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Abstract 
The banking crisis that ravaged the Nigerian banking sector in 2009 

indicated a high level of nonperforming loans in the deposit money banks in 

Nigeria thus; the Asset Management Corporation of Nigeria (AMCON) was 

established by the Asset Management Corporation of Nigeria Act of 2010 to 

mop up these soaring nonperforming loans in the banking sector. The aim 

of this study is to examine the effectiveness of the Corporation as a tool for 

resolving the elevated nonperforming loans while examining the trend of the 

nonperforming loans ratios for 2 years prior and 8 years since the 

establishment of the Asset Management Corporation of Nigeria (2008-

2017). A trend analysis was adopted on data sourced from secondary 

sources. The findings of the study revealed that due to the activities of the 

Asset Management Corporation of Nigeria, a continuous reduction in the 

nonperforming loans ratio has been recorded in the years since its inception 

however, an unabated rise in the nonperforming loans ratio was noticed 

commencing in the year 2015. This rise may be due to varying economic 

downturns that may have increased an insurgence of bad loans in the 

economy and reduced the Asset Management Corporation of Nigeria’s 

funds. The study thus recommends that the cause(s) for the rise in the 
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Introduction  
The financial system is the central 

nervous system of a market economy 

it contains a number of detached, yet, 

co-independent components, which 

are essential to its effective and 

efficient running. These components 

include financial intermediaries such 

as banks and insurance companies, 

which act as principal agents for 

assuming liabilities and acquiring 

claims, the markets in which financial 

assets are exchanged, and the 

infrastructural component, which is 

necessary for the effective interaction 

of the intermediaries and the markets. 

In due course, it invariably 

encompasses all functions that direct 

actual resources to their ultimate 

users. The extent to which a bank 

extends credit to the public for 

productive activities accelerates the 

pace of a nation’s economic 

development and its long-term 

sustainability. The credit function of 

banks boosts the ability of investors to 

exploit desired profitable ventures that 

are packed with business risks, thus, 

the financial services that banks 

provide make the banks inevitably 

exposed to credit risk such as 

nonperforming loans (NPLs). 

Consequently, increasing amounts of 

NPLs in the credit portfolio is 

detrimental to banks in achieving their 

objectives. 

The global financial crisis that reared 

its ugly head and culminated in the 

global economic meltdown of 2008 

spread like wild fire to the most 

economically active parts of the world 

due to the impact of globalization and 

the effect of interconnectivity in 

financial and economic affairs. The 

crisis had an adverse effect on the 

Nigerian economy in 2009 and 

trickled down particularly into the 

banking sector where the presence of 

poor risk management in Nigerian 

banks led to the concentration of 

assets in certain risky areas. This in 

turn led to the deterioration in the 

quality of banks’ assets and liquidity 

nonperforming loans ratio be investigated and measures be taken to curb 

any further increment in the nonperforming loans ratio. 

 

Keywords: Nonperforming loans, Nigerian Banking Industry, Asset 

Management Corporation of Nigeria, Nonperforming loans Ratio. 
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concerns, which culminated in most of 

the banks being plagued with issues 

such as low capital adequacy ratios, low liquidity and high NPLs.  

The increase in NPLs brought on by the financial crisis severely tested the limit 

and capacity of the existing infrastructure for asset management, thereby 

leading policymakers to consider new approaches to create a panacea for the 

NPL predicament. Two of such approaches as examined by Woo (2004) are the 

development of out-of-court centralized corporate debt workout frameworks 

and the formation of asset management companies. These approaches 

eventually defined the core settings for asset management in countries that were 

most seriously affected by the crisis. Country experiences have indicated three 

broad methods to resolving NPLs while using the Asset Management 

Corporation (AMC) approach; these are stated by Coronel, Rozhkov, Al-Eyd & 

Saker (2010) to include; the centralized approach based on a public sector 

AMC, the decentralized public sector AMC and the bank-centric approach in 

which private banks manage their own NPL through varying means. 

The main objective of this study is to determine the effectiveness of using a 

centralized approach based on a public sector Asset Management Company 

(AMCON) to reduce the abnormal levels of NPLs in the economy. NPLs being 

the percentage of loan values that are not serviced for three months and above 

(Ahmad and Ariff, 2007). To this effect, the data collected were for the period 

of 10 years from 2008 to 2017 on the NPL ratio of Nigeria, which are the value 

of nonperforming loans divided by the total value of the loan portfolio. It is 

hoped that the results from the study will help in volunteering an understanding 

on the effectiveness of the AMC approach used by the Central Bank of Nigeria 

(CBN) and the Federal Ministry of Finance (FMF) in resolving the NPLs 

problem. 

Consequently, this paper is organized into 5 sections, with this section being the 

introduction. Section 2 deals with the review of relevant and related literatures 

as well as the theoretical Framework. Section 3 is dedicated to the methodology 

of the study. Section 4 presents and discusses the findings of the study while 

section 5 concludes the study by drawing emphasis on the findings and its 

implications. 

 

RELEVANT LITERATURE AND THEORETICAL FRAMEWORK 

ASSET MANAGEMENT CORPORATION (AMC) APPROACH 
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There exist varying approaches to an AMC to this effect, Coronel et al (2010) 

stated 3 of such approaches being the centralized approach based on a public 

sector AMC, the decentralized public sector AMC and the bank-centric 

approach in which private banks manage their own NPLs through varying 

means. Literature on centralized approaches can be obtained from researchers 

such as Gandrud and Hallerberg (2013) who described a public or centralized 

AMC as an institution established and owned by the government of a country 

with the objective of acquiring, managing, and disposing of distressed assets. 

Ajewole (2014) gave examples of this type of AMC to include the Korea Asset 

Management Corporation, the Malaysian Danaharta, the National Asset 

Management Agency (NAMA) in Ireland, the La Sociedad de Gestión de 

Activos Procedentes de la Restructuración Bancaria (SAREB) in Spain and the 

Asset Management Corporation of Nigeria (AMCON). The CBN Banking and 

Supervision Annual Report (2004) in contrast declared 3 main types of AMCs 

to include private, government and jointly owned AMCs.  It states that private 

AMCs are established by private persons with the objective of acquiring NPLs 

of banks to re-sell or to realize, this may include debts factoring companies. 

Also, that government owned AMCs are established, wholly funded and run by 

government or its agencies. Lastly, jointly owned AMCs, which could include 

varying stakeholders from places such as the private sector, government, 

banking sector and regulatory/supervisory authorities.  

On the other hand, Klingebiel (2000) opines that large privately-owned AMCs 

are rare in practice because of the difficulty in finding private investors willing 

to assume ownership, without requiring far reaching state guarantees covering 

the future value of the asset portfolio, especially where a substantial amount of 

bad loans and assets are involved. As a result, Government may be in a more 

favourable position to own AMCs since it has the capacity to fund and put in 

place adequate machinery for the smooth operation of an AMC. This 

notwithstanding, in accordance with CBN Banking and Supervision Annual 

Report (2004) the jointly owned AMCs can engage competent and qualified 

professionals and permit the consolidation of skills and resources as well as 

improved prospects for orderly and sustainable macroeconomic growth and 

development. This type of AMC can also be given special legal powers to 

expedite loan recovery and bank restructuring. To this effect, Terada-Hagiwara 

and Pasadilla (2004) argues that when the bad loan problem is at a systemic 

level and this is coupled with a weak legal system for debt resolution, then a 
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centralized AMC is usually the most effective. It was further noted that systemic 

banking problems are characterized by a huge amount of NPLs, which makes it 

imperative that these countries choose a centralized model (Terada-Hagiwara 

and Pasadilla, 2004). 

In response to the resolution of the ensuing banking crisis in Nigeria, the 

formation of an asset management company approach has been adopted by the 

foremost financial regulatory body on Deposit Money Banks (DMB’s) the CBN 

and a centralized public sector AMC was establish to resolve the NPL dilemma. 

The Central Bank of Nigeria (CBN) and the Federal Ministry of Finance (FMF) 

spearheaded the establishment of the Asset Management Corporation of Nigeria 

(AMCON) a public sector AMC to purchase NPLs from deposit money banks 

and recapitalize the affected banks. For that reason, this study is using the theory 

of the centralized approach based on a public sector Asset Management 

Company to underpin its findings. 

 

ASSET MANAGEMENT CORPORATION OF NIGERIA (AMCON) 

The incidence of high non-performing loans, as well as the erosion of capital in 

some banks, informed the need to set up AMCON in the second half of 2010 

with a ten billion naira capital, fully subscribed to by the federal government, 

and held in trust by CBN and the FMF in equal proportions. Explicitly, 

AMCON was designed as a multipurpose resolution/recapitalization vehicle 

empowered to purchase NPLs from banks, as well as inject needed capital 

through the issuance of appropriate securities. AMCON was also expected to 

facilitate mergers, acquisitions or capital injections by new investors for the 

troubled banks in which the CBN intervened (CBN Report, 2010). 

The bill was signed into law by the then President Goodluck Ebele Jonathan on 

July 19, 2010 and AMCON has since commenced operations. Arising from its 

first meeting after receiving the Senate approval to commence operations, the 

Board of the AMCON presented a valuation methodology for the NPLs to be 

purchased from the banking system using three parameters. In purchasing the 

Eligible Bank Assets (EBAs), AMCON as stated in the AMCON Act of 2010, 

has the discretion to choose the assets to be purchased; however, the valuation 

of and subsequent purchase or acquisition of the EBAs are to be determined in 

accordance with guidelines issued from time to time by the CBN. The Act also 

makes provisions for a category of assets known as tainted EBAs. These are 

basically EBAs which comprise of loans, credits and other financial 
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accommodation obtained by insiders of or persons connected with the Eligible 

Financial Institutions (EFI’s) that granted the loan in situations where: the loans 

were obtained in breach of the rules and regulations of the EFI’s; secured 

against the shares or other securities of the EFI’s or in breach of the prevailing 

rules and regulations of the CBN (CBN Report, 2010). According to, WSTC 

Ltd (2010) The NPLs to be purchased included all margin loans in the banking 

sector and all non-performing loans of rescued banks. 

AMCON was set to issue government backed Zero-Coupon Bonds in exchange 

for NPLs, while the Corporation (AMCON) would be funded by equity 

contribution from the CBN and the Ministry of Finance, and a sinking fund set 

up by commercial banks. Nonetheless, transferring NPLs to an Asset 

Management Company (AMC) does not make the NPLs vaporize from the 

economy and thus does not enable the economy to avoid debt restructuring. For 

that reason, Cimburek, Kollar, Komarek and Rezabek (2009) opined that it 

would also be erroneous to relieve banks (through a centralized AMC) of all 

their bad debts. To maintain the best possible conditions of market competition, 

they are of the opinion that interventions should be as small as possible. Hence, 

only the most cumbersome loans should be transferred and the less problematic 

loans should be restructured by the banks at their own expense. The rule of 

thumb in this area should be to achieve in the final stage an equal proportion of 

non-performing assets in all banks, meaning, in those that have received 

assistance, and in those that have sorted themselves out. Herr and Miyazaki 

(1999) also stated that a critical issue for both tax and accounting purposes is 

ensuring that the transfer of assets from the originator to an independent third 

party is treated as a sale. And in order to ensure this treatment, the researchers 

suggested varying conditions that must be met. 

As a result of the public outcry about the use of public money in funding 

AMCON, opinions from different quarters compelled the CBN, AMCON and 

the Nigerian banks to float a “Sinking Fund” that will reduce the funding burden 

from the government. The sinking fund was revealed by the CBN, AMCON and 

the 24 banks for the sole purpose of preventing future banking crisis, it was 

termed a Special Purpose Vehicle (SPV) to protect banks with a funding of 0.3% 

of the total assets from all DMBs in Nigeria for a period of ten years.  

 

METHODOLOGY 
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The main aim of this study is to examine the effectiveness of AMCON in doing 

away with NPLs from troubled banks and there is evidence to confirm that 

AMC vehicles, regardless of their structure, are beneficial for removing NPLs 

from troubled banks (Woo, 2004). To support this, the study looked at 

AMCON’s efforts in Nigeria with a view to determining if the AMC solution 

has helped to reduce the NPL ratios over the years since its commencement. 

The data for this study were derived from secondary sources such as CBN 

statistical bulletin and the World Bank database. The criterion used in selecting 

a data source depended on the relevance and importance of the data as well as 

its reliability in terms of accuracy and timeliness. The data needs were identified 

based on the primary objective of the study. The objective will be achieved by 

comparing the percentages of the NPL ratios for a 10-year period. This is 

divided into the year before the financial crisis; 2008, the year of the crisis 2009, 

the year of AMCON’s establishment, 2010 and a period of 7 years after its 

establishment as well as observing the percentage changes in the NPLs ratio for 

the period under study. A trend analysis was carried out on the data obtained to 

check the progress or decline of the nonperforming loans ratio. 

 

DISCUSSION OF FINDINGS 

This section presents the findings of the study. Firstly, a table showing the NPL 

ratios in percentages and the percentage change in the NPL ratios for the years 

under review, this is followed by a graphical representation of the NPL ratios 

both of which are analyzed and then the implications and recommendations are 

drawn from the findings of the study. 

 

Table 4.1 Percentage change in NPLs ratio 

Years NPLs ratio % Change in NPLs Ratio 

2008 7.2% - 

2009 37.3% 417.87% 

2010 20.1% -45.93% 

2011 5.8% -71.35% 

2012 3.7% -35.80% 

2013 3.4% -8.42% 

2014 3.0% -12.79% 

2015 4.9% 64..24% 
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2016 12.8% 163.64% 

2017 15.1% 18.06% 

Source: World Data Atlas (2018) 

 

Table 4.1 shows the NPL ratios of each year being 7.2% for the year 2008, 

37.3% for year 2009, 20.1% for year 2010, 5.8% for year 2011, 3.7% for year 

2012, 3.4% for year 2013, 3.0% for year 2014, 4.9% for year 2015, 12.8% for 

year 2016 and 15.1% for the most recent year being 2017. The percentage 

change in the NPL ratio was shown as a mammoth 417.87% for the year 2009, 

it decreased by -45.93% for year 2010, -71.35% for year 2011, -35.80% for year 

2012, -8.42% for year 2013 & -12.79% for year 2014. Thereafter, the 

percentage change in NPLs ratio progressively increased by 64.24%, 163.64% 

in 2015 and 2016 and currently stands at a change of 18.06% in the year 2017. 

A high increase in the NPL’s ratio from 2008’s single figure percentage of 7.2% 

to the double figure percentage of 37.3%, which is also the highest recorded 

percentage of NPL’s in DMB’s during the period of the study indicates a 

astonishing increase in NPL ratio. This increase is most likely due to the 

trickling down of the global financial crisis into the Nigerian economy and thus 

manifesting in the inability of loans to be serviced and hence they became 

nonperforming. It is observed that following the establishment of AMCON in 

the year 2010, the percentage of the NPLs ratio experienced a reformist decline 

in the year 2010 to 20.1% immediately accompanied by an amplified decline in 

2011 to 5.8% when AMCON commenced full operation. The NPL ratio 

continued to have a consistent albeit diminutive decline for 3 years after, being 

3.7%, 3.4%, 3.0% for 2012, 2013 and 2014 respectively. The year 2015 

however, experienced an increase to 4.9% as opposed to the recorded decrease 

in the NPL ratio over the preceding years so also successively the year 2016 

displayed a tripling of NPLs ratio to 12.8% while 2017 showed a sustained 

increase to 15.1%. The continuous increase noticed since 2015 indicates an 

inherent problem in the approach used by the CBN and FMF in solving the NPL 

issues in Nigeria. 

Furthermore, the percentage changes in the NPLs ratio revealed a continuously 

negative change indicating a decrease in the NPLs ratio since the establishment 

of AMCON and the resulting mop up of the toxic assets with the year 2011 

having the highest percentage decrease of 71.35% and 2013 having the least 

percentage decrease of 8.42%. This decreasing trend changed from the year 
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after in 2014 so also in the following years 2015, 2016 and 2017 while expecting 

a similar decrease in change, the reality showed instead a sustained increase in 

the percentage change with the year 2016 showing the highest leap of 163.64% 

increase of the 4 years. This indicates a sudden rise in the NPLs ratio, which 

could be caused by varying reasons. One of such reasons may be that an 

economic downward spiral may have amplified an uprising of NPLs in the 

economy as suspected by Pan African Capital (2010). 

 

Figure 4.2 Banks Nonperforming loans to total Gross loans 

 
Source: World Development Indicators (WDI), (2018). 

 

Figure 4.2 is a graphical representation of deposit money banks nonperforming 

loans to total Gross loans in Nigeria for a 10-year period from the year 2008 to 

2017. The year 2008 had an NPL ratio of 0.07% while the year 2009 has an 

NPL ratio of 0.37%. The commencement year of the Asset Management 

Corporation 2010 showed a 0.17% decrease thereby having an NPL ratio of 

0.20% and the years 2011, 2012, 2013 & 2014 had continuously declining NPLs 

ratios of 0.05%, 0.04%, 0.03% and 0.03% respectively. Year 2015 however, 

displayed a rise in the NPLs ratio to 0.05%. This rise has continued to build 

through years 2016 & 2017 with ratios of 12.8%, 15.1% respectively. 
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The graphical representation of the NPLs ratio shows a monumental hike in 

NPLs ratio in 2009 being the year Nigeria was most affected by the global 

financial crisis of 2008. The curve displays a sharp decline of the NPLs with 

2011 showing a progressive drop from 2009. This is expected owing to 2011 

being the first full year of operation of the AMCON and the activities of the 

Asset management corporation of Nigeria (AMCON), which is confirmed by a 

downward sloping curve from the year 2009 where NPLs were at their highest 

to the year 2014 where they were at their lowest. It can be noticed that the year 

2015 starts an unexpected lift in the curve indicating an uncharacteristic climb 

in the NPLs ratio. 

The downward slope of the NPLs ratio curve observed in the years following 

the establishment of the corporation authenticates the effectiveness of AMCON 

in relieving the Nigerian banking industry of the NPLs. Nevertheless, it is 

imperative to note that the climb noticed in the tail end of the curve is surprising, 

unexpected and unusual thus posing a problem and ultimately might be a cause 

for worry in the future if it persists. This increase in recent years may be due to 

varying reasons as mentioned by experts in the field of using AMCs to resolve 

NPLs.  

Accordingly, Pan African Capital (2010) had questioned the failure of AMCON 

Act in making provision for total independence, at the beginning, from 

government moneys. It also raised an alarm that in time, AMCON may engage 

in favoritism in their purchase of toxic assets (NPLs). It hypothesized that the 

issue of favoritism would become severe if the Corporation is unable to raise 

enough money to fund the purchase of the entire assets during its lifetime of 10 

years because of poor macroeconomic environment of the country. In addition, 

future economic downward spiral owing to the macroeconomic environment 

may amplify an uprising of NPLs in the economy and reduce AMCON funds; 

therefore, leading to a rationalization of AMCON funds which may put the 

Corporation in a position to choose favorites among NPLs submitted by various 

banks. In other words, the increase observed in the NPLs ratios in recent years 

could be due to any number of reasons from a reduced buying of NPLs from the 

DMBs or EFIs because of favoritism to a lack of funds due to dependence on 

government funding or an absence of adequate external funding. Ultimately, 

albiet the activities of AMCON, which are to last for a period of 10 years after 

its establishment in 2010, the NPLs ratios is currently on a rise and if left 

unchecked may lead to a big problem in the near future. 
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SUMMARY AND CONCLUSION 

This paper study examined the effectiveness of AMCON in removing NPLs 

from troubled DMBs. The NPLs levels where evaluated using the NPLs ratio 

being the banks NPLs to total gross loans obtained by dividing the banks NPLs 

by the total value of loan portfolio. 

Accordingly, it is concluded that the Asset Management Corporation of Nigeria 

(AMCON) as provided in the AMCON act (2010) has been effective in 

relieving the Nigerian DMB’s of their most troubling assets as shown in the 

section 4 of this study and is continually relieving the banks as the need arise 

thereby strengthening the Nigerian Banking Industry. A point to note however 

is the unexpected increase in the NPLs ratio in the most recent years starting 

from 2015. A suspected reason may be that an economic downward spiral may 

have amplified an uprising of NPLs in the economy as supposed by Pan African 

Capital (2010) or probably owing to a lack of adequate funds to purchase more 

NPLs from EFIs. Nonetheless, if the actual reason or reasons are not of a 

continuous nature then these sustained increments in NPLs ratio may turn out 

to be an anomaly that is easily explained away. On the other hand, if the reason 

for the sudden increase is of a continuous nature then its effects might leak into 

future years, which, regardless of the activities of AMCON, will spell out an 

increase in the NPLs ratio in the Nigerian banking industry thus necessitating 

an alternative means to resolving toxic assets problem as the current method 

would have proved abortive and ineffectual.  

It is therefore recommended that a watchful eye be placed on the trend of 

percentage change in the NPLs ratio for the years not covered in the study 

leading up to the 10 year proposed life span of the AMCON. Furthermore, a 

study should be carried out into the cause(s) of the recorded increase in NPLs 

ratio in the years since 2015 with a view to proffering solutions for the problem 

and preventing any further occurrence of such an increase in the future 

including and most especially beyond the life span of the Asset Management 

Corporation of Nigeria. 
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