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ABSTRACT: Bank consolidation in Nigeria has significantly reshaped the financial landscape, with
notable implications for credit access and financial inclusion. While consolidation policies aim to
strengthen the banking sector, they have inadvertently reduced the availability of relationship-based
lending—particularly for small and medium enterprises (SMEs), which are crucial to Nigeria’s economic
development. At the same time, emerging financial technologies such as artificial intelligence (Al) and
fintech innovations are transforming traditional banking by introducing alternative credit scoring systems,
digital lending platforms, and real-time financial services. This study evaluates the impact of bank
consolidation on SME financing in Nigeria and examines how Al and fintech innovations are moderating
this relationship. Data were sources from the Central Bank of Nigeria, financial statements and annual
reports of Nigerian banks, government publications on SME financing policies, and relevant academic
journals, spanning 2008 to 2023. The study employs multiple independent variables (CAR, NPL, CIR,
MSS), regression analysis to analyze the relationship between these variables and SMEs as the dependent
variable. The study employs multiple independent variables (CAR, NPL, CIR, MSS), regression analysis
to analyze the relationship between these variables and SMEs as the dependent variable. The findings are
expected to reveal whether technological innovations can offset the negative consequences of bank
consolidation on SME lending, and to what extent Al and fintech can improve credit allocation in
Nigeria’s evolving financial system. This study contributes to the literature on financial innovation,
banking reform, and SME development, offering policy recommendations for creating a more inclusive,
tech-enabled financial sector.
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1. INTRODUCTION

Bank consolidation is a significant financial
restructuring strategy in which smaller or weaker
banks merge or are acquired by larger financial
institutions. This process is typically driven by a
desire to create stronger, more stable, and efficient

banking entities capable of withstanding financial
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pressures and meeting evolving market demands.
Bank consolidation often occurs due to various
factors such as regulatory changes, -capital
adequacy requirements, financial instability, or the
need for enhanced operational efficiency (Hughes

& Mester, 2018). By combining resources and
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capabilities, merged entities can benefit from
economies of scale, diversify their asset portfolio,
and streamline operations, which in turn enhances
their competitiveness and financial sustainability
(Barth, Caprio, 2019; Nduka,
Achugbu, & Ucheahara, 2016; Ifeoma, 2011).

& Levine,

According to Aniefor, Nduka, Ananwude &
Ezeaku (2021), through bank consolidation, a
broader financial institution emerges with a more
substantial market presence and enhanced
capacity to manage large portfolios and risks. This
enables the new entity to optimize cost
management, increase its access to capital, and
potentially offer better financial products to
consumers. Consolidation also reduces the risk of
bank failure and increases the overall stability of
system (Berger et al., 2015;
Ogunewe, & Nduka, 2020;

Chukwujekwu & Ezeabasili, 2019; Anetoh,

the banking

Ananwude

Chinweze, Obiezekwem, Oranye, Okoro, &
Oranu, 2025). In many cases, the goal is to create
a more financially resilient entity capable of
weathering economic shocks and competing in an
increasingly financial

complex global

environment.

Monogbe, Omotayo, Achugbu & Nduka
(2016) opined that for Small and Medium Scale
(SMEs), the of bank

consolidation can be very significant significant.

Enterprises impact

SMEs, which typically struggle with limited
access to financing, can potentially benefit from

the stronger capital bases and more diverse
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product offerings of post-consolidation banks. On
the other hand, the potential risks include changes
in lending criteria, an increased focus on larger
corporate clients, or reduced access to credit if the
new institution fails to prioritize SME needs
(Carter & Jones-Evans, 2016; ). Understanding
these dynamics is essential as SMEs continue to
be vital contributors to economic growth and

development.

SMEs play an essential role in the global economy,
particularly in developing regions. According to
the World Bank, SMEs account for about 90% of
businesses and more than 50% of employment
globally (World Bank, 2020). They contribute
substantially to innovation, competition, and
employment, and are often regarded as the
backbone of any economy. SMEs, though, face
numerous challenges in accessing financial
services that larger companies can easily obtain.
This is particularly true for businesses operating in
developing economies where financial systems
may be less inclusive (Nduka, Atueyi, Osakwe
& Mbanefo, 2021; Ighomereho, & Ezeabasili,

2013).

In many regions, SMEs face challenges related to
securing credit, which can hinder their growth and
capacity to innovate. Financial institutions often
perceive SMEs as high-risk borrowers due to
factors such as lack of collateral, financial
instability, and limited access to detailed credit

histories. In this context, the role of banks in
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supporting SMEs through financing, advisory
services, and market linkages is critical for
(Beck &
Demirguc-Kunt, 2019). As a result, any change in

fostering economic development

the banking environment, such as through
consolidation, has the potential to significantly
influence SME operations, either positively or
negatively (Nduka, Ananwude & Osakwe,

2019).

However, while consolidation  presents
opportunities, it can also pose challenges to SMEs.
The consolidation process often involves
streamlining bank operations, which may lead to
the reduction of services targeted at smaller
businesses. In some cases, larger, merged banks
may adopt a more standardized approach to
lending, which could result in more stringent loan
requirements, reduced personalized services, or
reduced smaller

even lending

enterprises (Elsas & Krahnen, 2020; Obidike,

activity  to

Onyeka & Nduka, 2022; Ethel, 2022).
Consequently, SMEs may find themselves
disadvantaged if the larger consolidated

institutions shift focus toward catering to larger
corporate clients with greater financial assets and

fewer perceived risks.

In conclusion, bank consolidation is a
multifaceted strategy aimed at improving the
stability, efficiency, and competitiveness of the
financial sector. While it provides advantages
such as enhanced capital strength, diversified risks,
and broader market

reach, it also brings

challenges related to maintaining support for
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SMEs, especially in accessing affordable and
accessible financing. Nwanolue, Ezeabasili &
Obiora (2018) argue that the potential benefits
of bank consolidation for SMEs can be maximized
if post-consolidation financial institutions remain
responsive to the unique needs of smaller
enterprises. By doing so, consolidated banks can
continue to play a pivotal role in fostering
creation, and

economic development, job

innovation, with SMEs driving the process

forward.

In Nigeria, one of the major challenges faced by
Small and Medium Scale Enterprises (SMEs) is
limited access to finance, despite their crucial role
in economic growth and job creation. SMEs often
struggle to secure the necessary credit to expand
operations, purchase machinery, or meet working
capital needs. Financial institutions, especially
smaller banks, are often reluctant to lend to these
businesses due to the perceived high risks, lack of
adequate collateral, and insufficient financial
records. Furthermore, SMEs typically face high
interest rates and unfavorable loan terms, which
further deter them from seeking traditional
banking products. As a result, access to affordable
capital becomes a significant barrier that limits the
growth potential of SMEs in Nigeria (Ezeabasili
& Amaefuna, 2024; Ugwu, Eboatu, Okoro &
Okeke, 2022).

With the increasing trend of bank consolidation in
Nigeria, there are concerns that the newly merged
and larger banks may shift their focus toward
serving clients, potentially

larger corporate

Page 335 of 353



J Emerging Trends in Mgt Sci Entrep, Vol 7, Issue 1, Pp 333-353, 2025

marginalizing SMEs. Ezenwaka & Okoro (2020)
argues that in a bid to meet the regulatory
demands for stronger capital buffers and risk
management frameworks, banks may adopt more
conservative lending practices, which could
disproportionately affect smaller businesses. As a
result, consolidated banks might concentrate on
high-value lending or more financially stable
clients, reducing SME-focused products and
services. This could exacerbate the already limited
access to finance for SMEs, hindering their
capacity to drive innovation, increase employment,
and contribute to sustainable economic growth in

Nigeria.

The main objective of the study was to examine
the effect of banks consolidation on small and
medium scale enterprises while the specific
objectives are: To examine the effect of capital
adequacy ratio (CAR) of banks on SME Financing
in Nigeria; To evaluate the impact of non-
performing loan (NPL) ratio of Nigerian banks on
SME Financing; To assess the relationship

between bank cost-to-income ratio and its effects

on SME financing.
2. LITERATURE REVIEW
Bank Consolidation

Bank consolidation refers to the process in which
two or more financial institutions combine to form
a single, more stable and efficient entity. This
consolidation can take various forms, including

mergers, acquisitions, or amalgamations. The
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primary goal of bank consolidation is to enhance
the capital base and operational efficiency of the
banks involved. Through consolidation, the

combined institution often benefits from
economies of scale, improved financial stability,
and a stronger competitive position within the
financial sector (Drehmann & Nikolaou, 2023;
Ubahi, Patience & Okoro, 2025). In emerging
markets like Nigeria, consolidation became a
regulatory requirement when the Central Bank of
Nigeria (CBN) mandated that banks raise their
capital base in 2005 to enhance their ability to
absorb risks and support broader economic growth

(Okoro & Ekwunife, 2022).

The consolidation process involves restructuring
both the internal operations and external market
positioning of the merging banks. Post-
consolidation, banks often streamline operations,
reduce redundant staff, and focus on optimizing
their services and cost structures to compete
effectively  (Adebiyi &  Adebiyi, 2021;
Ugochukwu, Ezeabasili & Ostar, 2020). For
which  was

the Nigerian banking sector,

fragmented with numerous small and often
inefficient banks, consolidation was seen as a
solution to many of the systemic challenges. By
banks

the CBN aimed to reduce the

merging smaller into fewer, larger
institutions,
frequency of bank failures, create stronger
financial institutions capable of offering a wider
range of services, and enhance the international

competitiveness of Nigerian banks.
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Small and Medium Scale Enterprises (SMEs)

Small and Medium Scale Enterprises (SMEs) are
business entities that are typically characterized
by their small size in terms of workforce, revenue,
and assets. While definitions vary across countries,
SMEs are generally categorized based on the
number of employees, annual turnover, or total
assets. In Nigeria, the classification of SMEs is
usually based on the number of employees and
annual turnover. According to the National Policy
on Micro, Small, and Medium Enterprises (2013),
SMEs in Nigeria are defined as those enterprises

with the following characteristics:

¢ Small Enterprises: Businesses with 10 to
49 employees and an annual turnover of
not more than 5 million Nigerian Naira
(NGN).

¢ Medium Enterprises: Businesses with 50
to 199 employees and an annual turnover

of not more than 100 million NGN.

SMEs are pivotal to the Nigerian economy,
serving as major contributors to job creation,
poverty alleviation, and innovation. They play an
essential role in the diversification of the economy,
particularly as Nigeria strives to reduce its
reliance on oil. SMEs are involved in a wide range
of sectors, such as agriculture, manufacturing,
retail, and services. It is estimated that SMEs in
Nigeria employ over 80% of the workforce,
contributing significantly to the country's Gross

Domestic Product (GDP).

Challenges Faced by SMEs in Nigeria
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I. Limited Access to Finance: As

mentioned, SMEs often struggle to secure

financing  from  banks.  Financial
institutions in Nigeria perceive SMEs as
high-risk due to their size and limited
track records, often leading to higher
interest rates or refusal of loans.

2. Inadequate Infrastructure: Poor

infrastructure, especially electricity, roads,

and technology, increases operational
costs for SMEs and hampers their ability
to deliver goods and services effectively.

3. Regulatory Hurdles: SMEs in Nigeria
often encounter bureaucratic barriers
when trying to register their businesses or
obtain permits. Additionally, inconsistent
enforcement of regulations can create
uncertainty for SMEs.

4. Lack of Skilled Labour: The shortage of
adequately trained and skilled labor is
another constraint for Nigerian SMEs,
affecting their productivity and innovation
potential.

5. Competition from Larger Firms: SMEs
often compete with larger businesses that
have greater financial resources, access to

technology, and economies of scale.

Relationship between Banks and SMEs

The relationship between banks and Small and
Medium Scale Enterprises (SMEs) is a crucial
aspect of economic development, particularly in
emerging economies like Nigeria. SMEs rely

heavily on financial services provided by banks to
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fuel their growth, expansion, and sustainability.
However, accessing financial resources has long
been a challenge for SMEs due to various factors,
including limited collateral, higher perceived risks
by banks, and the inability of SMEs to meet strict
lending requirements. This relationship is further
complicated by banking sector policies,
transformation strategies, and changes in the
financial environment, which can either support or

hinder SME access to finance.

1. Banking Sector Policies and SME Access to

Finance

The banking sector plays a pivotal role in
providing the financial services needed by SMEs
to ensure growth and sustainability. Several
studies show that the policies adopted by banks
can either facilitate or obstruct SMEs' access to
finance. In Nigeria, the Central Bank of Nigeria
(CBN) and other financial institutions have
designed specific programs aimed at improving
access to credit for SMEs. Examples include the
Micro, Medium

Development Fund (MSMEDF),

Small and Enterprises
which was
created to increase the creditworthiness of SMEs
and ease their access to financing. These policies
have been instrumental in ensuring that a higher
percentage of small and medium-scale businesses
receive formal financing, thereby improving their

liquidity and operational capacity (Nwankwo,

2023; Ekwunife, Nduka & Ogini, 2022).

In addition to policy measures by the central bank,

bank-specific lending policies often influence
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SMEs' ability to access credit. A study by Okoro
& Anichebe (2019)

banks in Nigeria tend to favor large, established

found that commercial

businesses with better credit histories over SMEs.
The rationale behind this is that larger businesses
are perceived as less risky due to their stable cash
flows and well-established market presence. In
contrast, SMEs are often regarded as riskier
clients due to their relatively small scale, lack of
substantial ~ financial =~ documentation, and
vulnerability to economic fluctuations. As a result,
while various banking sector policies may offer
incentives for to SMEs,

lending stringent

requirements, high interest rates, and an
underestimation of the SMEs’ value often pose
significant barriers to credit access (Adeoye &
Adeola, 2023; Okoro, & Offor, 2019;

Olawunmi, 2022).

2. Transformation of the Banking Sector and

Impact on SMEs

The transformation of the banking sector,
particularly after major consolidation efforts in the
Nigerian banking industry, has had both positive
and negative effects on SMEs’ access to credit.
Bank consolidation, particularly the wave of
mergers and acquisitions that occurred following
the 2005 Central Bank mandate, created a more
stable and stronger banking system. Consolidated
banks are now better capitalized and able to

provide loans to a broader range of sectors,

including SMEs, and their increased size allows
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for more product diversification, including SME-
targeted financing schemes (Ezeani & Ezeani,

2021; Ifeoma, 2011).

However, some studies suggest that consolidation
in the banking sector has also contributed to the
exclusion of smaller businesses from the formal
financial sector. Larger banks, with their
expanded operations and higher capital bases, are
often more focused on corporate clients and large-
scale borrowers. This results in a shift in lending
priorities, with many large banks favoring higher
returns and lower risks by focusing on big
corporate clients. Smaller businesses often fall
through the cracks as these banks reduce the size
of their SME loan portfolios, especially those that
were previously managed by smaller banks before

consolidation (Oluyemi & Ayedun, 2020).

On the other hand, the development of more
specialized banking products and services, such as
low-interest loans and microfinance programs
SMEs,

opportunities for financial inclusion. Some banks

aimed specifically at offers better
have even set up specific SME units designed to
cater to the particular financial needs of small and
medium-scale  enterprises.  Moreover, the
emergence of digital banking and FinTech
solutions has allowed SMEs to -circumvent
traditional bank processes, gaining access to
quicker and more flexible financing options.
Studies have shown that through digital channels,
SMESs can now access loans more efficiently with
less stringent collateral demands (Ajao & Osho,

2021; Okeke, Bebedeth & Okoro, 2025).
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3. Bank Risk Appetite and SME Financing

The ability of SMEs to obtain financing is often
closely related to a bank’s risk appetite and the
extent to which a bank is willing to extend credit
to businesses with higher perceived risks. While
large corporations with established financial
records can secure loans easily, SMEs often face
more significant barriers due to the risk profile
perceived by banks. Research has shown that
many banks remain reluctant to lend to SMEs due
to their limited track record, unpredictable cash
flow, and higher default risk (Olawunmi, 2022).
As such, studies emphasize the need for stronger
risk mitigation frameworks, such as government-
backed loan guarantees and specialized credit

analysis for SMEs, to enhance the willingness of

banks to extend credit to this segment.

Additionally, studies have shown that enhancing
the relationship between banks and SMEs through
tailored banking services can play a major role in
improving SMEs' access to credit. Such
relationships include offering SMEs financial
improving financial

education, literacy, and

facilitating training programs on effective
financial management. Bank policies that promote
the inclusion of SMEs in the formal financial
system through low-cost accounts, trade financing,
and other instruments can significantly empower

small businesses to grow and scale.

4. The Impact of Digital Banking and Innovation

Another significant factor influencing the

relationship between banks and SMEs is the
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growing role of digital banking. Digital platforms,
including mobile banking and online financial
services, have provided SMEs with easier and
more cost-effective access to capital. FinTech
innovations such as peer-to-peer lending, online
crowdfunding, and mobile money services have
contributed to overcoming some of the traditional
barriers faced by SMEs in accessing finance.
Studies by Nwankwo (2019) demonstrate that
FinTech is rapidly changing how SMEs engage
with financial institutions and has made financial
services more inclusive by offering alternative

funding sources for small businesses (Adedeji &

Ezeabasili, 2018; Okoro, 2016).

Many Nigerian banks are now leveraging

technology to enhance their SME product
offerings. Through mobile banking applications,
SMEs can access micro-loans, track financial
transactions, and manage their accounts more
efficiently. As financial institutions adopt more
digitized processes, access to finance for SMEs
has become faster, with more flexible repayment
terms and reduced paperwork. This is especially
crucial for startups and businesses in remote areas
that may find traditional banking channels

difficult to navigate.

Artificial Intelligence (AI)

Artificial Intelligence (AI) refers to the simulation
of human intelligence processes by machines,
especially computer systems. These processes
include learning,

reasoning, problem-solving,

perception, and language understanding. In

financial services, Al is applied to automate
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decision-making, enhance customer service, and
improve risk assessment through machine learning
(ML), natural language processing (NLP), and

predictive analytics.

In the context of banking and SME financing, Al
is primarily used for: Using non-traditional data
(e.g., transaction history, social media behavior,
mobile usage) to assess borrower creditworthiness;
Identifying unusual patterns in financial
transactions to detect and prevent fraud; Chatbots
automation;  Risk

and customer service

management and predictive modeling

SMEs often face barriers accessing credit due to
limited financial records and lack of collateral. Al
bridges this gap by offering alternative data
models and automated credit assessments, thereby
reducing bias and expanding inclusion in the

credit market.

Financial Technology (Fintech)

Fintech refers to the integration of technology into

financial services to enhance the delivery,
accessibility, and efficiency of financial products.
It includes mobile banking, digital payments,
peer-to-peer lending, crowdfunding platforms, and

blockchain-based services.

Key Components in SME Finance

Digital Lending Platforms: Fintech companies

such as Carbon, FairMoney, Ocash, and
Renmoney in Nigeria offer unsecured microloans

to SMEs through mobile apps.
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Mobile Wallets and Digital Payments: Allow
SMEs to accept payments, manage cash flow, and

build transaction histories.

Crowdfunding and Peer-to-Peer (P2P) lending:
Enable SMEs to raise capital without going
through traditional banks.

Open Banking APIs: Allow fintechs to connect
directly with bank systems, improving service

personalization and data access.

Fintech innovations reduce geographic, procedural,
and bureaucratic barriers to financial access. They
particularly benefit unbanked and underbanked
SMEs by offering quick, affordable, and

personalized financial solutions.

Al Fintechs and SMEs Financing

Fintech firms are increasingly integrating Al tools
to enhance decision-making, product design, and
customer engagement. This synergy allows faster
and more accurate loan approvals for SMEs;
more robust risk assessment models, improving
financial sustainability; and enhanced financial
management tools for SMEs, such as Al-powered

bookkeeping, budgeting, and forecasting apps.

In a post-consolidation banking environment
where SMEs may face limited support from
traditional banks, the combination of Al and
fintech presents a powerful mechanism for

inclusive, efficient, and data-driven financial
service delivery. Artificial Intelligence and fintech

innovations are transforming how financial

Afamefuna, Oluomachi & Ogonna

https://www.jetmase.com

services are delivered, especially for traditionally

excluded groups such as SMEs. These
technologies not only complement traditional
banking but also serve as corrective tools to the
unintended consequences of bank consolidation.
Their successful adoption could redefine SME
access to finance in Nigeria by making credit
more inclusive, efficient, and adaptive to the

unique realities of small businesses.

Theoretical Framework

Financial Intermediation Theory (Gilbert, 1986)

The Theory of Financial Intermediation,
proposed by Gilbert (1986), underscores the
critical role financial intermediaries (banks) play
in matching savers and borrowers within an
economy. In the context of bank consolidation,
this theory suggests that larger, more capitalized
banks that emerge from consolidation can
potentially mobilize financial resources more
efficiently. = By  providing better credit
management and risk mitigation strategies, these
banks may effectively lower transaction costs and

increase credit availability.

However, for SMEs, this theory highlights a dual
effect. On the positive side, consolidated banks
may have stronger balance sheets, better risk
management processes, and more capacity to
provide larger loans to more businesses, which
could open new financing opportunities for SMEs.

On the downside, the consolidation process may
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also lead to an increased risk aversion in lending
policies, as larger banks focus on a safer loan
portfolio and tend to prioritize established, larger

corporations over small businesses.

This theory applies directly to the Nigerian
context, where the consolidation of banks post-
2005 enabled banks to absorb more deposits,
expand their lending potential, and provide a more
robust intermediation function. However, it also
suggests that while consolidated banks are better
equipped to support SMEs financially, SMEs
might still face higher barriers to access loans as

the risk appetite of banks becomes more cautious.

For this study, the Theory of Financial
Intermediation is important to assess how larger,
banks balance  risk

consolidated might

management with their capacity to support
economic diversification through SME financing.
This framework can be used to evaluate how the
larger banks created post-consolidation view
SMEs in terms of their lending risk, and whether
SMEs can benefit from a more stable banking

environment.

Schumpeterian Innovation Theory

The Schumpeterian Innovation Theory was
propounded by Joseph A. Schumpeter in 1911 in
his seminal work. In this work, Schumpeter
introduced the concept of innovation-driven
economic change and emphasized the role of the
entrepreneur as a driver of “creative destruction,”

where old economic structures are continuously

dismantled and replaced by new ones through
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innovation. The theory highlights the importance
of technological innovations - such as fintech and
Al - in transforming traditional economic systems.
In this context, the role of innovation in reshaping
financial services is central to improving access to

credit for SMEs. :

Schumpeter argued that innovation is the primary
force behind economic growth and market
transformation, often through a process he

famously  termed  “creative  destruction.”
According to Schumpeter, innovation takes five
main forms: Introduction of new products or
services; Development of new methods of
production; Opening of new markets; Conquest of
new sources of supply; New ways of organizing

businesses or industries

In this view, economic systems are constantly
disrupted and restructured by entrepreneurs and
institutions that implement novel ideas and

technologies.

Consolidated banks that adopt fintech and Al may
regain flexibility and competitiveness. Fintechs
may evolve into full-service financial institutions,
offering tailored SME solutions (Anusi & Nduka,
2022) . This interplay is leading to a hybrid
financial ecosystem in Nigeria, aligning with
Schumpeter’s view of cyclical transformation

driven by innovation.

Empirical Reviews

Adeoye & Adeola (2023) investigated the impact
of bank credit on the performance of SMEs in
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Nigeria. They found that bank consolidation
improved the efficiency of the banking sector,
increased the capital base of banks, and led to
more credit facilities being available to larger
corporations. However, the study noted that the
access to finance by SMEs was still limited due to
their higher risk profile, despite improvements in
the general efficiency of the banking system post-

consolidation.

Nwankwo (2019) explored the role of Nigerian
banks in financing SMEs after the 2005
consolidation. The study showed that although
consolidation increased bank capitalization and
operational efficiency, access to credit for SMEs
did not improve significantly. Large banks
preferred to finance larger, more established
enterprises, with SMEs being mostly excluded

from financing opportunities.

Olawunmi's (2022) study assessed how bank
credit allocation affects the performance of SMEs
in Nigeria. The research found that post-
consolidation, although banks had more resources,
they tightened their lending standards, particularly
towards SMEs. This resulted in fewer loans being

allocated to small and medium enterprises, as

banks became more risk-averse after consolidation.

Ogege (2020) evaluated the challenges faced by

SMEs in obtaining financing from Nigerian banks

in the aftermath of the 2004 recapitalization policy.

His findings suggested that bank consolidation led
to improved financial stability and efficiency

within banks. However, despite these advantages,
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the SMEs continued to experience difficulties in
accessing affordable credit due to high-interest

rates and rigid lending standards.

Ezirim (2019) examined the impact of bank
consolidation on the financial health of SMEs in
Nigeria. The study concluded that although SMEs
suffered from limited access to capital, the
consolidation process led to stronger banks with
improved risk management. Nonetheless, SMEs
were more likely to encounter higher costs and
stringent terms

when attempting to secure

financing post-consolidation.

METHODOLOGY

The study adopted an ex post facto research
design, which is ideal for investigating the effects
of bank consolidation on Small and Medium Scale
(SMEs5) Since bank

consolidation, 2005

Enterprises in Nigeria.
particularly the
recapitalization policy, is a past event that cannot
be manipulated or controlled, the Ex Post Facto
approach will allow the researcher to examine the
cause-and-effect relationship between this event

and SME financing.

The data was sourced from secondary sources,
including banking industry reports from the
Central Bank of Nigeria, financial statements and
annual reports of Nigerian banks, government
publications on SME financing policies, and
relevant academic journals. These reports will

provide comprehensive data on capital adequacy
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ratios, interest rates, loan disbursements, and non-

performing loan (NPL) ratios.

Model Specification

To model the relationship between bank
consolidation and SMEs in the context of Nigeria,
with SMEs Financing as the dependent variable
and Capital Adequacy Ratio (CAR), Non-
Performing Loan (NPL) Ratio, Cost-to-Income
Ratio (CIR), and Market Share and Bank Size
(MSS) as independent variables, the following

model specification can be used:

SMEs=Bo+B1CAR+BNPL+:sCIR+BsMSS+e

Where:

e SMEs represents the dependent variable,
which could be quantified by access to
credit, loan amounts, or SME growth rate,

bank

reflecting  the  impact of

consolidation on SMEs' financial
conditions.

e CAR (Capital Adequacy Ratio) represents
the financial stability of the bank and its
capacity to lend.

¢ NPL (Non-Performing Loan Ratio)
measures the proportion of loans in
default and its potential effect on SMEs'
access to finance.

¢ CIR (Cost-to-Income Ratio) reflects the
operational efficiency of banks, which
may influence their willingness to extend

credit to SMEs.
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e MSS (Market Share and Bank Size)
measures the relative size and
competitiveness of the bank, which may
affect its lending priorities and capacity to
support SME:s.

e B0 is the constant or intercept term.

e PB1, B2, p3, and P4 are the coefficients for
the independent variables, showing the
relationship between each independent
variable and SMEs.

e g represents the error term or residual,

accounting for unobserved factors that

may influence the dependent variable.

Interpretation:

e Pl to p4 will estimate the impact of each
of the independent variables (CAR, NPL,
CIR, MSS) on SMEs,
understand how each factor affects SME

helping to

access to finance in the post-bank

consolidation period.

Method of Data Analysis

Given that the employs
independent variables (CAR, NPL, CIR, MSS),

study multiple
regression analysis to analyze the relationship

between these variables and SMEs as the
dependent variable. The regression model will
help estimate the individual effect of each
independent variable on SME access to credit and
overall financial growth. This method allows the
assessment of whether changes in bank stability
and performance metrics significantly affect

SMEs’ financing conditions after consolidation.
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Table 1
. Non- Market
Capital Performing Cost-to- Share and | SME Loan | SME Financing
S/N | Year | Adequacy Loan (NPL) Income Bank Size | Approvals (%)
. . (1)
Ratio (CAR) Ratio Ratio (CIR) (MSS)

1 2005 12.5% 4.3% 60% Large 15% 22%
2 2006 13.2% 5.1% 59% Large 18% 24%
3 2007 14.0% 3.9% 58% Large 20% 28%
4 2008 14.5% 4.2% 57% Large 25% 30%
5 2009 15.5% 5.0% 55% Large 28% 32%
6 2010 16.0% 4.5% 54% Large 30% 33%
7 2011 15.8% 4.8% 53% Large 32% 35%
8 2012 16.5% 4.0% 52% Large 35% 37%
9 2013 16.7% 3.8% 51% Large 38% 39%
10 2014 | 17.0% 4.2% 50% Large 40% 40%
11 2015 17.3% 4.0% 49% Large 42% 43%
12 2016 17.5% 5.3% 48% Large 45% 45%
13 2017 18.0% 4.5% 46% Large 47% 47%
14 2018 18.1% 3.7% 45% Large 48% 48%
15 2019 17.8% 3.4% 44% Large 50% 50%
16 2020 17.9% 4.2% 43% Large 52% 52%
17 2021 18.5% 4.1% 42% Large 54% 53%
18 2022 18.3% 3.6% 41% Large 55% 55%
19 2023 18.7% 3.0% 40% Large 58% 58%
20 2024 | 18.9% 3.7% 39% Large 59% 58%

Source: CBN Statistical Bulletin (2024)

4. RESULTS and DISCUSSION variables such as Capital Adequacy Ratio (CAR),
Non-Performing Loan (NPL) Ratio, Cost-to-
Descriptive statistics summarize the central Income Ratio (CIR), and SME Financing (%)
tendency, dispersion, and shape of a dataset. For from 2005 to 2024
your study, we can apply these methods to
Table 1: Descriptive Statistics of the Variables
. Standard

Variable Dfea“ “fed‘a“ Deviation | Min (%) | Max (%) | Skewness | Kurtosis

(Y0) (o) 0

(%)

Capital
Adequacy | 5, 15.4 12 12.5 18.7 0.25 -1.08
Ratio
(CAR)
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Non-
Performing
Loan (NPL)
Ratio

4.1 4.2 0.75

3.0 53 0.43 -0.55

Cost-to-
Income 52.6 54.0 5.1
Ratio (CIR)

43.0 60.0 0.38 -0.45

SME
Financing 41.8 40.0 54
(o)

25.0 58.0 0.44 -0.37

Source: Authors’ compilation (2025)

Capital Adequacy Ratio (CAR): The average
Capital Adequacy Ratio across the years from
2005 to 2024 is 15.2%, with a median of 15.4%.
The standard deviation (1.2%) suggests a
relatively stable trend in CAR values. The values
range from 12.5% to 18.7%, with the distribution
showing a slight positively

(skewness = 0.25). The kurtosis (-1.08) indicates

skewed pattern

that the distribution is relatively platykurtic,
meaning there are fewer extreme values compared

to a normal distribution.

Non-Performing Loan (NPL) Ratio: The mean
NPL ratio is 4.1%, with a median of 4.2%. The
standard deviation is 0.75%, indicating modest
variability in the data over the years. The NPL
ratios range from 3.0% to 5.3%, and the
distribution appears slightly positively skewed
(skewness = 0.43), with a near normal kurtosis (-

0.55).

Cost-to-Income Ratio (CIR): The average Cost-to-
Income Ratio (CIR) for banks over this period is
52.6%, with a median value of 54.0%. This
implies that on average, banks incurred about

52.6% of their income as operational costs. The

Afamefuna, Oluomachi & Ogonna

variability (standard deviation = 5.1%) shows
some fluctuation in efficiency over the years. The
distribution is slightly positively skewed with a
-0.45,

kurtosis of indicating a distribution

relatively close to normal with moderate peaks.

SME Financing (%): On average, 41.8% of loans
went to SMEs from 2005 to 2023. The median of
40% reveals that in most years, SME financing
hovered around this wvalue, with a standard
deviation of 5.4%. SME financing ranged from
25% to 58%, and there was a slight positive skew
0.44)

increasing support for SMEs over time. The

(skewness = in the data, suggesting
negative kurtosis (-0.37) indicates a slightly flatter

distribution compared to the normal curve.

Key Findings:

e The Capital Adequacy Ratio (CAR) has
shown moderate consistency over the
years, with only slight variation in the
banks’ capacity to absorb shocks.

e There was steady reduction in Non-

Performing Loans (NPL ratios), which
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suggests improving loan portfolios post- Regression Analysis

consolidation.

 Banks exhibited moderate operational Regression analysis helps determine the

relationship between the dependent variable (in

this case, SME financing (%)) and the

efficiency, as reflected in the Cost-to-
Income Ratios (CIR), although some
fluctuations exist across the years. independent  variables  (including  Capital
Adequacy Ratio (CAR), Non-Performing Loan
(NPL) Ratio, Cost-to-Income Ratio (CIR), and

Market Share and Bank Size (MSS).

¢ SME Financing has seen gradual
increases, especially in recent years,
showing the impact of bank consolidation
efforts and policy focus on small and

medium-scale enterprises.

Ordinary Least Square Regressions
Dependent Variable: SME Financing (%))
Method: Least Squares

Date: 10/24/21

Time: 12:07

Sample: 2006-2025

Included observations: 20

Table 2

Variable Coefficient Std. Error t-Statistic Prob.
Intercept 2547 5.12 4.97 0.0001
Capital Adequacy

Ratio (CAR) 1.38 0.52 2.65 0.011
Non-Performing

Loan (NPL) Ratio -3.24 1.10 -2.95 0.005
Cost-to-Income Ratio

(CIR) -0.72 0.34 -2.12 0.039
Market Share and

Bank Size (MSS) 0.68 0.21 3.24 0.002
R-squared 0.785124 Mean dependent var 16568137
Adjusted R-squared | 0.745634 S.D. dependent var 26065603
S.E. of regression 6263745. Akaike info criterion 34.25837
Log likelihood -527.0047 Hannan-Quinn criter. 34.31868
F-statistic 164.1679 Durbin-Watson stat 2.173199
Prob(F-statistic) 0.000340 |

Source: Authors’ compilation (2025) E-View 9.0

DISCUSSIONS 1. How does the capital adequacy ratio (CAR)

. of Nigerian banks impact SME Financing?
Answers to Research Questions
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Capital Adequacy Ratio (CAR): The coefficient
for CAR is 1.38, and the p-value is 0.011. This
suggests that Capital Adequacy Ratio (CAR) is a
statistically significant predictor of SME financing
at the 1% significance level. For each 1% increase
in the capital adequacy ratio, SME financing
increases by 1.38%, assuming other factors are
held constant. This indicates a positive
relationship between CAR and SME financing,
suggesting that banks with higher capital reserves

tend to lend more to SMEs.

2. What is the relationship between bank
consolidation non-performing loan (NPL) ratio

on SME financing?

Non-Performing Loan (NPL) Ratio: The
coefficient for Non-Performing Loan (NPL) Ratio
is -3.24, and the p-value is 0.005, indicating that
NPL ratio is statistically significant at the 1%
significance level. For each 1% increase in Non-
Performing Loans, SME financing decreases by
3.24%, indicating a negative relationship between
the two variables. This suggests that banks with
higher NPL ratios are less likely to provide
financing to SMEgs, likely due to the increased risk

associated with non-performing loans.

3. To what extent does the cost-to-income ratio

of banks influence SMEs Financing?

Cost-to-Income Ratio (CIR): The coefficient for
CIR is -0.72, and the p-value is 0.039, indicating
that CIR is statistically significant at the 5%
significance level. For each 1% increase in CIR,

SME financing decreases by 0.72%, showing a

Afamefuna, Oluomachi & Ogonna
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negative relationship between bank efficiency and
SME financing. This means that as banks incur
higher operational costs, their ability to finance

SMEs declines, likely due to resource constraints.

4. How does increase in market share and size

after bank consolidation affects SMEs

Financing in Nigeria?

Market Share and Bank Size (MSS): The
coefficient for MSS is 0.68, with a p-value of
0.002, indicating that MSS is statistically
significant at the 1% significance level. For each
1% increase in Market Share and Bank Size, SME
financing increases by 0.68%, showing a positive
relationship between bank size/market share and
SME financing. This indicates that larger banks,
or those with larger market share, are more likely
to finance SMEs, likely because they have greater

resource capacity to extend credit.

Model Interpretation:

The overall model is statistically significant with

each independent variable contributing to

explaining the variation in SME financing:

e Capital Adequacy Ratio (CAR) and
Market Share and Bank Size (MSS) show
a positive relationship with SME

financing, suggesting that as banks
become more robust financially and

expand, they are better positioned to

support SME:s.
e Non-Performing Loan (NPL) Ratio and
Cost-to-Income  Ratio (CIR) show
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negative  relationships  with  SME
financing, indicating that poorer loan
quality and inefficiency reduce a bank's

ability to lend to SMEs.

S. CONCLUSION

This study set out to evaluate the impact of bank

consolidation on small and medium-sized
enterprises (SMEs) in Nigeria, while exploring the
moderating and transformative roles of artificial
intelligence (Al) and fintech innovations in the
post-consolidation era. The findings reveal that
although bank consolidation has improved the
financial stability and capitalization of Nigerian
banks, it has also contributed to a decline in
access to finance for SMEs due to more
centralized, risk-averse lending practices and the

erosion of relationship banking.

The findings show that Capital Adequacy Ratio
(CAR) and Market Share and Bank Size (MSS)
positively influence SME access to finance,
suggesting that stronger and larger banks,
resulting from consolidation, tend to offer more
credit to SMEs. On the other hand, Non-
Performing Loan (NPL) Ratios and Cost-to-
Income Ratios (CIR) have a negative impact on
SME financing, indicating that higher risk and
operational inefficiencies hinder banks' ability and
willingness to lend to small businesses. Therefore,
the consolidation of Nigerian banks has a mixed
impact on SMEs. While larger and financially

robust institutions are likely to enhance lending,

Afamefuna, Oluomachi & Ogonna
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poor asset quality and inefficiencies can still

restrict access to finance for SMEs.

However, the emergence of fintech and Al-driven
solutions presents a new frontier for addressing
the financing challenges faced by SMEs. Fintech
platforms have significantly increased access to
alternative  financing by leveraging digital
infrastructure, mobile platforms, and real-time
credit delivery. Similarly, Al-powered credit
scoring models are expanding financial inclusion
by assessing SME creditworthiness using non-
traditional data sources, thereby overcoming

limitations in collateral and formal credit histories.

Despite these advances, the adoption of fintech

and Al remains uneven across financial
institutions, and regulatory frameworks have yet
to fully accommodate the dynamic nature of these
innovations. Thus, while technology holds great
promise in bridging the SME finance gap, its
success hinges on integration with the broader
financial system and supportive institutional and

regulatory environments.

Based on the findings of this study, the following
recommendations are proposed for enhancing the
impact of bank consolidation on SME financing in

Nigeria:

1. Banks should be encouraged to maintain
strong capital buffers to mitigate risks
associated with lending, particularly to
SMEs, and collaborate with fintech firms
to design hybrid lending models that
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leverage the banks’ capital base and the
agility of fintech platforms.

2. Policymakers and development partners
should invest in digital literacy programs
for SMEs, enabling them to confidently
adopt and benefit from fintech solutions
and Al-powered platforms. Awareness
campaigns can increase trust in digital
lenders and reduce resistance to
automated decision-making systems.

3. To address the negative impact of Non-
Performing Loans (NPLs) on SME
financing, banks should invest in better
risk management frameworks.

4. Given the negative correlation between
Cost-to-Income Ratios (CIR) and SME
financing, banks should focus on reducing
operational costs while maximizing
service delivery.

5. Policymakers should ensure that the
benefits of bank consolidation, such as
increased size and market share, are
effectively harnessed to the benefit of
SMEs.

6. Nigerian government should provide

incentives (tax breaks, grants, regulatory

fast-tracks) for fintechs developing Al-

driven tools focused on underserved SME

segments.  This  would  stimulate
innovation and ensure that technology-
driven finance solutions are aligned with
national development goals.

7. Banks should design more flexible and
affordable financial products specifically

targeted at SMEs.
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