commercial Bank Lending 

to SMEs from Bank Officials 

The responses of the top bank officials on their perceptions regarding other factors that could 

influence the operational efficiency of commercial bank lending to small and medium size 

businesses are presented in table 5.3.1-2 below. Among the raised factors, appropriate 

information disclosure was recorded to be the highest reoccurring theme with three responses. 

This is evidenced from one of the three respondents who mentioned about information and 

explained that customers should be properly informed on the lending opportunities, and how 

they could access it. This suggest the importance of appropriate information disclosure and 

market discipline so that SMEs will in turn have the right information and be aware of loan 

options and opportunities available as this will facilitate the SMEs better chance of securing 

loan. Next reoccurring theme is CBN and its regulation and interest rate with two responses 

each. Capital adequacy, corporate governance and guarantee were also identified with one 

response each from the participants under the regulatory factor category.  

Bank factors that are internal factors in the bank noted by the participants which include bank 

management with one response which is evidenced in his statement, ‘lending depends on the 

influence of the management’. This is followed by lending technology having one response 

reflected in his statement ‘lending criteria’, and time factor with one response which reflects 

how fast the whole process of lending takes for the SMEs to receive loan. 

 In addition, other factors relating to SME as perceived by the bank official which influences 

bank lending to SMEs include the SME environment as seen in table 5.3.1-2. This is evidenced 

in responses obtained such as   high cost of running business, location, conflict and security. It 

is also observed that factors relating to business characteristics still under SME factor affects 

how the bank lend to these businesses. This is indicated by the recorded response such as 

business structure and organisation, nature and type of business, accounting system each 

occurring twice, that is each response are obtained from two participants.  

Moreover, the characteristics of the SME owners or entrepreneurs which include credit 

worthiness, educational background, experience, integrity and mindset as perceived out by the 

bank respondents are among the other factors that influence their efficiency of lending to the 

SMEs as captured by the study.  
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Table 5.3.1-2 Other Factors Influencing Lending to SMEs from Bank Officials’ Opinion 

Theme/ Factors Occurr

ences 

Evidence 

Regulatory 

Appropriate Information 

disclosure and awareness 

3 Information; that is, the customer being properly 

informed. 

Corporate governance 1 Insider collaboration 

Capital adequacy 1 Regulatory factors such as capital adequacy ratio by 

CBN, greatly affects bank lending 

CBN and its regulation 2 Requirements from banks by the CBN. The CBN and its 

regulatory guidelines. 

Guarantee 1 Government …CBN refusing to guarantee funds but left 

SMEs at the mercy of banks to decide the criteria. 

Interest rate 2 Single digit interest 

Lending Infrastructure 1 Non availability of proprietary or personal data of client 

Collateral requirement 2 Collateral  

Bank 

Management 1 Lending depends on the influence of the management 

Bank Technology 1 Lending criteria 

Time 1 Time 

SME Factors 

High cost of running 

business 

1 High cost of doing business in Nigeria 

Location 1 Location 

Harsh business 

environment 

1 Conflict and security 

Nature and type of 

business 

2 Type of business and party approval by the bank. 

Business structure and 

organisation 

2 Inadequate business structure 

Book-keeping & 

accounting 

2 Poor accounting system adopted by SMEs 

Financial Performance 1 Profitability 

Entrepreneur Factors  

Credit worthiness 1 Credit worthiness or character of client of the client 

Educational background 1 Educational background 

Business experience 1 Experience 

Integrity 1 Lack of integrity among Nigerians 

Mindset 1 Perception that bank loan is free 
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In discussing these qualitative findings obtained from the top bank officials which are other 

factors influencing bank efficiency in lending to the SMEs, these factors were found to be 

influencing the efficiency of lending to the SMEs and are categorised into four groups namely-

regulatory factors, bank factors, SMEs and entrepreneur factors as observed by the author and 

in line with related literatures (e,g, Berg et al, 2013).  

 It is observed that under the group of regulatory factors, appropriate information disclosure 

and awareness were recorded to be emphasised by three respondents in three different 

occurrences (see table 5.3.1-2). The respondents remarked on how information about the 

banks’ lending and risk management should be disclosed and the customer being informed. 

This suggest the importance of appropriate information disclosure and market discipline so that 

SMEs will in turn have the right information and be aware of loan options and opportunities 

available as this will facilitate the SMEs better chance of securing loan.  The fact that 

information disclosure holds a top position in the responses of the bank officials cannot be 

overlooked as it has been noted to be one of the elements of regulatory factors that affects the 

efficiency of bank lending to the SMEs even though not significant from the statistical analysis. 

This finding affirms the argument that have been raised in the literatures (e.g., Motta and 

Sharma, 2020; Berger et al., 2013) of the lingering impact of inadequate information. The 

effect of the inadequate information in the case of Nigeria might have been aggravated by the 

fact there is a weak credit structure, since the study by Frame et al. (2001) found that credit 

scoring helps in lowering information cost between the SMEs and the banks. 

 Other factors mentioned by the bank participants which were categorised under the regulatory 

themes include corporate governance, capital adequacy, CBN regulation, guarantee, interest 

rate, collateral and lending infrastructure. The respondent highlighted on insider collaboration 

which is themed corporate governance issue which is an abuse on the corporate governance of 

the commercial bank that affects the efficiency of bank lending. This is consistent with what 

Ajibo (2015) and Sanusi (2013) who from their findings attributed the inefficiency of banks to 

the insider abuse and unethical lending by the bank managers to relatives and friends.  

The qualitative finding that capital adequacy is a factor influencing bank lending to the SMEs 

is spotted from one of the respondents’ explanations that the capital adequacy ratio by the CBN 

affects their bank lending to the SMEs. This is in support with the descriptive finding of this 

study and also in sync with the study by Abdul (2017) and Ezike et al. (2013) as they affirm 
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the impact of capital adequacy being a regulatory factor which influences bank performance in 

their lending activities to the private sector. 

 The analysis also finds out that CBN regulatory guidelines to be among other factors 

influencing how efficient commercial banks would lend to the SMEs as recorded from one of 

the bank official’s view that the commercial banks have to meet the requirements set by the 

apex bank, the CBN. This finding agrees with Abdul (2017) whom from his investigation 

believe that the CBN guidelines were highly influenced by the international Basel framework 

which in turn influences the performance of commercial bank lending.  

Government guarantee was identified by one of the participants to be among other factors 

affecting the bank lending efficiency as he narrated on the CBN declining to guarantee loans 

to the SMEs. This finding is consistent with the study by Liang et al. (2017) as they reveal that 

government scheme if adequately administered helps to enhance bank efficiency. Likewise, the 

finding is also supported by Berg et al (2013) as they indicate the importance of guarantee 

provided by the government if properly utilised. This is evident in Singh et al. (2015) as they 

discussed about the Central bank and the government having impact on the efficiency of banks 

individually; and also in Obaji and Olugu (2014), pointing out the inconsistent government 

policies when different political power come into office which affects bank lending to the 

SMEs in Nigeria. 

The study shows that interest rate which is an element within capital adequacy, pillar one of 

the Basel accords was pointed out by one of the bank participants to be among other factors 

influencing their bank lending efficiency to the SMEs as he mentions about the single digit 

interest rate that is in place, as well as another participant noting that the lending infrastructure 

whereby sufficient proprietary data and client personal data are not made available. This is in 

agreement with Quartey et al (2017) and Obaji and Olugu (2014) as they indicate that increase 

in interest rates deter SMEs from approaching for loans from the formal institution, as well as 

there is no adequate lending infrastructures such as a credible credit bureau in place. Likewise, 

Xiang et al (2015) highlight interest rate to be a factor that is at the macro level in the 

environment and most times beyond bank control which influences the efficiency of bank 

lending to the private sector. In addition, collateral requirement, an element of the bank 

regulation was identified from the participants’ response as he stipulates on collateral 

inadequacy as being a factor that influences bank efficiency. This finding is also revealed in 

literature (Quartey et al, 2017; Pandula, 2015; Haron et al. 2013) as their finding discussed on 
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collateral requirement to have a great influence on the bank’s decision to grant loans to the 

SMEs, thereby affecting the operational efficiency of commercial banks in lending to them.  

Furthermore, on other factors from the bank officials’ perspective which are bank specific 

factors in table 5.3.1-2, it is shown that bank management, lending technology and time are 

factors that influence the efficiency and effectiveness of bank lending to the small and medium 

business sector with the emerging factors being bank management and time. The findings that 

bank management is a bank specific factor which has an influence on bank operating efficiency 

was demonstrated by one of the bank participants as he emphasized that, how efficient a bank 

would lend depends on the bank management. This finding is in agreement with Xiang et al. 

(2015) as they indicate that the management of the bank plays an important role on the bank 

factor level that affects the efficiency of bank lending. While the finding on time being a factor 

was not so clear as participant did not want to comment further. However, some literatures that 

suggest time to be a factor as time spent in dealing with legal procedures such as the proprietary 

right, tax and government issues (Igwe et al., 2018), and too much time in processing loan and 

make decision by the lender (Nguyen, 2016). 

Looking at the findings on other factor which influence lending efficiency from bank 

perspectives which are categorised under SMEs factors, the following themes -high cost of 

running business, location, conflict and security, nature and type of business, business structure 

and organisation, accounting system and financial performance were identified from the 

narratives of the participants (refer to the same table 5.3.1-2). Among these factors, nature and 

type of business, business structure, and book-keeping and accounting were re-occurring in the 

participants notes. These three reoccurring factors were also found in common with the views 

of the SMEs (business informality, and business sector) on other factors which are consistent 

with the findings in literatures (Quartey et al., 2017; Berger et al., 2013). For instance, business 

informality whereby the business owner lacks proper financial accounting of his business and 

height of business informality in the structure, plan and organisation of the business were 

evidenced in Berger et al (2013). Type of business which is identified in this finding as a factor 

is also revealed in literature to be a factor influencing bank lending efficiency to the SMEs in 

Nigeria as Adedeye et al. (2016) elaborate that the financial sector would prefer to lend to other 

sectors rather than the SMEs if the financial deepens. While the findings on high cost of running 

business, distance and security is evidenced in the study investigation in Sri Lanka by Pandula 

(2015) and Igwe et al (2018). 
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Under entrepreneurs’ characteristics category from the commercial bank official’s 

perspectives, other factors found to be influencing bank lending to the SMEs include credit 

worthiness of the business owner, educational background, business experience, integrity of 

the entrepreneur and mindset. The findings that credit worthiness of entrepreneur was found to 

be influencing the efficiency of bank lending reflects how important this factor is as it informs 

the lending decision. This finding is supported by Athanasoglou et al. (2008) as they pointed 

out the importance of credit worthiness of the entrepreneur. The findings from the analysis of 

the narratives of the bank participants which illustrate that the educational background, 

business experience and the mindset or perception of the entrepreneur influence how the 

commercial bank could lend to them is supported with the finding from Igwe et al. (2018) and 

Barthos et al (2015).  For instance, one of the bank participants mentioned that the SMEs think 

that bank loans are free; this could lead them not making enough effort to properly utilise the 

loan and repay at due time.  The qualitative findings from the bank officials’ perceptions being 

categorised is further illustrated in figure 5.3 below. 

                                                                                                                                                                                                                      

Figure 5.3 Bank officials’ Perceptions group mapping 

5.3.1.3 Policy Measures from Bank which influences bank lending Officials’ Perspectives  

The policy measures pointed out by the bank participants were analysed and presented in Table 

5.3.1-3 below. From the table, it can be demonstrated that most of the respondents suggest that 

the lending technology in place should be improved. This is indicated by the different responses 
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by three respondents all relating to how the lending technology can be improved such as 

‘activating software that can work with BVN, bank verification number to easily detect 

defaulting customers who go about from one to another’ as evidence by one of the three 

respondents.  

Two other respondents emphasized on time factor in disbursing loan and even its renewal for 

maturing loans suggesting that measures for timely loan processing and disbursement should 

be considered as well as ensuring flexibility in loan repayment time. 

Table 5.3.1-3 Policy Measures Interpretations from Bank Official’s Perspective 

Theme Occurrences Evidence 

Timely loan 

Processing 

2 -Turn around in lending 

-Timely renewal of maturing loan with options for the new 

disbursement, subsuming any outstanding. 

Government 

Intervention 

2 Start-up with good background in business should be assisted and 

mentored with government provisions 

Improve lending 

technology 

3 -Activating a software that will work with BVN to easily detect 

defaulting customers who go about from bank to bank. 

-Creation of robust database that considers if the entrepreneur 

meets the criteria for lending. Flexible and accessible through 

financial technology (Fintech) 

Reduce 

stringent 

regulation 

2 -Find alternative to accept as collateral; -have collateral options 

adequate for start up 

 

Furthermore, two of the bank officials who responded with respect to collateral, indicate that 

adequate alternative options that can be used as collateral and acceptable should be developed. 

This implies policy measure to reduce the stringent regulation towards improving efficiency of 

lending to SMEs. 

 In addition, two participants indicated the need for the role of the government by supporting 

start-up businesses who has shown good business management skills, through mentorship 

programs and provisions. This suggests the policy measure for government intervention as this 



 

138 
 

PUBLIC / CYHOEDDUS 

will help facilitate commercial bank lending to the SMEs. The discussion chapter will elaborate 

on the findings of this section considering the literature.  

Next section entails the qualitative analysis on other factors that influences lending from the 

perceptions of the SMEs as well as their policy measure suggestions that can help improve the 

commercial banks’ lending to them. 

5.3.2 Analysis of Qualitative Data from SMEs 

The data from the open -ended part of the questionnaire from the entrepreneurs were analysed 

using the Nvivo software. The key words extracted as nodes and themes were carefully 

generated as anchor nodes considering the objectives of the study and interpretation was made 

accordingly. 

5.3.2.1 Biodata of SMEs Respondents  

The table below shows the summary of the biodata of the total of 12 respondents who 

participated in the open- ended part of the questionnaire. This demographic data of the SMEs 

includes the gender, age, educational background, business sector, ownership, and age of 

business existence. 

 

Table 5.3.2-1 Biodata of SMEs Respondents 

Variable Frequency Percentage (%) 

Gender   

Male 8 66.7 

Female 4 33.3 

Total 12 100 

Age   

21-30 2 16.67 

31-40 7 58.33 

41-50 3 25.0 

Total 12 100 

Educational level   

BSc/BA/HND 10 83.33 

Masters 2 16.67 

Total 12 100.0 

Business Sector   
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Agriculture, fishing &livestock 1 8.33 

Manufacturing, utility &construction 2 16.67 

Other business &financial services 9                                           75.0 

Total 12 100.0 

Business Ownership style   

Partnership 2 16.67 

Private limited Liability company 8 66.67 

Sole proprietorship 2 16.67 

Total 12 100.0 

Age of business existence   

1-4 3 25.00 

5-10 8 66.67 

11-15 0 0 

16-20 1 8.33 

Total 12 100.0 

 

 

From the table 5.3.2-1 above, among a total of 12 respondents, there were 8 males and 4 

females indicating more male response of 67% than female (33%). Seven of the respondents 

representing the highest number of respondents of 58% are within the age range of 31 to 40; 

followed by 17% of them within the age range of 21 to 30 which could indicate that most of 

the small and medium businesses are dominated by the young people in their active years. Ten 

of the total participants denoting 83% with the highest responses have university degree 

(BSc/BA/HND) as their highest qualification while 17% have master’s degree; this indicates 

that most of the respondents in this study are all are well educated. 

 

In terms of their business characteristics, majority of the respondents of 75% are in other 

business and financial service sector, while few of about 8% are in agriculture, fishing, and 

livestock, and 17% in manufacturing, utility and construction. In terms of ownership style, the 

businesses are mostly private limited liability company type denoted by 67% while 17 % of 

the respondents have partnership and sole proprietorship style of business ownership each. In 

addition, 67% of the participants depicting the highest number of responses have their business 
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in existence for about five to ten years; then followed by 8% of the respondents who have their 

business in existence for a period of one to four years of establishment. 

 

 5.3.2.2 Interpretation of Other Factors Findings Influencing Bank Efficiency from 

SMEs’ Perspective 

Here, the findings on the factors influencing the efficiency of bank lending to SMEs from the 

views of the business owners are interpreted and summarised in table 5.3.2-2 below.  From the 

results, it is discovered that loan concentration was perceived to be a bank and regulatory 

element that influences how the commercial banks lend to the SMEs from the perspectives of 

the business owners. This is evidenced from most of the responses obtained as they mentioned 

about loan concentration in common. As evidenced by one of the respondents in his statement, 

‘Loans are concentrated in some part of the countries than others making access to loan for 

the majority difficult’.  

Another set of respondents having two occurrences emphasize on the type of collateral 

commenting that the bank asks for landed property as collateral. This indicates that the type of 

collateral in particular which is a bank regulatory factor under lending infrastructure is an 

important factor influencing how banks lend to the SMEs. Two other respondents highlight on 

the quality of lending relationship between the entrepreneur and the bank officer in terms of 

knowing who the client is; this suggests specifically that the quality of lending relationship 

between the SME owner and the bank official assigned to this SME client is a factor influencing 

the efficiency of how the commercial banks lend.  

An interesting point raised by one of the respondents is that the loan assessment criteria for the 

same country should be the same and with fair judgement; meaning that this respondent feel 

that the criteria by which loan are being assessed was not fair and it is not the same for the 

same country! This implies that the lending policy /criteria is a factor influencing bank lending 

especially in the case where there is marginalization in different location as recorded from one 

of the respondents. Furthermore, two more respondents postulate that the account officer is a 

factor in terms of how competent and knowledgeable they are in their lending operations. 

Finally, two other respondents identify that an entrepreneur having an active banking account 

is a factor that will influence the SME lending.  

From the business characteristics, majority of the respondents represented by five responses 

indicate that having the right business formality which includes the business being registered, 

having a business plan and a proper audited financial account and book-keeping are business 
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factors that inform clarity of information on the business which can influence bank lending to 

SMEs. This provides an affirmation of how clarity of information would assist in improving 

efficiency of banks in lending to the SMEs (e.g., and Mian, 2006; Green et al., 2004). In 

addition, two participants have the opinion that a viable and acceptable business project, 

business, and business sector of the entrepreneur would affect lending by the banks to the 

SMEs.  

Finally, owner characteristics is noted other factors that can affect the efficiency of bank 

lending to SMEs. This include character worthiness which was pointed out by two SMEs 

participants; then capacity, age and occupation of the entrepreneur having the least response 

each with one respondent.   

Table 5.3.2-2 Other Factors Influencing Bank Efficiency from SMEs’ Perspective 

Theme Occurrences Evidence 

Bank Factors 

Loan Concentration 2 -Loans are concentrated in some of part of the 

country, while others suffer.  

-The loan accessing issue should be practical more 

practical not theory. 

 

Collateral type 2 Bank asked for landed property as collateral. 

Lending relationship 2 Personal relationship with the bank officer 

Loan assessment criteria 1 The loans assessment should not be different for the 

same country 

Knowledgeable& 

competent bank officer 

2 Account officer 

Active bank account 

with lending bank 

2 Active banking system by the owner 

Acceptable and Viable 

business Project 

 

2 …area of specialization, must be registered firm 

and must be acceptable by the government. 

 

SME characteristics 

Business formality 

(business plan, business 

5 …must be registered firm. 
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registration, and proper 

financial accounts and 

book- keeping) 

 

SMEs should have audited account and business 

plan. 

Maintain proper accounting and book -keeping. 

Business Sector 2 The operating industry of the borrower 

Entrepreneur Characteristics 

Entrepreneur’s Capacity 1 Other expenses and affordability  

Character Worthiness  2 Integrity, accountability, truthfulness 

Entrepreneur’s age 1 Age 

Occupation 1 Occupation 

 

These qualitative findings which are other factors from the SME perspectives are grouped into 

bank, SME and entrepreneur characteristics factors. Other factors identified to be influencing 

the efficiency of bank lending to the SMEs include loan concentration, collateral type, lending 

relationship, loan assessment criteria, knowledgeable and competent bank officers, active bank 

account with lending bank, acceptable and viable business project are all categorised under 

bank factors (see table 5.3.2-2). The issue of loan concentration which is captured from the 

narrative of one of the participants in this study is also mentioned in Omede (2020) as he 

discusses on the negative implication Basel II regulatory framework adopted by banks will 

have on the economy. However, this does not downplay the possibility of the human effect 

factor. Nigeria is a big country with diverse ethnic affiliations, thus, social-relational emotions 

of the bank officials in charge of the disbursement of the loans might influence their selection 

of the loan applicants to grant loans (e.g., Petersen, et al. 2019). This gives credence to the 

suggestion of Abdul (2017) that the focus of the CBN should not only be on capital adequacy 

but market discipline and supervisory review, most especially on how these banks handle loan 

disbursement to the SMEs. This will help to monitor and see that the loans are evenly allocated 

and not marginalized in some regions.       

These SMEs factor which entails business formality and business sector are other factors 

influencing how banks lend to the SMEs which are consistent with the findings in literatures 

(Quartey et al., 2017; Berger et al., 2013). For instance, business informality whereby the 

business owner lacks proper financial accounting of his business and height of business 

informality in the structure, plan and organisation of the business were evidenced in Berger et 

al (2013). Also, type of business which is identified in this finding as a factor is revealed in 
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literature to be a factor influencing bank lending efficiency to the SMEs in Nigeria as Adedeye 

et al. (2016) elaborate that the financial sector would prefer to lend to other sectors rather than 

the SMEs if the financial deepens. 

Under entrepreneurs’ characteristics category, other factors found to be influencing bank 

lending to the SMEs perception include character worthiness of the business owner, capacity, 

age, and occupation of the entrepreneur. Character worthiness refers to the integrity, and 

accountability of the entrepreneur to be entrusted with loan which is also one of the bank 

assessment criteria for making decision on lending. Entrepreneur’s capacity determines if the 

individual can afford the cost associated with the loan which influence bank lending to small-

scaled businesses. These findings that capacity and character worthiness of entrepreneur were 

found to be influencing the efficiency of bank lending both from bank and SME perspectives 

reflects how important these factors are as they inform the lending decision. For instance, using 

credit scoring type of technology, the lending criteria employs the 5Cs which represents 

character, capacity, capital, condition and collateral which is used to supplement the lending 

technology utilised for lending to the SMEs as highlighted in Berger, Cowan and Frame (2010) 

which shares similar finding with this study. These qualitative findings from the perceptions 

of the SMEs entrepreneurs which are categorised is depicted in figure 5.4 below. 

 

Figure 5.4 SMEs Entrepreneurs’ perception Group Mapping 
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5.3.2.3 Interpretation of SMEs’ Policy Suggestions  

The result of the responses from the SME entrepreneurs on policy measures that should be 

considered by the banks towards improving lending efficiency is shown in Table 5.3.2-3 below. 

The findings from SMEs respondents suggest that commercial banks should have competent 

loan officer and bankers who are knowledgeable in providing expertise skills in releasing of 

funds in milestones to successful project achievement as well as advice in facilitating loan 

repayment and help monitor the loan and project progress as seen from the table. The views of 

these participants re-emphasised the need for the policy makers and the CBN regulators to 

focus on the monitoring and supervisory roles on the operation of lending to the SMEs rather 

than just the capital adequacy (Abdul, 2017). Thus, this supports the argument of Dafe (2020) 

that Nigerian banking sector needs to adopt international regulations with a principal focus on 

its context rather than just for the outlook that the regulatory framework will present.  

 

Table 5.3.2-3 SMEs’ Policy Suggestions 

Theme Occurrences Evidence 

Competent and 

knowledgeable loan officers 

and bankers 

2 Provide expertise to facilitate loan 

repayment; help monitor loan project & 

provide advice likely by releasing funds in 

milestone. 

Less stringent bank lending 

terms and conditions 

2 Bank terms and conditions. Reduction of 

interest rate to zero 

Flexibility in Repayment 

period 

1 Repayment period should be made to suit 

SMEs 

Issuance of Credit cards 1 Issue credit cards 

Remove Politics 1 Loan assessment should be accessibly fair 

without marginalization of areas 

 

                                                                                                                                                                                                                                                                                                                                                                     

There are suggestions by the respondents on interest reduction indicating policies to reduce the 

stringency of bank terms and requirement in lending to SMEs which should be considered. 

This is reflected in two responses that mentioned on reducing interest loan and one response 

on repayment period made flexible to suit the nature of the small- scaled businesses as this will 

improve access to loan.  
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In addition, one respondent suggested issuance of credit cards to qualified SMEs, to be a policy 

that needs to be considered to boost the efficiency of SME lending. And finally, one more 

respondent noted that lending to SMEs should be done on fair assessment without 

marginalizing some areas; thus, indicating that policies made should be void of politics. In 

other words, politic bottlenecks that hinder SME facilitation should be removed. In the time 

past, politics have crippled the credit arrangement for the SMEs in Nigeria (e.g Nwosu and 

Ochu, 2017). This shows how important it is for a supervisory guidance in the Nigerian banking 

sector that will prevent politics and nepotism in the process of lending to the SMEs.  

5.4 Summary of Findings 

The summary of all the findings of the all the analysis carried out in this chapter according to 

the research questions are highlighted in this section. First is the summary of the findings of 

the results obtained from the quantitative analysis of the closed-ended part of the survey on the 

commercial banks which includes the descriptive statistics, cross tabulation, chi square test, 

and logistic regression. Next was the summary of the findings of the descriptive statistics on 

the data obtained from the SMEs respondents. And finally, is the summary of the findings of 

the open ended- interviewed part of the surveys from both commercial banks and SMEs 

entrepreneurs are also highlighted. 

5.4.1 Summary of the Data Analysis from Commercial Banks 

The descriptive statistics of the bank main variables respondents in section 5.2.1.2 shows that 

all the five bank independent variables were shown to be factors that influence commercial 

bank lending to the SMEs as seen from more positive (yes) responses than negative 

responses, except for the case of bank ownership in which the foreign owned sub variable 

indicated otherwise from the lower responses as summarised in the table below. This led to 

the subjection of the main variables to cross tabulation and chi-square tests. 

 

 

 

 

 

Table 5.4.1 Descriptive Statistics Summary of the Five Main Bank Variables 
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Main Variables 

 

 

 

Sub Variables 

Response (%)  

Yes No Total 

Regulation Capital adequacy 87.6 12.4 100 

Bank Supervision 88.8 11.2 100 

Bank Monitoring 90.1 9.9 100 

Risk management 

disclosure 

55.3 44.7 100 

Bank Ownership Domestic ownership 55.3 44.7 100 

Foreign ownership 46.0 54.0 100 

Lending 

Technology 

                - 90.7 9.3 100 

Bank size                  - 73.9 26.1 100 

Bank 

Competition 

                 - 

 

80.1 

 

19.1 100 

 

The result of the cross tabulation and chi-square analysis between the five independent factors 

and the dependent variable in section 5.2.1.5 summarised in the table below implies that out of 

the five highlighted independent main bank factors which some of them have levels of sub 

variables, only bank ownership (foreign) and bank lending technology (credit scoring) that 

show evidence of significant association with the dependent variable, bank efficiency indicator. 

However, the result from chi square analysis is further scrutinised to binary logistic regression 

due to the fact that efficiency being categorised into two outcomes of efficient (1) and not 

efficient (0) in which the result indicates that bank ownership (domestic) is a stronger predictor 

than lending technology. 

 

Table 5.4.2 Chi square and Cross tabulation Test of Bank Variables Summary 
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Variables Tested Any Evidence of 

relationship with  

Significance of 

relationship 

Efficiency indicator 

Capital Regulation and loan disbursement No - 

Capital regulation and High interest No - 

Supervision and Corporate governance No - 

Public Transparent disclosure and 

Awareness 

No - 

Bank monitoring   

Domestic bank ownership No No 

Foreign bank ownership No Yes 

Domestic and foreign bank ownership Yes Yes 

Asset Lending Technology Yes Yes 

Financial account-based lending No - 

Mutual relationship lending Yes Yes 

Credit Scoring Yes Yes 

Bank size No - 

Bank Competition No - 

 

The result of the logistic regression analysis model illustrated in table 5.7 of section 5.2.1.6 

reveals that the factors, domestic-private ownership and lending technology are the two 

variables that show to be significant indicating that these two predictors are factors influencing 

operational efficiency of commercial banks’ lending to SMEs. 

With regards to the research question on extent of these bank regulatory factors, it is also shown 

that credit scoring type of lending technology influences bank lending to SMEs to a great extent 

more than other variables as indicated from the highest mean value response of the bank 

officials in section5.2.1.3. It is also noted that most of the respondents are of the opinion that 

Basel II and Basel III are the bank framework that the bank is being implemented as illustrated 

by the responses in Table 5.18. 

In addition, result of the descriptive analysis of the efficiency level as perceived from the bank 

officials demonstrates that the commercial banks are efficient. However, the final analysis 
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using the financial data on bank loans to SMEs reveals the efficiency to be almost zero 

indicating a low level of efficiency of commercial bank lending to SMEs. 

 

5.4.2 Findings Summary from SMEs Data Analysis 

The analysis from the descriptive statistics on the factors that influences commercial banks’ 

lending from SMEs perspectives illustrated in table 5.2.2-2 highlights collateral to be the most 

ranked important factor required for banks to efficiently lend to these entrepreneurs which is 

followed by interest rate. 

From the descriptive statistics summary table 5.2.2.3 concerning policy measures that banks 

could consider to improve their lending to SMEs, it is noted that out of nine items listed, seven 

of them have a greater number of SME respondents who are in support of  the identified 

measures which are: interest rate should be reduced (62.3%),  consider using other documented 

information if collateral is not enough, ensure that bank rules on lending policy is flexible 

(50.9%), effective supervision of loans being allocated to SMEs that it is accountable and used 

for the purpose (56.6%).  

The summary of more insights of other factors and policy measures which are shared from the 

participants from both commercial bank officials and SME are highlighted in the qualitative 

analysis in the next section. 

5.4.3 Open- Ended Data Analysis Summary from Commercial Banks 

The summary of the findings of the analysis of other factors to be influencing bank lending 

perceived from the bank officials’ perspective is presented in table 5.3.1-2 which discloses the 

twelve themes that were generated from the findings and were grouped into regulatory, bank 

and SME factors. Among the regulatory factors, appropriate information disclosure has the 

highest occurrence which suggest the importance of appropriate disclosure of information so 

that SME owners can benefit from right information and become aware of loan options 

available to them. From the internal bank factors, elements that were extracted include bank 

management and lending technology. While SME factors highlights SME environment (high 

cost of running business, conflict and security), business characteristics (business structure, 

nature of business and accounting type), as well as the characteristics of the SME owners such 

as mindset, credit worthiness, and integrity. 

Summarising the policy measures suggested by the bank officials, it can be observed that most 

of the responses were related to improving the type of lending technology in place as 
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demonstrated by three respondents who emphasized that a creation of software and database 

systems with a flexible and accessible financial technology. This is followed by policy measure 

to reduce stringent regulation which relates to infrastructure in place and regulations associated 

to it, as evidenced by two respondents who affirmed that having acceptable collateral options 

should be considered; as well as government intervention through mentoring programs and 

provisions for SMEs that have good background. And timely disbursement of the loans as 

mentioned by two respondents which links to the efficiency of the whole process of lending to 

be enhanced. 

5.4.4 Findings Summary from the Open-Ended Data Analysis from SMEs 

The findings of the other factors that influence commercial bank lending from SMEs owners’ 

perspective are summarised in table 5.3.2.-2 of the interpretation section 5.3.2. From the table, 

it can be seen that there are thirteen themes which are the factors extracted from the respondent 

views which can be categorised into three groups of regulatory, SME characteristics and the 

entrepreneurs’ characteristics. Under the regulatory factors that were highlighted such as loan 

concentration, collateral type, lending relationship, loan assessment criteria, knowledgeable 

competent bank officers amongst others which are related to lending technology and 

infrastructure, loan concentration appeared to be an interestingly discovered factor affecting 

the efficiency of bank lending to SMEs as indicated from the views of two respondents. 

While the other two groups of factors relate to the SMEs characteristics which entails the 

business formality and nature such as their business plan, registration, book -keeping business 

sector, and the other group relate to the personality of the business owner or entrepreneur 

characteristics such as the character worthiness amongst others. 

The summary of the result obtained from the analysis of the policy measures that banks should 

consider implementing as to improve its efficacy in lending as perceived by the SMEs is 

illustrated in table 5.3.2-3. It can be noted that, out of the five total generated themes from the 

contents of the respondents, two of them are the most emphasized which are to have competent 

knowledgeable bank officers who have expertise in giving advice pertaining to lending, 

monitoring the loan given and its repayment, and the other theme policy being to reduce 

stringent regulation. Other policy suggestions include issuing of credit cards to encourage ease 

of credit access; and ensuring of fair loan assessment that does not marginalise thereby 

removing politics bottlenecks. 
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5.5 Conclusion 

This chapter presented the results of the data analysis of the primary data obtained from bank 

and SMEs surveys as well as the secondary data and discussed the findings. It shows the 

quantitative analysis of both surveys ranging from the descriptive statistics to the statistical 

analysis of the primary data. The data obtained were analysed in an order of the research 

questions to provide answers to them. The data from the closed ended section of both surveys 

were coded. Factor analysis was carried out to help identify similar variables which were 

reduced to form major components factors. Cross tabulation with chi square statistics was 

employed to explore the relationship between the independent bank and regulatory variables, 

and dependent efficiency variables and their significance following the order of the hypothesis; 

the result shows that bank ownership (foreign) and bank technology are the significant factors 

which show evidence of association with bank efficiency. Binary logistic regression was 

employed to further analyse the extent of the relationship/impact between the significant bank 

factors and the dichotomous efficiency factor to predict most influencing variable, and the 

findings obtained illustrates that domestic bank ownership is a stronger predictor than lending 

technology which influences operational efficiency of bank lending to the SMEs providing 

answers to the first and second research question which is to determine the regulatory factors 

which influences the efficiency of commercial banks’ lending to the SMEs from the banks, and 

the impact on operational bank efficiency based on the statistical analysis. 

 

The finding from the descriptive analysis portrays that Basel II and Basel III are the bank 

framework that is being implemented and practiced in most of the commercial banks in Nigeria. 

The result of the descriptive analysis to determine the efficiency level as perceived from the 

bank officials demonstrates that the commercial banks are efficient which is contrary to the 

findings from the SMEs responses that depicts that the commercials banks are not efficient in 

the lending efficiency. Further analysis using secondary financial data on bank loans to SMEs 

reveals the efficiency to be almost zero indicating a low level of efficiency of commercial bank 

lending to SMEs providing answers to the third and fourth research questions, 

The qualitative data analysis result of open-ended data segment obtained from both the top 

bank officials and SME owners were also presented indicating other factors which influences 

efficiency of bank lending and policy suggestions towards improving the efficiency of bank 

lending to these SMEs. The summary of the findings of the qualitative analysis from the bank 

officials were grouped into regulatory which include appropriate information disclosure from 
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most narratives, bank (bank management and technology) and SME factors which entails SME 

environment (high cost of running business, conflict, and security), business characteristics 

(business structure, nature of business and accounting type), as well as the characteristics of 

the SME owners such as mindset, credit worthiness, and integrity. The policy measure 

suggested by these top officials include improving lending technology, reducing stringent 

rules, government intervention and timely loan disbursement.  

Similarly, the findings from the entrepreneurs were grouped into banks factor (which involves 

loan lending relationship, loan assessment criteria, knowledgeable competent bank officers 

amongst others), SME characteristics and the entrepreneurs’ characteristics factors. From the 

analysis of the policy measures that banks should consider implementing to improve its 

efficacy in lending as perceived by the SMEs, it was emphasized that banks should have 

competent knowledgeable bank officers who have expertise in giving advice pertaining to 

lending, monitoring the loan disbursed and its repayment, reduce stringent regulation. Others 

include issuing of credit cards to encourage ease of credit access; and ensuring of fair loan 

assessment that does not marginalise thereby removing politics bottlenecks and ethnicity 

barriers. Thus, the data were all analysed considering the research questions to obtain the 

objectives of the study and results discussed concurrently in light of the literature. 
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CHAPTER SIX:  CONCLUSIONS AND IMPLICATIONS OF THE WORK 
 

              

             f 

 

 

 

 

 

 

6.1 Introduction 

The financial crisis that took place in the developed countries has led to the global recession 

and economic crisis of even the developing countries. As a result, regulations were revisited 

and revised to allow for a vibrant financial architecture in which most African countries 

(including Nigeria) fall into this category (Paseda, 2020). This chapter concludes this study by 

discussing on the implication with respect to the theoretical underpinnings of the study. It also 

provides the contribution of the work which links the aim, and objectives of the work and 

projects future recommendations and conclusion of the thesis. Figure 6 below portrays how the 

research has been the achieved in line with the research questions and objectives with yielding 

outcomes which is encapsulated in the research framework diagram.  

 

 Chapter Six highlights on: 

• the implication of study 

• research contributions 

• recommendation for future studies 

• the conclusion of the study 

• reflection of the journey of PhD 
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Figure 6 Research Framework  

6. 2 Implication of the Work 

While the institutional theory being one of the theory in this study emphasises on the 

importance of the institutional environment as it entails the regulation, institutions, norms, rules 

either formal or informal that influence the business activities in the society in which the banks 

and businesses exist, the result of this study shows that banking regulation has no significant 

relationship with bank operational efficiency yielding inconclusive result on the impact could 

be due to the variances in different institutional settings of different countries. The regulations 

might have also shown less or non-significance because of the lack of consideration given to 

the SMEs in most of the major regulations for Nigerian banks. This does not mean that bank 

regulation as a factor could not have a direct impact on operational efficiency as would have 

thought, but it is a reflection of the study by Schout and North (1991) and North (1990) that 

the regulative component of the institutional structure promotes or restricts through the existing 

rules, regulations, sanctions and laws which are enforced through coercive mechanism. There 

is a weak institutional structure in Nigeria in terms of legal mechanism which leads to weak 

credit structure and not having a sound information structures such as collateral registries, 
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credit bureaus which has put the SMEs at disadvantage like some other developing countries 

(e.g., Ojukwu-Ogba, 2017). 

This study which has intermediation theory as its main theory has examined the operational 

efficiency of the banks in lending to SMEs with both structural and non-structural approach by 

exploring bank regulatory framework and examining the extent of its influence on operational 

efficiency of commercial banks. By analysing the data obtained from the surveys, qualitative 

data of the opinions of top bank officials and business owners, supplemented with financial 

secondary data and found that not all what defines the best practice in the Basel regulatory 

framework being practiced are important in influencing the efficiency of commercial banks in 

lending to the SMEs in Nigeria. This study found that lending technology in the form of asset 

lending, mutual relationship lending, and credit scoring, together with bank ownership are 

significant bank factors which influence the operational efficiency of commercial banks’ 

lending to the medium to small-scaled businesses.  

Interestingly, the study having found out that domestic type of bank ownership was not 

significant, but the foreign bank ownership was significant in influencing the efficiency of bank 

in lending to the SMEs from the chi square test. However further analysis with the logistic 

regression test shows the vice-versa that domestic bank ownership is significant. This might be 

due to the fact that foreign banks have more access to modern technology, more managerial 

and operational skills, and more educated labour force, though domestic banks have more and 

accurate information and lower cost of information in dealing with the banks as there is 

reduction in the extent of the distance to which the information will have to travel, with better 

understanding of the local laws, languages and politics. The Nigerian banking system of today 

has a domestic ownership of about 94%. This implies that the way to improve the efficiency of 

banks might not be to return the dominance of Nigerian banks to the foreign ownership but for 

the domestic ownership to learn from the managerial practices in place for credit lending to the 

SMEs in foreign ownership as also suggested in Nachum and Ogbechie (2019).  

Consequently, the banks have forced some SMEs into hard capital rationing contributing to 

their stagnancy. The participants from the SMEs in the open -ended segment of the 

questionnaire pointed out the issue of loans being concentrated in some other part of the country 

and one others suffer. Another participants also emphasized on the issue of loan criteria being 

different, thus the issue of marginalisation in some areas. Such marginalisation which are due 

to constraints such as political bottlenecks and ethnicity barrier. These in turn affecting the 
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timely loan disbursement from the banks which poses a challenge to the SMEs. This is part of 

the likely ways in which the SMEs are discouraged to borrow from the banks, and when 

business owners make application to obtain loan, there must have been a project in queue to be 

executed by such expected fund and the delay of such loan makes planning difficult. The 

difficulties in planning finance or executing important business projects will not only make the 

owners miss out on opportunities but the failures of such businesses is inevitable. 

The way forward as to the policies that can be considered towards improving the operational 

efficiency of lending to the SME sector if the regulations were to be made relevant to cater for 

the SMEs include ensuring that the loan assessment of the lending decision criteria employed  

be accessibly fair without marginalization of areas with timely disbursement of loans,  ensuring 

that there are competent and knowledgeable bank officials who will help monitor loan projects 

and provide expertise advice in releasing funds in milestone. Measures to reduce stringent bank 

regulations should also be considered thereby providing favourable bank terms and conditions 

such as reduction of interest rate to zero, repayment period being made flexible to suit SMEs, 

issuing of credit cards, and flexible collateral options that are adequate for start-ups should also 

be considered. Furthermore, creation of software and database that will help in information 

structure to easily detect defaulters and help individual business owners who meet the credit 

criteria to easily access loan online, thereby improving the lending technology.  In addition, 

government intervention such as mentorship programs and provisions to help start-ups with 

good background in their business which is seen ongoing with EDC in different zones in 

Nigeria should continue with the good work. With these policy implications being taken into 

consideration, the operational efficiency of commercial banks’ lending to the medium to small- 

scaled businesses in Nigeria will be improved. 

 

6.3 Research Contributions  

 The author in investigating the regulatory framework guiding the practices of commercial 

banks in lending to the SMEs in Nigeria and its impact on the bank operational efficiency was 

able to achieve the aim of study by achieving the set objectives of the study which includes- to 

identify the main regulatory factors that influence operational efficiency of commercial bank 

lending to SMEs from bank and SMEs’ perspectives, to determine the extent of the impact of 

the main bank regulatory factors influencing bank lending to SMEs on operational efficiency, 

to investigate the implementations of the existing bank regulatory framework with its 

extensions to the Basel accord relating to commercial lending to SMEs in and to determine the 
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level of efficiency of commercial bank lending to SMEs in Nigeria.  By achieving the study 

objectives, the study was able to contribute to knowledge specifically in theory, in methodology 

and in practice. 

In contributing to theory, the study investigated the effectiveness of the bank regulatory 

framework currently implemented in Nigeria which is the Basel regulatory framework in light 

of institutional theory, intermediation theory, public and private theory, credit rationing theory 

and the pecking order theory which are the theoretical positions that guides the conceptual 

framework of this study. By institutional theory, the Basel regulation which is to be a 

supervisory guide for commercial banks to adopt the best practiced which are the elements of 

the three pillars of the Basel Accord which include capital adequacy pillar, the supervisory 

pillar which pertains to corporate governance and risk management processes, and the third 

pillar being market discipline that involves public disclosure such that the banks will be 

recognised on the global business participation. However, this study has revealed that this Basel 

regulation is not significant in influencing the operational efficiency of commercial banks in 

lending to the SMEs. Hence the institutional and legal structure pertaining to Nigeria should 

be well considered such that it caters for the nature of the SMEs for the regulation to make 

impact in the lending operation of commercial banks to the SMEs. In addition, from the public 

and private theories, credit rationing and the pecking order theories, the study was able to 

identify the bank and regulatory factors from bank and SME perspectives which were examined 

to find out the determining and significant factors that influence the efficiency of bank lending; 

and with intermediation theory which links all the theories together in helping to determine 

how efficient the bank is in their lending operation to supply funds to the SME sector. Thus, 

the study in examining the concept of study in the angles of these five theories which has not 

been captured at once from other studies together with the effectiveness of the Basel framework 

that relate to the study contributes to theory. 

The study utilised the embedded mixed method research design by employing quantitative and 

qualitative collection techniques and analysis methods which captures a holistic view of the 

study to gain more insight and richness of study in which only one method is not enough. 

Primary data was collected from two set of semi structured surveys designed for commercial 

banks and the SMEs which were analysed with statistical techniques and the qualitative part of 

the data analysed thematically. Secondary data was also collected to supplement the data.  By 

employing mixed method for the study, a better understanding of the bank regulatory 

framework pertaining to commercial banks lending to the SMEs and its operational efficiency 
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from the perception of the two groups of respondents and from the empirical observation was 

achieved. Existing studies on bank lending to SMEs have mostly focused on one primary 

stakeholder, either the SME owners or the bank officials with a sole method of data collection 

and analysis. This study by providing the comprehensive views of the primary stakeholders 

which are the SMEs’ owners and the bank officials, has not only provided an in-depth insight 

into the experience of the SME owners in accessing funds, but has cross-examined the insight 

of the owners with views of the fund providers being the commercial bank officials, thus 

contributing to knowledge in methodology. 

In practice, this study brings to the attention of the policymakers in Nigeria to always consider 

the implications of their policies and regulations from the perspectives of the SME owners and 

the banks. This will not only enhance the implementation of such policies but will allow the 

appropriate and effective policies and regulations that suit the context of the Nigerian system 

to be made. As the study identified the major constraints as interest rate, inadequate collateral, 

and poor lending relationship which the SME owners believed have limited their access to 

loans. The implication of this knowledge to policymaking is a built-on on the knowledge of the 

relevance of the regulatory factors, bank technologies namely mutual relationship lending, 

asset-based lending, and credit scoring-based lending and bank ownership in influencing 

operational efficiency of lending to the SMEs and proffered solution for policy makers to adopt. 

Thus, policy recommendations that emphasises on the monitoring and supervisory role  of the 

commercial banks  while increasing the loan credits supply to the SMEs as evidenced from the 

views of SMEs and for the need in trained competent bank officer who are knowledgeable in 

lending operation, as well as policies that will reduce stringent bank lending conditions, 

considering making loan payment flexible, improve lending technology through innovative 

creation of software and database facilities for lending, and government continued facilitation 

were mostly suggested by the both stakeholders towards enhancing operational efficiency of 

bank lending to SMEs. 

6.4 Recommendation for Future Studies   

Having outlined the limitation of the study, which is majorly the sample size, it can be 

recommended that future study that will yield more robust and reliable result which will 

enhance generalisation could be obtained if future study could be conducted with larger sample 

size which could be to compare with different country. Due to the technical nature of the 

concept of study which made the researcher employ the mix method in the proportion of QUAN 

(qual) with embedded mixed design which utilised semi structured questionnaire for primary 
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data collection supplemented with secondary data from the CBN official database website and 

analysed with different corresponding analytical tools to obtain a holistic view,  alternative 

research tools with more sophisticated analytical tool can also be employed in subsequent study 

to effectively capture bank operational efficiency and obtain validating results in subsequent 

research. Such research tools could be interview for validation in addition to sophisticated 

measuring efficiency technique such as the Data Envelopment Analysis to better investigate 

and measure the operational efficiency of banks in lending to SMEs. Hence, a similar study 

with more countries would be worthwhile.  

 6.5 Conclusion of the Study  

The implications of the findings of this study in the light of the major theories applied in this 

study were discussed. The findings in this study show that the practical reflection of these 

theories could be dependent on the conditions of the context in which they are applied. The 

Basel II and Basel III regulatory frameworks that are the most adopted regulatory frameworks 

by the commercial banks show less relevance in influencing the efficiency of lending to SMEs. 

The efficiency of the commercial banks in their roles as intermediaries in the provision of funds 

to the SMEs can be improved by increasing the percentage of loan credit provision to the SMEs.  

The overall aim of the study was achieved through the four objectives set for this study. In 

achieving the first objective, which was to identify the main regulatory factors that influence 

operational efficiency of commercial bank lending to SMEs in Nigeria from bank and SMEs’ 

perspectives. The study found that the ownership structure factor and the lending technology 

are the two broad factors that influence the efficiency of lending to SMEs by commercial banks. 

Whereas the majority of the SME participants in this study identified high interest rates, 

inadequate collateral, and poor lending relationship to be the most ranked important factors 

that influence the efficiency of lending to the SMEs by the commercial banks.  

While the findings on other factors from the qualitative analysis grouped the factors into 

regulatory, bank, SME characteristics, and entrepreneur characteristics factors. In the 

regulatory factors category, emerging factors include corporate governance and CBN 

guidelines from bank perspectives, while loan concentration and bank officer competency 

emerged from the SMEs perspectives. Common factors identified by both stakeholders include 

collateral, interest rate, lending type and infrastructure (which were confirmed in the statistical 

analysis). Under SME characteristics factors, business nature and sector, business formality 

which include accounting and book- keeping were identified in the narratives of both the bank 

and SME participants in addition to harsh environment, location, cost of running business and 
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SME financial performance which were identified solely by the bank officials. Finally, under 

entrepreneur characteristics, credit worthiness, capacity and character were found in common 

to be among other factors by both parties, with education, business experience, integrity and 

mindset which were identified by the banks. 

The second objective which was to determine the extent of the impact of the main bank 

regulatory factors in influencing the operational efficiency of bank lending to SMEs was 

covered as the study found that the impact of the main regulatory factors in influencing the 

efficiency is dependent on the level of compatibility of the factors to solving the issues affecting 

the SMEs in accessing loans.  While the third research objective which was to investigate the 

implementations of the existing bank regulatory framework with its extensions to the Basel 

accord relating to commercial lending to SMEs in Nigeria was achieved as the finding reveal 

that the majority of the commercial banks in Nigeria implemented Basel II and Basel III 

regulatory frameworks as discussions made also highlighted how this was achieved 

considering the regulatory pillars. And finally, the fourth objective or research question which 

entails determining the level of efficiency of commercial bank lending to SMEs in Nigeria 

provided contradictory findings, in that findings from the perspective of the commercial banks 

officials suggest that the commercial banks are efficient in their level of lending operations, 

while they are considered not efficient from SMEs’ opinion. However, the findings from the 

trend analysis of the secondary data which show efficiency levels that are below zero which 

are categorised as not efficient. The level of inefficiency got worsened since the global 

recession in 2008 and was the poorest in 2016 when Nigeria witnessed its first recession in 

twenty-five years.  

Based on the research findings, policymakers can be well informed with the best combination 

of bank regulatory factors that will improve the efficiency of commercial bank lending to SMEs 

in Nigeria. The findings of the study show that policy implications raised will trigger the need 

to encourage lending to SMEs by commercial banks as it is by this effort that the efficiency of 

lending to SMEs can be improved.   
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6.6 Ph.D. Reflection 

Reflecting on the journey of my PhD programme and the whole process of the research at the 

University of South Wales with the aim of examining the commercial bank regulatory 

framework pertaining to lending to small and medium enterprises (SMEs) in Nigeria and its 

impact on bank operational efficiency, I have come to appreciate every stage of my research 

work to its completion in ensuring that my set objectives were achieved. I could categorise my 

five years of investment in my PhD into three stages.  

The first stage was the early years of my thesis writing and gathering knowledge on the concept 

of my study and field. During this period, my mentality on how I perceive reality from 

pragmatic standpoint was enhanced and broadened; my research skills were developed via 

conferences and seminars participation and increased network link. The second stage was the 

data collection and analysis stage which was a challenging part especially when my primary 

data obtained were proving difficult to code and inputted into the software used for analysis 

which led me to attend workshops on SPSS and NVivo to gain more insights to facilitate the 

analysis of the raw data obtained. The third and final stage of my PhD being the time of writing 

up my thesis was most challenging as this is the period where I was bringing every part of the 

research together, going forth and back to bring flesh to the work, got married, and raising two 

toddlers. It was a tough and demanding experience, but the journey was enlightening and 

ultimately rewarding. 

Despite the challenges, I was able to persevere and gain valuable experience as a researcher. 

The invaluable skills and knowledge I gained during my Ph.D. journey have prepared me well 

for my future career in teaching and research and will continue to be useful in my professional 

endeavours. 
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Appendices 
Appendix 1: List of Commercial banks in Nigeria 

S/N Name of Bank 

1 Access bank 

2 Citibank Nigeria Limited 

3 Ecobank Nigeria Plc 

4 Fidelity bank Plc 

5 First Bank Nigeria Limited 

6 First City Monument Bank 

Plc 

7 Globus Bank Limited 

8 Guaranty Trust Bank Plc 

9 Heritage Banking Company 

Ltd.  

10 Key Stone Bank 

11 Polaris Bank  

12 Providus Bank 

13 Stanbic IBTC Bank Ltd. 

14 Standard Chartered Bank 

Nigeria Ltd.  

15 Sterling Bank Plc  

16 SunTrust Bank Nigeria 

Limited  

17 Titan Trust Bank Ltd  

18 Union Bank of Nigeria Plc  

19 United Bank For Africa Plc  

20 Unity Bank Plc 

21 Wema Bank Plc  

22 Zenith Bank Plc  

Source: www.cbn.gov.ng. 

 

Appendix 2: Reliability Tests 

 

SME Reliability Statistics 

Cronbach's 

Alpha 

Cronbach's 

Alpha Based on 

Standardized 

Items N of Items 

.873 .873 28 

 

https://www.cbn.gov.ng/Supervision/fi.asp?name=Heritage%20Banking%20Company%20Ltd.&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Heritage%20Banking%20Company%20Ltd.&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Key%20Stone%20Bank&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Polaris%20Bank&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Providus%20Bank&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Stanbic%20IBTC%20Bank%20Ltd.&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Standard%20Chartered%20Bank%20Nigeria%20Ltd.&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Standard%20Chartered%20Bank%20Nigeria%20Ltd.&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Sterling%20Bank%20Plc&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=SunTrust%20Bank%20Nigeria%20Limited&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=SunTrust%20Bank%20Nigeria%20Limited&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Titan%20Trust%20Bank%20Ltd&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Union%20Bank%20of%20Nigeria%20Plc&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=United%20Bank%20For%20Africa%20Plc&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Unity%20%20Bank%20Plc&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Wema%20Bank%20Plc&institutetype=Commercial%20Bank
https://www.cbn.gov.ng/Supervision/fi.asp?name=Zenith%20Bank%20Plc&institutetype=Commercial%20Bank
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Bank Reliability Statistics 

Crobanch’s 

Alpha 

Cronbach’s Alpha 

based on Standardized 

Items 

N of items 

0.802 0.754 22 

 

Appendix 3: Descriptive Statistics and Graphical Representation 

 
Figure 5.2-1 Pie chart for Gender of respondents 

 

Figure 5.2-2 Grouped Age 
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Table 5.3  

Bank location 

 Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Head office 28 17.4 17.4 17.4 

Branch office 133 82.6 82.6 100.0 

Total 161 100.0 100.0  

 

Fig 5.2-3 Bank Location 

 
 

 

Table 5.4 Level of Education Descriptive Statistics   

Education qualification 

 Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid OND 9 5.6 5.8 5.8 

BSc/BA/HND 92 57.1 59.4 65.2 

Masters 46 28.6 29.7 94.8 

Others 8 5.0 5.2 100.0 

Total 155 96.3 100.0  

Missing System 6 3.7   

Total 161 100.0   

 

 

 

Figure 5.2-4 Educational Qualification 
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Table 5.5 Bank Position Descriptive statistics 

 Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Executive manager 4 2.5 2.5 2.5 

Branch manager 21 13.0 13.0 15.5 

Operational manager 31 19.3 19.3 34.8 

Loan/Credit officer 32 19.9 19.9 54.7 

Relationship managers 22 13.7 13.7 68.4 

Market Risk officers 3 1.9 1.9 70.3 

Account officers 5 3.1 3.1 73.4 

Others 43 26.7 26.7 100.0 

Total 161 100.0 100.0  

 

 
Table 5.6 Working Experience Descriptive Statistics 

 Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid 1-5 years 96 59.6 59.6 59.6 

6-10 years 46 28.6 28.6 88.2 

11-15 years 11 6.8 6.8 95.0 

16 years and above 8 5.0 5.0 100.0 

Total 161 100.0 100.0  

 

 

 

 

 

Table 5.7 Descriptive Statistics table for Background Discipline          

 

 Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Accounting 28 17.4 17.4 17.4 

Banking 21 13.0 13.0 30.4 

Finance 7 4.3 4.3 34.8 

Management 19 11.8 11.8 46.6 

Logistics & Statistics 15 9.3 9.3 55.9 

Others 71 44.1 44.1 100.0 

Total 161 100.0 100.0  
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Table 5.13 Bank supervision by CBN factor 

 Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Yes 143 88.8 88.8 88.8 

NO 18 11.2 11.2 100.0 

Total 161 100.0 100.0  

 

 

 

Table 5.14 bank monitoring factor 

 Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Yes 145 90.1 90.1 90.1 

NO 16 9.9 9.9 100.0 

Total 161 100.0 100.0  

 

Table 5.15 Public and transparent disclosure of risk 

management process factor 

 Frequency Percent Valid Percent 

Cumulative 

Percent 

Valid Yes 110 68.3 68.3 68.3 

NO 51 31.7 31.7 100.0 

Total 161 100.0 100.0  

 

 

Appendix 4: Banks-SMEs Loan Efficiency Survey 

Dear Participant, 

I am a researcher from University of South Wales, UK carrying out a survey to examine the 

bank regulatory frameworks that influence commercial bank lending to SMEs and the impact 

on bank lending operational efficiency. The research survey will identify the factors that 

influence the efficiency of bank lending to SMEs, the extent of impact of the identified factors, 

which will help improve operational efficiency of commercial bank lending to SMEs. It will 

take about 15 minutes or less to complete. Early completion and return of the questionnaire is 

important to facilitate the research progress. 
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You are therefore kindly invited to freely participate in this survey by answering all questions 

providing your genuine answers.  The information you provide is solely for academic purpose 

and will be treated with maximum confidentiality. Your identity is kept anonymous and you 

can withdraw at any time. 

 

You can email me via amalachukwu.anigbo@southwales.ac.uk in case you have comments or 

concerns about the questionnaire. Thank you for your time and response. 

Yours Sincerely, 

Amalachukwu Anigbo. 

 

Instructions: Please tick the option box closest to your answer 

 

Part A: Demographic Questions 

 

 

1. What is your gender?  

□ Male   □ Female 

 

2. What is your age? 

 □ 21-30     □ 31-40      □ 41-50     □ 51-60 

 

3. Where is your bank located? 

               □ Head office      □ Branch office 

 

4. What is your highest qualification?  

     □ OND      □BSc/BA/HND      □ Masters      □ Doctorate      □ Others  

5. What is your position in the bank? 

□ Executive Manager   □ Branch Manager   □ Operational manager    

 □Loan/Credit officer   □Others (Please specify) ------ 

6. How long have you been working in the position held?  

□1-5years  □6-10years  □11-15years  □16years and above 

 

7. What is the area of your discipline? 

     □ Accounting  □ Banking  □Finance   □ Management   □ Logistics, Statistics, 

Operations  □ Others  

 

Part B: Bank Lending Efficiency 

 

8. Which of the bank regulatory framework is your bank adopting currently?   

 

         □. Basel I     □.Basel II     □.Basel III    □. Others (please specify)…… 
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9. To what extent has the impact of the bank regulation adopted by your bank as 

identified in question 8 above have on the operational efficiency of how your bank 

lends to SMEs?  

□ Extremely Significant   □ Very Significant   □Significant   □Slightly Significant 

 □ Not Significant at all. 

   

10. Does the bank has the sufficient fund to meet the required types of loan applied by 

SMEs within the past 5 years?  

□ Yes  □No 

 

11. Which economic sector of SMEs has received the highest fund since last 3 years? 

□.Agriculture   □. Manufacturing    □. Construction   □.Whole sale and retail 

□.Services □. Others  

 

 

12.  What choice of loan does your bank make available most for SMEs clients after 

accessing the purpose for the fund? (Tick one box per row) 

 Short term loan Long term loan 

Start -up  □ □ 

Working capital □ □ 

Expansion □ □ 

 

13. What percentages of the SMEs clients are successful to obtain the loan applied for 

from your bank record within the past 5 years? 

 □.80-100 %   □.50-79 %    □.20- 49%    □.10-19 %    □.1-9%   

 

14.   To what extent are the applicants for each of the SMEs Funds in your Bank 

successful to obtain the loan for the past  five years? (Tick one box per row) 

Loans Extremely 

Successful 

Very 

successful  

 

Successful 

Slightly 

successful 

Not 

successful 

at all 

Start up fund □ □  □ □ 

Working 

capital 

□ □  □ □ 

Expansion 

capital 

□ □  □ □ 

 

15. How long does your bank take to process the application of an SME client and 

provide the fund if every criteria is satisfied? 

□1-2 weeks 

□ 3-4 weeks 

□ More than a month 

□ N/A 
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16. Do each of the following bank regulatory factors affect the operational efficiency of 

lending to SMEs? (Tick one option per row) 

Factors/  Impact Yes No 

Capital regulation   

Bank Supervision by CBN   

Loan monitoring by bank   

Public & transparent disclosure of risk 

management process 

  

Domestic and Private ownership   

Foreign Bank Ownership   

 Lending decision Policy (Asset based, 

Financial accounting ratio, 5C's, 

mutual relationship based) 

  

Bank size   

Bank competition (innovative 

products, technology, reduced 

concentration) 

  

 

17. To what extent of impact do the following bank regulatory factors have on lending 

operational efficiency? (Tick one box only per row) 

 

Factors/ Extent of 

influence 

Extremely  

significant  

Very 

Significant 

 

Significant 

Slightly 

Significant 

Not 

Significant 

at all 

Capital regulation       

CBN supervision       

Bank loan monitoring       

Domestic Private Bank 

ownership  

     

Foreign Bank ownership      

Bank size       

Type of Lending Policy      

Bank competition      

Public Bank disclosure 

their risk management 

processes 
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18. To what extent do the impact of the lending policy criteria that your bank utilise for 

major decision for approving SMEs funds have on the lending operational efficiency? 

(Tick one box only per row).  

 Strongly 

Agree 

Agree Neutral Disagree Strongly 

Disagree 

Asset  □ □ □ □ □ 

Transaction technology 

lending based on 

financial accounts 

provided  

□ □ □ □ □ 

Mutual relationship □ □ □ □ □ 

Credit record and scoring 

based on 5Cs 

□ □ □ □ □ 

 

 

19. Does the bank charge the SMEs interest rate within the regulatory limit?  

□ Yes   □ No   □Do not know 

 

20. Does the interest rate charged to SMEs to obtain a new loan reduce after obtaining 

previous loans from the same bank?  

□ Yes   □ No   □Do not know 

 

 

21. Does the bank allow its SMEs to use their movable assets registered with collateral 

registry as collateral? 

□ Yes   □ No   □ Do not know 

 

22. Does the bank regulation allow banks to contract companies as agents in providing 

financial services and attracting customers?           

□ Yes   □ No   □Do not know 

 

23. How efficient do you think the bank is, in disbursing the SME loans scheme 

mandated by the government and CBN to the allocated sectors of SMEs? 

 

□. Extremely efficient   □.Very efficient    □. Quite efficient    □.Less efficient   □.Not 

efficient at all 

 

 

 

 

 

 

24. To what extent do you agree or disagree that each of these bank factors hinder the 

efficiency of disbursement of the SMEs loans? (Tick one option per row). 
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 Strongly 

Agree 

Agree Neutral Disagree Strongly 

Disagree 

Poor risk management  □ □ □ □ □ 

Poor supervising of loan 

activities of banks by 

CBN 

□ □ □ □ □ 

Poor monitoring of loan 

allocation to SMEs and 

its repayment  

□ □ □ □ □ 

Corporate governance 

non- compliance 

regarding lending 

□ □ □ □ □ 

Incompetent credit 

personnel 

□ □ □ □ □ 

Poor awareness and 

information disclosure 

     

High Commission      

High Interest rate      

Inadequate  bank 

regulation 

     

 

 

 

25. Are each of the following, SMEs factors that affect the efficiency of bank disbursing 

loan to SMEs? (please tick one option per row) 

Factors Yes No 

Financial statement/Capital      

Inadequate Collateral      

Business plan & Project type   

Information asymmetry   

Credit history check for loan 

default 

  

Age of business existence   

 Firm size   

Tax compliance   
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Age entrepreneur   

Business knowledge & 

management capacity 

  

 

 

26. To what extent of impact do the following SMEs factors have on operational 

efficiency of lending to SMEs? 

Factors Extremely 

Significant 

Very 

Significant 

Significant Slightly 

Significant 

Not 

Significant 

all 

Financial 

statement/Capital    

     

Inadequate Collateral         

Business plan & Project 

type 

     

Information asymmetry      

Credit history check for 

loan default 

     

Age of business 

existence 

     

 Firm size      

Tax compliance      

Age of the entrepreneur      

Business knowledge & 

management capacity 

     

 

27. What percentages of the SMEs client do you think meet up with repaying their loans 

from the bank record for the past 5 years? 

 □.80-100 %   □. 50-79 %   □.20- 49%     □.10-19%   □. 1-9%    

 

28. Does your bank has a robust risk management system for evaluating SMEs loans?  

 

□.Yes   □.No   □ Do not know 

 

29.  How often does your bank monitor the performance of the loan disbursed to the 

SMEs? 

□Weekly  □ Monthly   □ Quarterly  □ every 6months  □. Annually  

□. Others (please specify) -----------------------   
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30. How often does your bank report to the CBN to give account of its lending activities? 

□ Monthly   □ Quarterly  □ every 6months  □. Annually  □. Others (please specify) --- 

 

31. Does your bank disclose transparently its risk management processes  in the annual 

reports?  

□. Yes   □. No   □ Do not know 

32.  How efficient do you think your bank is, in lending to SMEs in terms of the 

following indicators? (Tick the right box per row) 

  Strongly 

agree 

Agree Neutral Disagree Strongly 

Disagree 

Bank(s) interest 

rate is appropriate 

     

Duration of time 

to receive loan is 

appropriate 

     

Bank(s) consider 

other documented 

information if 

there is no 

adequate collateral  

     

Adequate 

monitoring of 

repayment of loan 

     

Consider other 

suitable lending 

criteria such as 

mutual 

relationship to 

ease high financial 

accounting 

standards 

     

Time period given 

for loan 

repayment is 

adequate 

     

has Independent 

competent official 

to supervise the 

lending activities 

of banks set up by 

CBN 

     

Risk management 

processes of bank 

is adequate 
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Bank discloses 

their  risk 

management 

processes in the 

annual report 

transparently 

     

 

 

33. What necessary policy measures do you think the commercial banks should consider 

to make funds easily accessible to SMEs? (Tick one box only per row) 

  Strongly 

agree 

Agree Neutral Disagree Strongly 

Disagree 

Reduce interest 

rate 

     

Consider other 

supplementary 

information if 

collateral is not 

adequate 

     

reduce stringent 

bank regulation 

that discourages 

SMEs lending 

     

Provide long term 

loan to give more 

time for 

repayment 

     

Monitor the 

allocation of 

credit 

disbursement to 

the SMEs 

     

Independent 

competent official 

to supervise the 

lending activities 

of banks should be 

set up by CBN 

     

Adequate and 

transparent 

disclosure of bank 
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risk management 

processes. 

Increase bank 

awareness 

programme 

through SMEs 

authorised 

associations 

     

 

 

 

34. Others (Please specify below) 

----------------------------------------              -------------------------------------------- 

-----------------------------------------             ------------------------------------------- 

35. What other factors do you think influence the operational efficiency of SMEs 

lending?  (Please specify below) ---------------------       ---------------------------- 

 

 

 

 

 

 

Appendix 5: Small Medium Enterprises Questionnaire  

Will You Like Your Business Financing to be Improved? 

Eligible Participants: Entrepreneurs who have attempted or applied for loan from Bank 

Only. 

 

Dear Participant, 

I am a researcher from University of South Wales, UK carrying out a survey to examine the 

bank regulatory frameworks that influence commercial bank lending to Small and Medium 

Enterprises (SMEs) and the impact on bank operational efficiency. The research will identify 

the factors from SMEs perspectives that affect the efficiency of bank lending to SMEs which 

you are part of, and the extent of the impact on bank operational efficiency. 

Therefore, you are kindly invited to voluntarily participate in this survey by providing 

answers to the questions, as it will benefit your business by improving the efficiency of bank 

lending to your enterprise. The information you provide is solely for academic purpose and 

will be treated with maximum confidentiality. Your identity is kept anonymous, and you can 

withdraw at any time.  

Feel free to send me any comment about this survey of any concern via my email below. 
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Yours faithfully, 

Amalachukwu J. Anigbo 

juliananigbo@gmail.com  

Hints: 

• Bank efficiency here refers to how well the bank is able to carry out its operations 

with the minimum available resources and technology to produce maximum desired 

results. 

• Bank competition refers to how competent the banks are in providing varieties of 

innovative products for ease and better result to attract its customers and also having 

many bank that can offer the varieties of products. 

• Small and Medium Enterprise equity Investment Scheme (SMEEIS) comes in form of 

share or loan initiated by the government and CBN granted to Micro, Small and 

Medium Enterprises to fund their businesses. 

 

Instruction: Please kindly answer all questions. 

Part A: Biodata 

Please tick the correct box containing your answer to the following questions 

1. Gender 

□ Male               □Female 

 

2. Age 

□21-30        □31-40     □41-50        □51-60         □61 and above                

 

3. Educational level 

            □No formal education 

            □Primary 

            □Secondary 

□ Vocational 

            □ OND/ NCE 

      □BSc/BA/HND 

            □ Masters  

            □Doctorate 

 □ Others  

Part B:  Business Characteristics  
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4. What form of ownership does your business operate? 

□ Sole Proprietorship   □ Partnership  □ Cooperative  □ Private Limited Liability 

company    □ Faith –based Organisation    □ others 

 

5. What position do you currently hold in your business? 

         □ Owner    □Manager   □ Accountant     □Secretary    □Administrative Personnel           

         □Others.  

 

6. How long have you been working in this business?  

□ 1-4years    □5-10years     □11-15years   □16-20years   □Above 20 years  

 

7.  Which economic sector is your business activity?  

 □ Agriculture, fishing & livestock 

 □Forestry, Solid mineral & Mining  

 □ Manufacturing, utility and Construction  

 □ Wholesale and retail trading  

 □ Other Business services 

8. Have you registered your business? 

    □Yes   □No 

9.   What is the size of the number of employee in your business?   

            □ Between 0-9 (Micro)       

            □ 10-49 (Small)     

□50- 199 (Medium)   

10.  How often do you keep accounts of the financial transactions of your business?   

□ Regularly in every transaction               □ Occasionally      

 

11. Choose the right option in the table below (Tick the right option per row) 

 

 Yes No 

Do you use accounting standard in auditing your business financial 

accounts/statement?   

 

  

Do you have a business plan for running your business?   

Do you have a long-term goal from your business plan? 
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Do you belong to any association or group in line with your 

business activity? 

 

  

Have you attended any training, workshop or business seminar to 

enhance your business, management knowledge and skill? 

  

Have you accessed any bank loan or loan scheme (SMEEIS, 

Agricultural Credit loan) before? 

  

          

 

 

 

Part C: SMEs Lending & Efficiency 

12. What was your preferred source(s) of capital at the following stages of your 

business? (Please tick your answer(s) per row) 

 

  Loan 

from 

bank 

Personal 

savings 

Family 

and 

Friends 

Credit 

Unions 

Government 

Grant/ SMEEIS 

loan/Agricultural 

credit. 

Others 

Start up       

2 years 

after 

Start- up 

      

5 years 

after start 

up 

      

 

 

 

13. When you applied for loan from the commercial banks, did you get it?  

□ Yes   □ No   □ N/A 

 

 14. What is the reason for the loan you require from the commercial bank when you applied? 

□ Start up your business       □ Working capital    □ Expansion   □ Others 

 

15. If you did not receive the loan when you applied, what was the reason(s) for declining or 

rejection? 

 

□ High interest rate 

□ High Commission fee                        

□ Inadequate collateral  

□ Poor financial statement 
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            □ Unacceptable Business project  

 □ Poor Business plan 

            □ Poor credit record 

□Age of business existence 

□ Lack of guarantee 

□ Poor lending relationship 

□ Entrepreneur’s age 

□ Distance 

□ Others (Please specify) ------- 

 

16. How long have you been a customer of the lending bank? 

□ 1-2 year (s)  □3-5 years   □6-10 years   □above 10years 

17. Do you think having a good lending relationship with your bank will improve and 

increase their lending to you? 

            □ Yes     □No   □ Do not know 

 18. Have you received loan from other banks for the past 4 years? 

            □ Yes     □No 

19. Do you think the creation of more commercial banks that can specifically offer services to      

SMEs will increase bank efficiency? 

            □ Yes     □No 

20. How long do you think it took you to obtain loan from your bank when you applied? 

□ 1-2 weeks 

□ 3-4 weeks   

□ More than a month  

□ N/A 

 

21.  Do you think the interest rate charged by your bank is higher compared to other 

banks? 

 □ Yes    □ No    □ Do not know  

 

22. How does your bank disburse the amount of loan you successfully obtained? 

□ In full at once   □ In tranches/Instalments    □ Do not know 

 

23.  If you were unable to repay a loan, what is the reason?   

     □ In-sufficient time to repay  

     □ High interest rate  

     □ Business not making profit  

      □ Others  

      □ N/A 
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24.  Which factor among the following below does your bank consider the most to give 

you loan? Please rank in order of Importance (5 = Most Important; 1=Least Importance). 

Tick the right box per row 

 

Factors 1 2 3 4 5 

Interest rate      

Commission fee                             

Collateral      

Financial statement      

Business plan      

Type of business 

project 

     

 Business plan      

Credit record history      

Age of business 

existence 

     

Size of business      

Entrepreneur’s age      

Guarantee      

Lending relationship      

Business skills and 

management 

     

Distance      

 

       25. To what extent do you agree or not agree with the efficiency of the following 

lending factors? (Tick the right box each per row). 

  Strongly 

Disagree  

Disagree  Neutral  Agree Strongly 

Agree 

Bank(s) interest rate is 

appropriate 

     

The time period 

between application of 

loan, process and 

receiving the loan is 

satisfactory 

     

Bank’s criteria for 

collateral is appropriate 
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Bank considers using 

other documented 

information if there is 

no adequate collateral  

     

 Bank considers quality 

&Length of relationship 

with SME if there is no 

adequate audited 

financial statement 

     

The bank provides 

innovative lending 

products and platforms 

to ease lending process 

     

The bank is competent 

in offering wide range 

of lending services 

     

I am satisfied with the 

choice of loan I received 

from bank 

     

Bank supervision by the 

CBN official will 

improve the efficiency 

of lending to SMEs 

     

Bank effectively 

monitors the repayment 

of loans given to SMEs 

     

Bank disclosing their 

lending activities to the 

public to monitor 

through annual reports 

and newspapers will 

improve lending 

efficiency of banks 

     

Size of bank influences 

the bank decision in 

lending 

     

Bank regulations on 

lending to SMEs and 

managing associated 

risks are efficient 

     

The bank is efficient in 

its lending operations to 

SMEs 

     

I find the process of 

obtaining loan easy 
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26. On a scale of 1 to 5, how efficient do you think the commercial bank is, in its lending 

to SME? (1= Least efficient; 5=Extremely Efficient). Tick one option.     

  □1      □ 2       □ 3       □ 4          □5                                     

 

 

27. What necessary policy measures do you think the commercial banks should consider 

to improve lending to SMEs? (Tick one box only per row) 

  Strongly 

Disagree 

Disagree Neutral Agree Strongly 

Agree 

Reduce interest rate      

Reduce commission/ 

transaction cost 

 

     

Consider using other 

valid documented 

information if collateral 

is not adequate 

     

Ensure reasonable 

minimised period of 

time for processing and 

obtaining loan 

     

adjust the bank 

regulation on SMEs 

lending to be flexible 

     

Ensure effective 

monitoring of loan 

repayment 

     

Transparent disclosure 

of lending information  

to the public 

     

Effective supervision  of 

banks by CBN official 

to ensure that loans 

allocated to SMEs are 

accountable 

     

Sensitise the SMEs with 

enlightenment 

programmes  

     

 

28.  Others (Please specify below) 
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----------------------------------------              -------------------------------------------- 

-----------------------------------------             -------------------------------------------- 

-----------------------------------------             --------------------------------------------- 

 

29. What other factors influence your bank efficiency in lending to you? --------------------

-------------------------------------------------------------------------------------------------------

-------------------------------------------------------------------------------------------------------

-------------------------------------------------------------------------------------------------------

------------------------------------------------------------------------------------------------------- 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 


