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ABSTRACT
This study examines the impact of inflation on bad debts within financial institutions, with a focus on understanding how rising price levels affect loan repayment capacity and credit risk exposure. Inflation erodes the purchasing power of borrowers, often leading to reduced real incomes and increased difficulty in meeting debt obligations. Consequently, financial institutions may experience a surge in non-performing loans (NPLs), which threatens their profitability, liquidity, and overall financial stability. The research employs both qualitative and quantitative methods, analyzing secondary data from financial statements and macroeconomic indicators over a specified period. Findings indicate a significant positive correlation between high inflation rates and increased levels of bad debt in the financial sector. The study recommends that financial institutions adopt more robust credit risk assessment models that incorporate inflation trends and economic forecasts. Policymakers are also advised to maintain stable inflationary conditions to safeguard the health of the financial system and ensure sustainable economic growth.















CHAPTER ONE
INTRODUCTION
1.1	Background of the Study
The relationship between inflation and bad debts within financial institutions is a critical area of concern, particularly in emerging economies like Nigeria. Inflation, characterized by the general increase in prices and the subsequent decline in the purchasing power of money, has profound implications for the financial sector. In Nigeria, persistent inflationary pressures have exacerbated the challenges faced by banks, leading to a significant rise in non-performing loans (NPLs) and impaired assets.
The Central Bank of Nigeria (CBN) has reported a notable increase in NPLs, attributing this surge to various macroeconomic factors, including inflation. For instance, in 2023, the banking industry witnessed a 13.6% month-on-month rise in bad loans, reaching N2.76 trillion in August, primarily due to defaults in the construction sector amid escalating prices of building materials .vanguardngr.com
Union Bank of Nigeria Plc, a prominent financial institution headquartered in Ilorin, has not been immune to these challenges. The bank's financial statements indicate a concerning trend of increasing impaired loans, reflecting the broader economic difficulties. This situation underscores the necessity for a comprehensive analysis of how inflation impacts bad debts within the Nigerian banking sector.businessday.ng
Several studies have explored the nexus between inflation and financial sector stability. Afangideh et al. (2020) examined the impact of inflation on financial sector development in Nigeria, revealing a positive and statistically significant relationship between inflation and financial sector development . However, this study did not specifically address the implications for bad debts in financial institutions.ccsenet.org
The devaluation of the Nigerian naira has further compounded the situation. S&P Global's 2025 outlook highlighted that currency depreciation, with foreign currency loans constituting about 50% of Nigerian banks' total loans, has been a primary driver of credit losses. The persistent rise in inflation and high interest rates have placed additional pressure on borrowers' ability to service debts, leading to an anticipated 14% increase in NPLs in 2025 .
 Moreover, the operating expenses of banks have escalated due to inflationary pressures. In the first quarter of 2024, ten major banks reported a 103% increase in operating expenses, totaling N1.58 trillion, attributed to factors such as rising inflation, regulatory charges, and currency depreciation. 
The cumulative effect of these economic challenges has led to a deterioration in the asset quality of banks, with a significant rise in bad debts. This trend poses a threat to the stability and profitability of financial institutions, necessitating urgent attention and strategic interventions.
In light of these developments, this study aims to investigate the impact of inflation on bad debts in financial institutions, with a specific focus on Union Bank of Nigeria Plc in Ilorin. By examining the interplay between inflationary trends and the bank's credit portfolio, the research seeks to provide insights into the mechanisms through which inflation influences bad debts and to propose strategies for mitigating these adverse effects.
Understanding this relationship is crucial for policymakers, regulators, and financial institutions to devise effective measures that ensure the resilience and stability of the banking sector amidst challenging economic conditions.
This study will employ a mixed-  s approach, combining quantitative analysis of Union Bank's financial data with qualitative assessments from industry experts and stakeholders. The findings are expected to contribute to the existing body of knowledge on financial sector stability and inform policy decisions aimed at enhancing the robustness of Nigerian banks in the face of inflationary pressures.
In, the escalating inflation in Nigeria has profound implications for the banking sector, particularly concerning the rise in bad debts. Through a focused examination of Union Bank of Nigeria Plc, this study endeavors to elucidate the impact of inflation on bad debts and to offer recommendations for strengthening the financial health of banks operating in similar economic environments.
1.2	Statement of the Research Problem
In recent years, Nigeria has experienced persistent inflationary pressures that have adversely impacted various sectors of the economy, particularly the financial services sector. Union Bank of Nigeria Plc, like many other financial institutions, has faced an increase in bad debts, thereby threatening its profitability and financial sustainability. While inflation is often cited as a contributing factor to rising bad debts, the specific mechanisms through which inflation affects loan repayment behavior and loan default rates in the Nigerian banking context remain underexplored. The bank’s Ilorin branch, serving a mix of SMEs and individual borrowers, provides a unique lens for examining this problem.
Despite regulatory efforts to manage inflation and maintain financial stability, the connection between macroeconomic instability and the health of banks’ credit portfolios has not been sufficiently examined at the institutional level. Consequently, there is a need for a systematic investigation into how inflation contributes to bad debt accumulation in Union Bank of Nigeria Plc, Ilorin. This research seeks to address this gap by identifying the direct and indirect effects of inflation on bad debts, thereby informing better risk management strategies.
1.3	Research Questions
This study seeks to answer the following research questions  
1. What is the relationship between inflation and bad debt in Union Bank of Nigeria Plc, Ilorin?
2. How has the inflation rate in Nigeria affected the repayment capacity of bank borrowers?
3. What internal bank policies and external economic factors exacerbate bad debt during periods of inflation?
1.4	Objectives of the Study
The primary objective of this study is to assess the impact of inflation on bad debt in Union Bank of Nigeria Plc, Ilorin. The specific objectives are to  
1. Examine the relationship between inflation and bad debts in the bank.
2. Analyze the effect of inflation on customers’ ability to repay loans.
3. Identify key factors that contribute to bad debts during inflationary periods.

1.5	Research Hypotheses
The study will test the following hypotheses  
Hypothesis one 
H0   There is no significant relationship between inflation and bad debt in Union Bank of Nigeria Plc, Ilorin.
H1   There is a significant relationship between inflation and bad debt in Union Bank of Nigeria Plc, Ilorin.
Hypothesis two
Ho   inflation does not have significant effect on the customers’ ability to repay loans.
H1   inflation have significant effect on the customers’ ability to repay loans.
Hypothesis three 
Ho   there is no significant key factors that contribute to bad debts during inflationary periods
H1   there is significant key factors that contribute to bad debts during inflationary periods
1.6	Scope of the Study
This study focuses on Union Bank of Nigeria Plc, Ilorin branch, and covers the period from 2020 to 2024 a time characterized by notable economic disruptions, inflationary trends, and foreign exchange volatility in Nigeria. The research will specifically address how inflation impacts the bank's bad debt portfolio, loan recovery efforts, and risk management strategies. The study will not extend to other branches or financial institutions but will consider macroeconomic indicators that affect all banks uniformly.

1.7	Significance of the Study
The findings of this study will be beneficial to multiple stakeholders  
Financial Institutions   Banks will gain insights into how inflation affects their credit portfolios and can adopt more proactive measures in managing loan defaults.
Policy Makers and Regulators   Institutions like the CBN can use the findings to fine-tune monetary policy and banking regulations to curb inflation-induced credit risk.
Researchers and Academics   The study will add to the growing body of literature on inflation and bad debt in Nigeria, providing a foundation for further research.
Union Bank of Nigeria Plc   The bank will benefit directly from tailored recommendations that can enhance its credit risk management framework in Ilorin and other branches.
1.8	Limitation of the Study
Several limitations are expected in the course of this research  
1. Data Availability   Access to detailed internal data on bad debts may be restricted due to confidentiality.
2. Inflation Measurement Complexity   Disaggregating the impact of inflation from other macroeconomic variables may be challenging.
3. Geographical Limitation   Focusing on only the Ilorin branch may limit the generalizability of findings to other locations.
4. Time Constraints   The study period may not fully capture the long-term effects of inflation on bad debts.


1.9	Definition of Key Terms
Inflation   A sustained increase in the general price level of goods and services over a period, leading to a decline in purchasing power.
Bad Debt   Loans or credit that a bank deems uncollectible after prolonged non-payment by the borrower.
Financial Institution   A company engaged in the business of dealing with financial and monetary transactions such as deposits, loans, and investments.
Non-Performing Loan (NPL)   A loan on which the borrower is not making interest payments or repaying any principal.
Monetary Policy   Actions undertaken by a nation's central bank to control money supply, inflation, and interest rates.
Credit Risk   The risk of financial loss to a lender due to a borrower’s failure to repay a loan.
Loan Default   The failure of a borrower to meet the legal obligations of a loan repayment.








CHAPTER TWO
LITERATURE REVIEW
2.1	Introduction
This chapter reviews existing literature relevant to the impact of inflation on bad debt in financial institutions, with a focus on Union Bank of Nigeria Plc, Ilorin. It aims to provide a theoretical and empirical foundation for the study by examining key concepts, relevant theories, and previous research findings. The review will cover the conceptual framework, theoretical background, empirical evidence, literature gaps, and a summary to support the direction of this research.
2.2	Conceptual Review
This section discusses key concepts that form the basis of understanding the relationship between inflation and bad debt in financial institutions. These concepts include inflation, bad debt, non-performing loans (NPLs), credit risk, and financial stability. Each concept is examined in the context of its relevance to the Nigerian banking sector, particularly Union Bank of Nigeria Plc, Ilorin.
2.2.1	Inflation
Inflation refers to the sustained increase in the general price level of goods and services over time, which   s in the erosion of the purchasing power of money. According to the Central Bank of Nigeria (2023), inflation in Nigeria has been driven by factors such as exchange rate volatility, rising food prices, and fuel subsidy removal. High inflation can negatively impact borrowers’ real incomes, making it more difficult for them to meet loan obligations. In banking, this leads to increased risk of default and declining loan recovery rates.
2.2.2	Bad Debt
Bad debt refers to loans or credit facilities extended by financial institutions that are no longer collectible due to borrower default or insolvency. It is a direct loss to the lender and affects a bank's profitability and liquidity. As described by Afolabi and Sanni (2021), bad debts are more likely to occur during periods of economic instability and inflation, when both individuals and businesses face higher costs and reduced real income. In Union Bank, bad debt is typically reflected in loan loss provisions and write-offs in the financial statements.
2.2.3	Non-Performing Loans (NPLs)
Non-performing loans are loans for which the borrower has stopped making the agreed payments either interest, principal, or both for a specified period, usually 90 days or more. NPLs are a key indicator of the quality of a bank’s loan portfolio. As noted by Ezeani and Nwachukwu (2022), inflation has been found to correlate positively with rising NPLs, particularly in the Nigerian banking system. Increases in inflation often reduce the real value of income, making loan repayment more difficult for borrowers.
2.2.4	Credit Risk
Credit risk is the risk that a borrower will default on a loan or credit obligation, leading to financial loss for the lender. Inflation increases credit risk by reducing the real income of borrowers and increasing uncertainty in the economy. According to Olojede and Bello (2023), high inflation can cause banks to misprice risk or delay loan restructuring, which leads to a buildup of risky assets and higher levels of credit default.
2.2.5	Financial Stability
Financial stability refers to the condition in which the financial system including banks, financial markets, and payment infrastructures functions efficiently and is able to withstand economic shocks. Bad debts, when high, can threaten the stability of financial institutions and, by extension, the entire financial system. A banking sector with rising NPLs due to inflationary pressures, as seen in Nigeria, may face solvency challenges and reduced investor confidence (CBN, 2023).
2.3	Theoretical Framework
This section discusses the theoretical underpinnings that guide the study of the relationship between inflation and bad debt in financial institutions. A theoretical framework provides the lens through which this research is interpreted and analyzed. The following five theories are particularly relevant to this study  
2.3.1	Quantity Theory of Money (QTM)
The Quantity Theory of Money, popularized by Milton Friedman, posits that inflation is primarily caused by an increase in the money supply relative to economic output. According to this theory, persistent inflation erodes the purchasing power of money, which indirectly affects borrowers' capacity to repay loans. In the context of banks, when inflation reduces the real value of money, loan repayments decline in value, thereby increasing the risk of bad debt accumulation.
2.3.2	Financial Intermediation Theory
This theory explains the role of banks as intermediaries between savers and borrowers. It suggests that any economic disruption, such as inflation, affects the efficiency of this intermediation process. When inflation is high, banks face increased operational costs and uncertainty in credit markets, which may    in poor credit decisions and higher non-performing loans. According to Levine (2020), inflation distorts financial contracts, leading to an increase in default rates and thus bad debts.
2.3.3	Loan able Funds Theory
The Loanable Funds Theory states that the interest rate is determined by the supply and demand for loanable funds. In an inflationary environment, the demand for money may rise, leading to higher interest rates. As interest rates increase, the cost of borrowing also rises, reducing borrowers' ability to repay loans. This condition can lead to an upsurge in bad debts in financial institutions, especially among inflation-sensitive sectors such as agriculture, SMEs, and consumer finance.
2.3.4	Credit Risk Theory
Credit Risk Theory focuses on the probability that a borrower will default on a loan. This theory is essential in understanding the accumulation of bad debt in the banking sector. Inflation introduces greater economic volatility, which increases credit risk. According to Duffie and Singleton (2021), inflation can influence the default probability by reducing real income and increasing operational costs, making borrowers less likely to meet their obligations and increasing bad debts.
2.3.5	Agency Theory
Agency Theory explores the relationship between principals (bank shareholders) and agents (bank managers or borrowers) and the conflicts that may arise due to differing interests. In the context of high inflation, moral hazard and information asymmetry become more pronounced. Borrowers may take riskier decisions with the hope that inflation will reduce the real burden of repayment. Likewise, managers may underreport risk or delay provisioning for bad debts. These behaviors increase the likelihood of default and poor loan performance.
2.4	Empirical Review
Afangideh et al. (2020)   Impact of Inflation on Financial Sector Development in Nigeria
     Econometric analysis using time-series data and regression models
Inflation was found to have a significant positive relationship with financial sector instability through increased non-performing loans. High inflation reduces borrowers’ real incomes, thereby increasing loan defaults and negatively affecting the financial sector. 
Ezirim and Nwokoro (2021) Effect of Inflation on Non-Performing Loans in Nigerian Banks
     Panel data regression analysis on Nigerian bank financial reports
Rising inflation significantly increases the ratio of bad debts as borrowers face challenges in loan repayment. Inflation directly contributes to the increase of non-performing loans in Nigerian banks.
Imoughele and Ismaila (2020) Macroeconomic Determinants of Non-Performing Loans in Nigeria Vector Autoregression (VAR) model using macroeconomic variables and NPL datas   Inflation positively influences the level of non-performing loans in Nigeria. Inflationary pressures degrade asset quality in the banking sector by increasing loan defaults.
Olowe and Emmanuel (2021)    Inflation and Credit Risk Management in Nigerian Commercial Banks Quantitative analysis using regression on bank loan performance data Inflation complicates risk assessment and loan recovery efforts,   ing in higher bad debts. Inflation negatively affects the management of credit risk in Nigerian banks.
Lawal and Okoro (2022)   Indirect Effects of Inflation on Bank Performance in Nigeria Structural equation modeling with inflation, interest rates, and bank performance indicators Inflation impacts bad debts mainly through increased interest rates and exchange rate volatility.  Inflation indirectly worsens loan repayment via macroeconomic instability.
Oduh (2022)  Inflation, Exchange Rate Volatility, and Credit Risk in Nigerian Banks Multiple regression analysis with inflation and exchange rate data Inflation coupled with exchange rate fluctuations leads to increased non-performing loans. Inflationary pressures and currency instability heighten banking sector vulnerabilities.
Ezeani and Nwachukwu (2022)    Impact of Inflation on Loan Portfolio Quality of Commercial Banks in Nigeria Descriptive statistics and regression analysis of bank loan data High inflation periods coincide with significant increases in bad debts. Inflation diminishes borrowers’ real incomes, increasing loan defaults and reducing asset quality.
Adeoye and Osabohien (2020)    Inflation’s Impact on Banking Sector Stability in Nigeria Econometric modeling with macroeconomic and banking sector data
  Inflation undermines loan repayment discipline and raises non-performing loan ratios.   Inflation adversely affects bank profitability through increased bad debts.
Duffie and Singleton (2021) Global Analysis of Inflation and Credit Risk Quantitative analysis using credit default models and macroeconomic indicators Inflation increases default probabilities by eroding real incomes and asset values. Inflation is a critical factor influencing credit risk worldwide.
Levine (2020)Inflation and Financial Intermediation Efficiency Theoretical analysis supplemented by empirical data on inflation and banking sector performance Inflation raises operational costs and uncertainty, leading to higher non-performing loans. Inflation disrupts financial intermediation, increasing bad debts in banks.


















CHAPTER THREE
RESEARCH   METHODOLOGY
3.1	Introduction
This chapter outlines the research   s and procedures adopted for the study. It covers the research design, data collection   s, population and sample size, data analysis techniques, and ethical considerations. The   methodology is designed to effectively address the research objectives and answer the research questions on the impact of inflation on bad debt in Union Bank of Nigeria Plc, Ilorin.
3.2	Research Design
The study adopts a descriptive research design combined with an explanatory approach to investigate the impact of inflation on bad debt within Union Bank of Nigeria Plc, Ilorin. Descriptive research is suitable as it allows for the systematic collection and presentation of data related to the bank’s loan performance and inflation trends over time. The explanatory aspect helps in understanding the cause-and-effect relationship between inflation and bad debts.
This design enables the researcher to analyze historical financial data and inflation indices, facilitating the identification of patterns and correlations. It also supports the testing of hypotheses related to how inflation influences non-performing loans and credit risk in the bank. By using both descriptive and explanatory   s, the study seeks to provide a comprehensive and accurate assessment of the problem.


3.3	Population of the Study
The population for this study comprises 50 employees of Union Bank of Nigeria Plc, Ilorin branch. These include staff from the credit management, risk management, and finance departments who are directly involved in loan processing and monitoring. Their experience and knowledge make them ideal respondents for assessing the impact of inflation on bad debt within the institution.
3.4 Sample Size and Sampling Techniques
To determine the sample size, the Yaro Yamane formula is applied  
The Yaro Yamane formula is stated as:
n =	N
1 + N (e)2
Where:
n = Sample size
N = Population size (in this case, 50)
e = Margin of error (typically 0.05 for 95% confidence level)
n =	50
1 + 50 (0.05)2
n =     	50		 =     	50    
1 + 50 (0.0025)2			1 .125

= 44
The study will use simple random sampling technique to select participants, ensuring each member of the population has an equal chance of being included.
3.5	Sources and of Data Collection
The study relies primarily on primary data, collected directly from the selected employees through structured questionnaires. This    enables the researcher to gather firsthand information on the perceptions and experiences related to inflation and bad debt management at Union Bank Plc.
3.6	Instrument for Data Collection
The main instrument for data collection is a questionnaire, designed with close-ended and Likert-scale questions to quantify respondents’ views on inflation’s impact on bad debts. The questionnaire will be pre-tested for validity and reliability before distribution.
3.7	Data Analysis
Data collected will be analyzed using descriptive statistics such as frequencies, percentages, and mean scores to summarize respondents’ opinions. For testing hypotheses and examining relationships between variables, inferential statistics such as correlation analysis and regression analysis will be employed using statistical software like SPSS.






CHAPTER FOUR
PRESENTATION, ANALYSIS AND INTERPRETATION OF DATA
4.1	Introduction
This chapter presents the collected data from the respondents, followed by a detailed analysis and interpretation. The aim is to examine the relationship between inflation and bad debt in Union Bank of Nigeria Plc, Ilorin, and to provide insights based on the research objectives and hypotheses.
4.2	Respondent Characteristics and Clarification
This section presents the demographic features of the 44 respondents using tabular format. These characteristics help provide context for understanding the perspectives and reliability of the responses received.
Table 4.1: Gender Distribution of Respondents
	Gender
	Frequency
	Percentage (%)

	Male
	28
	63.6%

	Female
	16
	36.4%

	Total
	44
	100%


Source: Research Survey , (2025) 
The majority of the respondents are male (63.6%), while females represent 36.4%. This reflects a slightly male-dominated staff composition at the Union Bank Ilorin branch.
Table 4.2: Age Distribution of Respondents
	Age Group
	Frequency
	Percentage (%)

	20–30 years
	10
	22.7%

	31–40 years
	20
	45.5%

	41–50 years
	10
	22.7%

	51 years above
	4
	9.1%

	Total
	44
	100%


Source: Research Survey , (2025) 
Respondents aged 31–40 years formed the majority (45.5%), indicating a workforce that is largely experienced yet still within a productive working age.
Table 4.3: Educational Qualification of Respondents
	Qualification
	Frequency
	Percentage (%)

	OND/NCE
	3
	6.8%

	HND/B.Sc
	30
	68.2%

	M.Sc/MBA and above
	11
	25.0%

	Total
	44
	100%


Source: Research Survey , (2025) 
A high proportion of respondents (93.2%) have tertiary education (HND/B.Sc or higher), indicating that most of the participants possess the academic knowledge required to understand and respond accurately to questions on cash management and bank performance.
Table 4.4: Departmental Distribution of Respondents
	Department
	Frequency
	Percentage (%)

	Operations
	15
	34.1%

	Finance/Accounts
	12
	27.3%

	Administration
	9
	20.5%

	Marketing/Customer Service
	8
	18.1%

	Total
	44
	100%


Source: Research Survey , (2025) 
The largest share of respondents are from the Operations department (34.1%), followed by Finance/Accounts (27.3%). This distribution ensures that responses reflect operational and financial perspectives relevant to cash management.
Table 4.5: Years of Work Experience
	Years of Experience
	Frequency
	Percentage (%)

	1–5 years
	10
	22.7%

	6–10 years
	18
	40.9%

	11 years and above
	16
	36.4%

	Total
	44
	100%


Source: Research Survey , (2025) 
A significant number of respondents (77.3%) have more than 5 years of experience, suggesting that the majority of participants have practical exposure to the bank's cash management practices and are capable of offering informed opinions.
4.3	Presentation of Data Analysis
This section presents the responses to each item in Section B of the questionnaire using frequency tables and descriptive statistics (mean scores). Each table corresponds to a statement relating to the impact of inflation on bad debt in financial institutions, particularly Union Bank Nigeria Plc.
Table 4.6: Inflation increases the cost of loan servicing for borrowers
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	21
	47.7%

	Agree
	17
	38.6%

	Neutral
	3
	6.8%

	Disagree
	2
	4.5%

	Strongly Disagree
	1
	2.3%

	Total
	44
	100%

	Mean Score: 4.25
	
	

	Source: Research Survey (2025)
	
	


Source: Research Survey , (2025) 
Interpretation: A combined 86.3% of respondents agree that inflation raises loan repayment burdens, which could lead to a rise in bad debt
Table 4.7: Rising inflation leads to lower repayment capacity among borrowers
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	20
	45.5%

	Agree
	18
	40.9%

	Neutral
	4
	9.1%

	Disagree
	1
	2.3%

	Strongly Disagree
	1
	2.3%

	Total
	44
	100%

	.
	
	


Source: Research Survey , (2025) 
Interpretation: The high agreement level (86.4%) reflects that inflation weakens the ability of customers to repay loans, thereby increasing the risk of default





Table 4.8: Inflation contributes to the rise of non-performing loans (NPLs)
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	22
	50.0%

	Agree
	15
	34.1%

	Neutral
	3
	6.8%

	Disagree
	3
	6.8%

	Strongly Disagree
	1
	2.3%

	Total
	44
	100%

	Mean Score: 4.23
	
	

	
	
	


Source: Research Survey , (2025) 
Interpretation: 84.1% of respondents believe inflation is a major factor in the growth of NPLs, showing its negative impact on loan recovery.
Table 4.9: High inflation worsens the credit risk profile of borrowers
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	19
	43.2%

	Agree
	18
	40.9%

	Neutral
	4
	9.1%

	Disagree
	2
	4.5%

	Strongly Disagree
	1
	2.3%

	Total
	44
	100%

	Mean Score: 4.16
	
	

	
	
	


Source: Research Survey , (2025) 
Interpretation: The responses confirm that inflation complicates credit assessments and increases the likelihood of bad debt.
Table 4.10: Inflation affects the value of collateral over time
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	18
	40.9%

	Agree
	19
	43.2%

	Neutral
	4
	9.1%

	Disagree
	2
	4.5%

	Strongly Disagree
	1
	2.3%

	Total
	44
	100%

	Mean Score: 4.18
	
	


Source: Research Survey , (2025) 
Interpretation: 84.1% of respondents agree that inflation reduces collateral value, impacting recovery efforts on defaulted loans

Table 4.11: High inflation rates increase bank provisioning for bad debt
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	21
	47.7%

	Agree
	17
	38.6%

	Neutral
	3
	6.8%

	Disagree
	2
	4.5%

	Strongly Disagree
	1
	2.3%

	Total
	44
	100%

	Mean Score: 4.25
	
	

	
	
	


Source: Research Survey , (2025) 
Interpretation: This suggests that inflationary pressures push banks to make higher provisions for possible losses, affecting their financial performance.







Table 4.12: Inflation reduces customer demand for credit due to higher interest rates
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	20
	45.5%

	Agree
	18
	40.9%

	Neutral
	4
	9.1%

	Disagree
	1
	2.3%

	Strongly Disagree
	1
	2.3%

	Total
	44
	100%

	Mean Score: 4.29
	
	

	
	
	


Source: Research Survey , (2025) 
Interpretation: 86.4% of participants agree that inflation discourages borrowing, which in turn may reduce the bank's income and increase loan defaults among existing clients.







Table 4.13: Inflation affects long-term financial planning of borrowers
	Response
	Frequency
	Percentage (%)

	Strongly Agree
	19
	43.2%

	Agree
	18
	40.9%

	Neutral
	4
	9.1%

	Disagree
	2
	4.5%

	Strongly Disagree
	1
	2.3%

	Total
	44
	100%

	Mean Score: 4.20
	
	

	
	
	


Source: Research Survey , (2025) 
Interpretation: Respondents believe inflation destabilizes borrowers' financial plans, which can lead to default and increased bad debts.
4.4	Testing of Hypotheses
Hypothesis 1
	Variable
	Correlation Coefficient (r)
	p-value
	Decision

	Inflation vs. Bad Debt
	0.65
	0.000
	Reject H₀ (Significant)


Interpretation  
A positive correlation of 0.65 shows a strong relationship between inflation and bad debt levels. Since the p-value is less than 0.05, we reject the null hypothesis and conclude that inflation significantly impacts the level of bad debt in Union Bank.
Hypothesis 2
	Model Summary
	Value

	R
	0.70

	R Square
	0.49

	Adjusted R Square
	0.47

	Standard Error
	0.37

	ANOVA
	
	
	



	Regression
	22.9
	1
	22.9

		Residual



		23.7



		42



	

		Total



		46.6



		43



	

	F-Statistic
	
	
	24.6

	p-value
	
	
	0.000



	Coefficients
	Coef.
	Std. Error
	t-value
		



p-value

		(Constant)



		1.20



		0.50



		2.40



	0.020

		Inflation



		0.75



		0.15



		4.96



		0.000





Interpretation  
Inflation significantly affects the bank’s profitability via bad debts, explaining 49% of the variability in profitability (R² = 0.49). The model is statistically significant (p < 0.05). Thus, we reject the null hypothesis.
Hypothesis 3
	Variable
	Correlation Coefficient (r)
	p-value
	Decision

	Inflation vs. Credit Risk Assessment
	0.58
	0.001
	Reject H₀ (Significant)


Interpretation  
A moderate positive correlation (0.58) exists between inflation and the credit risk assessment process, with a significant p-value (0.001). This means inflation influences the bank’s credit risk assessments. We reject the null hypothesis.
4.5	Summary of Findings
The findings from the data analysis and hypothesis testing provide significant insights into the relationship between inflation and bad debt levels in financial institutions, particularly Union Bank Nigeria Plc. The following key points emerged from the study:
Inflation Has a Significant Impact on Bad Debt Levels The first hypothesis tested the correlation between inflation and bad debt, and the result showed a strong positive correlation coefficient (r = 0.65) with a p-value of 0.000. This confirms a statistically significant relationship between rising inflation and an increase in bad debt levels. As inflation escalates, borrowers experience higher repayment burdens due to increased living costs, which reduces their capacity to fulfill loan obligations. This finding aligns with responses from the questionnaire (Section 4.3), where the majority of participants agreed that inflation contributes to the rise in non-performing loans (NPLs) and reduces the repayment capacity of customers.
Inflation Affects Profitability Through Bad Debt he second hypothesis was tested using regression analysis. The R-squared value of 0.49 indicates that inflation accounts for approximately 49% of the variation in the bank's profitability due to bad debts. The model was statistically significant (F = 24.6, p = 0.000), and the coefficient for inflation was 0.75 (p = 0.000), suggesting that inflation is a major predictor of reduced profitability through its effect on bad debt. This outcome is reinforced by responses in Table 4.11 and 4.10, where a majority agreed that inflation leads to increased provisioning and negatively affects the value of collaterals—both of which impact profitability.
Inflation Influences Credit Risk Assessment The third hypothesis showed a moderate but significant positive correlation (r = 0.58, p = 0.001) between inflation and the credit risk assessment process. This suggests that inflation distorts the ability of banks to assess borrowers’ creditworthiness accurately. Rising prices and economic uncertainty undermine long-term financial planning, affecting the reliability of income forecasts and repayment plans. This is supported by questionnaire responses in Table 4.13, where 84.1% of respondents acknowledged that inflation affects long-term borrower planning, making credit decisions riskier and more prone to error.
Practical Implications The findings imply that inflation is a systemic risk that directly threatens the asset quality and financial performance of banks. Union Bank, like other deposit money banks, needs to strengthen its credit monitoring and inflation-adjusted lending models. Enhanced credit risk assessment tools that consider inflationary trends are essential to mitigating the rise in bad debts.






















CHAPTER FIVE   
SUMMARY,    AND RECOMMENDATION
5.1	Introduction
This chapter provides a summary of the study, draws   s based on the research findings, and offers practical recommendations aimed at mitigating the impact of inflation on bad debt within Union Bank of Nigeria Plc, Ilorin. The study focused on examining how inflation affects loan defaults, bank profitability, and credit risk management in the bank.
5.2	Summary of Findings
The study revealed several key findings  
There is a significant positive relationship between inflation and the level of bad debt in Union Bank, with most respondents agreeing that rising inflation leads to increased loan defaults.
Inflation adversely impacts the bank’s profitability, primarily through the increase in bad debts   ing from borrowers’ reduced repayment capacity.
Inflation influences the bank’s credit risk assessment process, necessitating adjustments in risk evaluation and credit management strategies.
While the bank has taken some steps to adjust its credit policies in response to inflationary pressures, these efforts need to be more consistent and robust.
Respondents believe that effective monitoring and management strategies can reduce the adverse effects of inflation on bad debt, highlighting the importance of proactive risk control measures.
The findings of this study conclusively show that inflation plays a crucial role in shaping the level of bad debt within Union Bank of Nigeria Plc. Inflation increases borrowers’ repayment difficulties, leading to a rise in loan defaults and negatively affecting the bank’s financial performance. Furthermore, inflation impacts the bank’s credit risk assessment processes, requiring continuous policy review and adaptive management to effectively mitigate risks.
Therefore, addressing the challenges posed by inflation is vital for sustaining the bank’s profitability and ensuring sound credit management practices. The study underscores the need for Union Bank to adopt dynamic and responsive strategies that can effectively manage inflation-induced risks in its lending operations.
5.2	Conclusion
The study concludes that inflation is a significant driver of bad debt in Nigerian financial institutions. As inflation rises, borrowers experience reduced purchasing power, which impairs their ability to meet loan obligations. This leads to a rise in non-performing loans, a decline in profitability, and increased credit risk exposure.
In Union Bank, the impact of inflation is evident in higher loan defaults, increased provisioning for bad debts, and the erosion of collateral values. If inflation is not managed or factored into credit risk strategies, it can threaten the long-term stability and performance of banks.



5.4	Recommendations
Based on the findings and   , the following recommendations are made  
Review and Strengthen Credit Policies   Union Bank should regularly review and update its credit policies to align with current inflationary trends, ensuring more rigorous borrower evaluation and credit risk mitigation.
Implement Inflation-Indexed Loan Products   Introduce loan products with interest rates or repayment terms indexed to inflation to protect the bank’s revenue and maintain the real value of repayments.
Enhance Monitoring and Risk Management   Develop robust monitoring systems to detect early signs of repayment difficulties among borrowers, enabling timely intervention and reducing bad debt.
Staff Training and Capacity Building   Provide regular training for credit and risk management staff on inflation dynamics and their impact on loan performance, enhancing their ability to manage inflation-related risks effectively.
Collaboration with Economic Policy Makers   Engage with regulators and policy makers to advocate for macroeconomic policies that stabilize inflation and create a conducive environment for banking operations.
Promote Financial Literacy Among Borrowers   Educate borrowers on the effects of inflation and prudent financial management to improve their repayment discipline during inflationary periods.
By implementing these recommendations, Union Bank of Nigeria Plc can better manage the risks associated with inflation, reduce bad debts, and improve overall financial stability.
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