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Abstract

Deposit insurance has evolved into a fundamental
component of modern financial safety-net arrangements,
serving to protect depositors, maintain public confidence in
banking institutions, and promote financial stability. This
article traces the historical evolution of deposit insurance
from its nineteenth-century origins in the United States
through its global diffusion across diverse regulatory and
Jurisprudential traditions and its eventual institutionalization
in Nigeria. Employing historical, doctrinal, and comparative
legal methodologies, the study examines the legal,
institutional, and policy developments that shaped the
emergence of deposit insurance as a response to recurrent
banking crises. Particular attention is paid to the
establishment of the Nigeria Deposit Insurance Corporation
and the transformation of Nigeria's deposit insurance
framework under the Nigeria Deposit Insurance
Corporation Act 2023 among others. The article further
analyses contemporary challenges arising from financial
technology, digital banking, etc, while situating Nigeria's
experience Wwithin broader international developments,
including the Core Principles for Effective Deposit
Insurance Systems. It concludes that deposit insurance has
evolved through four broad generations of regulatory
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philosophy, from mutual guarantee systems to contemporary
risk-minimizer institutions dedicated to preserving financial
stability.
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1.0 INTRODUCTION

Deposit insurance has become one of the defining features of modern
financial safety-net architecture. As banking systems evolved from
relatively simple institutions into complex, interconnected networks
with systemic implications, governments and financial regulators
increasingly recognized that the failure of banks could trigger
widespread economic disruption extending far beyond the immediate
interests of shareholders and creditors. Recurrent banking crises across
jurisdictions have demonstrated that the collapse of public confidence
in financial institutions may rapidly develop into systemic instability,
characterized by bank runs, liquidity shortages, contraction of credit,
and broader economic recession. Consequently, the protection of
depositors has emerged not merely as a matter of private financial
security but as a fundamental instrument of public policy directed
towards preserving confidence in the financial system and
safeguarding macroeconomic stability.

Historically, the legal and institutional mechanisms designed to protect
depositors have evolved in response to successive episodes of banking
distress. While early approaches relied largely on implicit
governmental support and discretionary interventions, experience
revealed that such arrangements were often uncertain, inconsistent,
and incapable of preventing contagious financial panic. The
emergence of explicit deposit insurance schemes represented a
significant shift in regulatory philosophy by replacing discretionary
state intervention with legally enforceable institutional frameworks
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that guarantee specified categories of deposits and establish structured
mechanisms for the orderly resolution of failing financial institutions.
Over time, deposit insurance has evolved beyond its traditional
function of reimbursing insured depositors to become an integral
component of prudential supervision, crisis management, bank
resolution, and financial-sector stability.

The origins of modern deposit insurance are generally traced to
nineteenth-century developments in the United States, where repeated
banking failures prompted experimentation with organized systems of
depositor protection. Since then, deposit insurance has spread across
jurisdictions with diverse legal traditions, economic structures, and
regulatory philosophies. The expansion has been particularly
significant following major episodes of financial instability, including
the Great Depression, the global banking crises of the late twentieth
century, the 2007-2009 Global Financial Crisis, and more recent
challenges arising from digital finance and technological innovation.
Today, explicit deposit insurance has become an internationally
recognized component of sound financial-sector governance and is
widely regarded as one of the principal pillars of an effective financial
safety net.

Nigeria's experience reflects this broader historical evolution. Before
1988, depositor protection depended largely upon regulatory
supervision by the Central Bank of Nigeria and the possibility of ad
hoc governmental intervention in exceptional circumstances. The
establishment of the Nigeria Deposit Insurance Corporation through
the Nigeria Deposit Insurance Corporation Decree No 22 of 1988
fundamentally altered this landscape by introducing an explicit
statutory deposit insurance system designed to protect depositors,
reinforce confidence in the banking system, and contribute to financial
stability. Since its establishment, the Corporation's mandate has
progressively expanded beyond deposit reimbursement to encompass
bank supervision, financial assistance, bank resolution, liquidation of
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failed institutions, and broader participation in financial-sector crisis
management. These responsibilities have been considerably
strengthened under the Nigeria Deposit Insurance Corporation Act
2023, which aligns Nigeria's deposit insurance framework more
closely with evolving international standards.

Although deposit insurance has attracted considerable scholarly
attention, much of the existing literature has concentrated on its
economic justification, institutional design, operational effectiveness,
or the legal framework governing the Nigeria Deposit Insurance
Corporation. Comparatively little attention has been devoted to a
comprehensive historical examination of the evolution of deposit
insurance from its nineteenth-century origins through its gradual
institutional development in Nigeria, particularly in light of the
significant legislative reforms introduced by the NDIC Act 2023 and
contemporary developments in financial technology, digital banking,
payment service banks, virtual assets, and other emerging financial
innovations. This article addresses that gap by providing a historically
grounded and legally informed analysis of the development of deposit
insurance and its continuing relevance within an increasingly complex
financial environment.

Drawing upon this historical and comparative analysis, the article
proposes a Four-Generation Evolutionary Theory of Deposit Insurance
as an analytical framework for understanding the progressive
transformation of deposit insurance from mutual guarantee
arrangements to contemporary financial stability institutions. The
framework is intended to synthesize historical developments across
jurisdictions and to facilitate comparative analysis of modern deposit
insurance systems.

The article is organized into four principal parts. Following this
Introduction, Part Two traces the historical evolution of deposit
insurance from its origins in the United States through its diffusion
across other jurisdictions, including European and Islamic deposit
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insurance experiences. Part Three examines Nigeria as the principal
case study and evaluates the evolution of the Nigerian deposit
insurance framework through the lens of the Four-Generation
Evolutionary Theory. Part Four concludes by evaluating the
continuing significance of deposit insurance as an indispensable
component of financial-system stability and offers recommendations
for strengthening Nigeria's deposit insurance framework in response to
emerging developments within the global financial services industry.

2.0 LITERATURE REVIEW, RESEARCH GAP AND
METHODOLOGY

Deposit insurance has attracted sustained scholarly attention across the
disciplines of law, economics, banking and public policy. The
literature generally falls into four broad strands: historical scholarship,
economic analysis, institutional and regulatory studies, and
jurisdiction-specific or comparative legal studies.

Historical scholarship traces the origins and development of deposit
insurance from the nineteenth century to the present day. Seminal
works by the Federal Deposit Insurance Corporation and scholars
document the emergence of mutual guarantee schemes in the United
States, the establishment of the Federal Deposit Insurance Corporation
in 1933, and the subsequent diffusion of deposit insurance across
different jurisdictions. These studies provide invaluable historical
accounts of the institutional evolution of depositor protection and the
relationship between banking crises and regulatory reform. However,
much of this literature is organized chronologically or by jurisdiction,
with comparatively limited emphasis on developing a unified
analytical framework capable of explaining the successive institutional
transformations of deposit insurance across different legal systems.

A second body of literature approaches deposit insurance from an
economic perspective. Influential contributions by Douglas Diamond
and Philip Dybvig, Edward Kane, Asli Demirguc-Kunt, Xavier
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Freixas, Jean-Charles Rochet and others examine the economic
rationale for deposit insurance, particularly its role in preventing bank
runs, mitigating systemic risk, promoting financial stability, and
addressing the problem of moral hazard. This literature has profoundly
influenced the design of modern deposit insurance systems and
remains central to contemporary debates concerning the appropriate
balance between depositor protection and market discipline.
Nevertheless, its primary concern is economic efficiency rather than
the historical and institutional evolution of deposit insurance as a legal
and regulatory institution.

A third strand of scholarship focuses upon the institutional architecture
of deposit insurance. Works by Rosa Maria Lastra, Jonathan Macey,
Geoffrey Miller, David Mayes, the International Association of
Deposit Insurers, the Financial Stability Board, the International
Monetary Fund and the World Bank examine the governance,
operational design, funding arrangements, crisis management
functions and resolution powers of modern deposit insurers. These
studies have become particularly significant following the Global
Financial Crisis of 2007-2009, which fundamentally expanded the
responsibilities of deposit insurers from depositor reimbursement
towards financial stability and bank resolution. While these studies
provide valuable guidance regarding institutional design, they
generally examine contemporary arrangements without fully situating
them within the broader historical trajectory of deposit insurance.

Within Nigeria, significant contributions have been made by
Nwankwo, Ogunleye, Olanipekun, the Nigeria Deposit Insurance
Corporation, the Central Bank of Nigeria, and several academic
commentators. Nigerian scholarship has comprehensively examined
the legal framework governing deposit insurance, the establishment
and statutory functions of the NDIC, banking sector reforms, bank
failure resolution, and the operation of Nigeria's financial safety-net.
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These works have substantially enriched understanding of deposit
insurance within the Nigerian context. However, much of the existing
literature  understandably concentrates upon domestic legal
developments and institutional practice without situating Nigeria's
experience within the broader comparative and historical evolution of
deposit insurance across jurisdictions and legal traditions.

The foregoing review reveals three significant gaps. First, relatively
little scholarship integrates the historical development of deposit
insurance across multiple jurisdictions into a single comparative
analytical framework. Secondly, comparatively limited attention has
been devoted to examining the evolution of deposit insurance across
different legal traditions, particularly Islamic deposit insurance as part
of the broader evolution of depositor protection. Thirdly, while
contemporary scholarship increasingly recognizes the expanding role
of deposit insurers in bank resolution and financial stability, there
remains no generally adopted analytical framework synthesising the
successive institutional transformations through which deposit
insurance has evolved from nineteenth-century mutual guarantee
arrangements to modern financial stability institutions.

This article contributes to the existing literature in four principal
respects. First, it provides a comparative legal history of deposit
insurance spanning common law, civil law and Islamic legal traditions.
Secondly, it situates Nigeria's deposit insurance framework within that
broader international historical context. Thirdly, it synthesizes
historical, doctrinal and comparative legal scholarship into a coherent
narrative explaining the progressive transformation of deposit
insurance from mutual guarantees to integrated financial safety-net
institutions. Finally, drawing upon this historical and comparative
analysis, it proposes a Four-Generation Evolutionary Theory of
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Deposit Insurance as an analytical framework for understanding the
continuing institutional evolution of deposit insurance.

2.0 HISTORICAL EVOLUTION OF DEPOSIT INSURANCE

2.1 The Evolution of the Concept of Deposit Insurance

Deposit insurance did not emerge as a fully developed legal institution.
Rather, it evolved gradually in response to recurring banking crises,
changing conceptions of the role of the State in financial regulation,
and the increasing recognition that the collapse of banking institutions
may generate consequences extending well beyond the contractual
relationship between banker and depositor. The modern system of
deposit insurance is therefore the product of nearly two centuries of
institutional experimentation, legislative reform, and regulatory
innovation.

Historically, banking was regarded principally as a private commercial
undertaking governed by ordinary principles of contract and
commercial law. Depositors were treated as unsecured creditors whose
rights were enforceable only against the assets of an insolvent bank.
Consequently, where a bank failed, depositors ranked alongside other
unsecured creditors and frequently recovered only a fraction of their
deposits after lengthy liquidation proceedings. During periods of
widespread banking distress, this legal position often produced
devastating economic consequences, eroded public confidence in
banking institutions, and triggered contagious bank runs capable of
destabilizing entire financial systems.!

U'Gillian G H Garcia, Deposit Insurance: A Survey of Actual and Best Practices
(International Monetary Fund Working Paper WP/99/54, 1999) 3-8; Charles
Goodhart, The Evolution of Central Banks (MIT Press 1988) 104-10.
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The philosophy underpinning deposit insurance has likewise
undergone significant transformation. The earliest schemes were
primarily concerned with providing mutual guarantees among
participating banks against losses arising from bank failures. During
the twentieth century, particularly following the establishment of the
Federal Deposit Insurance Corporation in the United States in 1933,
deposit insurance became principally associated with preventing bank
runs and protecting small depositors. Following the banking crises of
the late twentieth century and the Global Financial Crisis of 2007-
2009, however, deposit insurance assumed a broader macroprudential
role. Modern deposit insurers are increasingly expected not merely to
reimburse insured depositors after bank failures, but also to participate
actively in bank supervision, early intervention, resolution planning,
bridge-bank operations, crisis management, and the preservation of
financial stability.?

Contemporary deposit insurance systems therefore reflect an important
shift in regulatory philosophy. They no longer exist solely to
compensate depositors after bank failures have occurred. Instead, they
operate as integral components of a broader financial safety-net
architecture comprising central banks, banking supervisors, resolution
authorities, ministries of finance, and other regulatory institutions.
This institutional evolution has been reinforced by the Core Principles
for Effective Deposit Insurance Systems developed by the
International Association of Deposit Insurers, which advocate a risk-
minimizer model under which deposit insurers contribute proactively

2 International Association of Deposit Insurers, Core Principles for Effective Deposit
Insurance Systems (September 2025) Principles 1-6; Financial Stability Board, Key
Attributes of Effective Resolution Regimes for Financial Institutions (15 October
2014).
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to financial stability while maintaining public confidence in the
banking system.?

The historical development of deposit insurance may therefore be
understood as a progression through successive stages of institutional
evolution. The earliest phase was characterised by mutual guarantee
arrangements among banks operating largely at the subnational level.
This was followed by the emergence of nationwide statutory deposit
insurance schemes designed to protect depositors against bank failures.
The third phase witnessed the international diffusion of deposit
insurance as countries increasingly recognised its importance within
broader financial safety-net arrangements. The contemporary phase is
distinguished by the integration of deposit insurance into
macroprudential regulation, bank resolution and crisis-management
frameworks capable of addressing increasingly complex financial
markets, digital banking, financial technology and emerging virtual
financial assets.

2.2 The Origins of Deposit Insurance: Banking Crises and the
Search for Stability

The emergence of deposit insurance during the nineteenth century was
neither accidental nor the product of isolated legislative innovation.
Rather, it represented the culmination of profound transformations in
banking, commerce and public administration that accompanied the
Industrial Revolution and the rapid expansion of market economies in
Europe and North America.

During the eighteenth and early nineteenth centuries, banks performed
relatively limited financial intermediation functions. Most operated as
private partnerships or small local institutions serving merchants,
agricultural producers and local communities. Banking regulation was

3 International Association of Deposit Insurers (n 3) 1-22; Douglas W Diamond and
Philip H Dybvig, 'Bank Runs, Deposit Insurance and Liquidity' (1983) 91(3) Journal
of Political Economy 401.
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rudimentary, prudential supervision was largely absent, and there
existed no formal mechanism for protecting depositors against losses
arising from bank failures. Under the prevailing common-law
principles governing the banker-customer relationship, deposits
constituted debts owed by banks to their customers. Consequently,
upon insolvency, depositors merely ranked as unsecured creditors and
were required to participate in often lengthy liquidation proceedings
with little assurance of substantial recovery.*

This legal position proved increasingly problematic as banking
expanded beyond local commercial activity into a vital component of
national economic development. Industrialization  generated
unprecedented demand for capital, while improvements in
transportation, manufacturing and international trade significantly
increased the volume of financial transactions passing through banking
institutions. Banks increasingly accepted deposits from ordinary
members of the public, many of whom lacked the sophistication or
resources necessary to assess the financial soundness of the institutions
entrusted with their savings. The consequences of bank failures
therefore extended far beyond individual contractual disputes, often
disrupting commercial transactions, impairing public confidence and
generating broader economic instability.’

The absence of depositor protection also created fertile conditions for
one of the most destructive phenomena in banking history - the bank
run. Banking institutions traditionally operate on the principle of
maturity transformation, whereby relatively short-term deposits are
utilized to finance longer-term loans and investments. While this
model facilitates economic growth by efficiently allocating capital, it

4 Sir Joseph Chitty, A Practical Treatise on the Law of Banking (Ist edn, S Sweet
1837) 112-18; Sir John Paget, The Law of Banking (Butterworths 1908) 17-28.

5 Charles P Kindleberger and Robert Z Aliber, Manias, Panics and Crashes: A
History of Financial Crises (6th edn, Palgrave Macmillan 2011) 81-105; Goodhart (n
1) 96-110.
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simultaneously renders banks inherently vulnerable to sudden and
widespread withdrawals by depositors. Even a solvent bank may
become incapable of meeting immediate withdrawal demands if a
sufficiently large number of depositors seek repayment
simultaneously. Banking crises therefore frequently became self-
fulfilling: rumors concerning a bank's financial condition often
precipitated mass withdrawals, the depletion of liquidity, and
ultimately the very insolvency depositors feared.®

These recurring episodes gradually altered prevailing conceptions of
banking regulation. Legislators increasingly recognised that bank
failures generated significant externalities extending beyond
shareholders and depositors to the wider economy. A failed bank
disrupted payment system, restricted the availability of credit,
undermined commercial confidence, and frequently triggered failures
among otherwise healthy institutions through contagion. The
maintenance of confidence in the banking system thus emerged as an
important public policy objective requiring legislative intervention.
The challenge confronting policymakers was to devise an institutional
mechanism capable of protecting depositors while simultaneously
promoting prudent banking practices and preserving market
discipline.’

It was against this background of recurrent banking instability,
inadequate depositor protection and growing governmental concern for
financial stability that the first organized experiment in deposit
insurance emerged in the State of New York in 1829. Conceived
principally through the efforts of Joshua Forman, the New York Safety
Fund represented the earliest systematic attempt to replace ad hoc
responses to banking failures with a legally established institutional

® Diamond and Dybvig (n 4) 401-19; Xavier Freixas and Jean-Charles Rochet,
Microeconomics of Banking (2nd edn, MIT Press 2008) 311-37.
7 Garcia (n 1) 5-12; Demirguc-Kunt, Kane and Leaven (n 2) 3-19.
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framework designed to preserve confidence in the banking system
through collective risk-sharing among participating banks.®

2.3 The New York Safety Fund: The World's First Deposit
Insurance Experiment (1829)

The modern history of deposit insurance properly begins with the
enactment of the New York Safety Fund Act of 1829, a pioneering
legislative initiative that sought to provide collective protection against
losses arising from bank failures. Although earlier forms of mutual
financial assistance existed among merchants and private financial
associations, the New York scheme represented the first
comprehensive statutory attempt to establish an institutional
framework through which participating banks jointly assumed
responsibility for losses arising from the insolvency of member
institutions.’

The intellectual architect of the scheme was Joshua Forman, a
prominent lawyer, legislator, and businessman from Syracuse, New
York. Concerned by recurring banking failures and the absence of any
organized mechanism for protecting depositors and holders of bank
notes, Forman proposed the establishment of a mutual guarantee
system under which banks operating pursuant to state charters would
contribute to a common insurance fund.'’

The New York Legislature enacted the Safety Fund Act on April 2
1829. The legislation required every bank thereafter incorporated
under New York law to contribute annually to a common insurance

8 Federal Deposit Insurance Corporation, A Brief History of Deposit Insurance in the
United States (prepared for the International Conference on Deposit Insurance,
Washington DC, September 1998) 3-5; Jonathan R Macey and Geoffrey P Miller,
Banking Law and Regulation (4th edn, Aspen Publishers 2011) 523-31.

? Federal Deposit Insurance Corporation (n 9) 3-5; Jill M Hendrickson, Regulation
and Instability in U.S. Commercial Banking: A History of Crises (Cambridge
University Press 2011) 21-30.

10 Federal Deposit Insurance Corporation (n 9) 3-4; Macey and Miller (n 9) 523-26.
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fund until contributions reached a prescribed percentage of the
institution's paid-up capital. The Fund was intended to reimburse
specified liabilities arising from the failure of participating banks,
particularly circulating bank notes and, subsequently, certain deposit
liabilities.'!

Equally significant was the supervisory framework established
alongside the insurance fund. The legislation did not merely create a
pool of financial resources; it also recognised that effective protection
of depositors required preventive supervision. The Safety Fund Act
therefore established a Board of Bank Commissioners empowered to
examine participating banks, monitor compliance with banking laws,
investigate unsafe practices, and recommend corrective measures
where necessary.!?

Notwithstanding its innovative design, the Safety Fund possessed
important structural limitations. Membership was restricted to banks
incorporated under New York law, thereby excluding institutions
operating under alternative legal arrangements. The scheme also
depended upon the continued financial soundness of participating
banks, exposing the Fund to significant pressure during periods of
widespread economic distress.!?

Nevertheless, the historical significance of the New York Safety Fund
cannot be overstated. It demonstrated, for the first time, that depositor
protection could be institutionalized through legislation rather than left
to discretionary governmental intervention or private contractual
arrangements. It also established several principles that remain
fundamental to contemporary deposit insurance systems, including
compulsory participation, ex ante funding through industry

! Federal Deposit Insurance Corporation (n 9) 4-6; Garcia (n 1) 8-10.

12 Federal Deposit Insurance Corporation (n 9) 5-7; International Association of
Deposit Insurers (n 3) Principles 2-4.

13 Hendrickson (n 10) 29-35; Kindleberger and Aliber (n 6) 104-12.
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contributions, statutory oversight, periodic supervision and collective
risk-sharing among insured institutions.

2.4 The First Wave of State Deposit Insurance in the United States
(1829-1866)

The enactment of the New York Safety Fund Act marked the
beginning of what may properly be described as the first wave of
statutory deposit insurance in the United States. During the three
decades that followed, several American states experimented with
similar systems of collective depositor protection, each seeking to
adapt the New York model to its own banking environment. '

Between 1829 and the early 1860s, New York was joined by Vermont,
Michigan, Indiana, Ohio and Iowa in adopting various forms of mutual
guarantee systems. While the institutional arrangements differed from
state to state, the underlying philosophy remained remarkably
consistent. Participating banks contributed periodically to a common
fund from which losses arising from the failure of member institutions
could be reimbursed. '

Notwithstanding these similarities, the schemes exhibited important
legal and institutional differences. Some states required actual
payment of assessments into a central insurance fund, while others
relied upon contingent assessments that were collected only after a
participating bank failed. Likewise, supervisory powers varied
considerably.!®

During the 1830s and 1840s, political opposition to the concentration
of financial power in the Second Bank of the United States culminated
in the expansion of so-called free banking legislation. Although these
reforms promoted competition and expanded access to financial

14 Federal Deposit Insurance Corporation (n 9) 7-9; Hendrickson (n 10) 31-36.

15 Federal Deposit Insurance Corporation (n 9) 8-10; Clark Warburton, Deposit
Insurance in Eight States during the Period 1908-1930 (Federal Deposit Insurance
Corporation 1959) 1-8.

16 Macey and Miller (n 9) 526-31; Federal Deposit Insurance Corporation (n 9) 8-11.
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services, they also introduced numerous undercapitalized and poorly
managed institutions into the banking system.!”

The introduction of the National Banking Acts of 1863 and 1864
fundamentally altered the American banking system and marked the
beginning of the end for the first generation of state deposit insurance
schemes. The legislation established a system of nationally chartered
banks supervised by the federal government and created incentives for
state-chartered banks to convert to national charters. !

The first generation of state deposit insurance schemes established
several enduring propositions. Depositor protection cannot operate
effectively without credible prudential supervision; insurance funds
require a sufficiently broad and diversified membership to remain
financially sustainable; and fragmentation of regulatory authority may
undermine the effectiveness of depositor protection where similarly
situated financial institutions operate under materially different legal
regimes.

2.5 The Second Wave of State Deposit Insurance in the United
States (1908-1930)

The demise of the first generation of state deposit insurance schemes
following the National Banking Acts of the 1860s did not extinguish
interest in depositor protection. On the contrary, the closing decades of
the nineteenth century witnessed profound structural changes within
the American banking system that renewed public concern regarding
the security of bank deposits. '

Beginning with Oklahoma in 1908, eight states - including Kansas,
Nebraska, Texas, Mississippi, South Dakota, North Dakota and
Washington - established statutory deposit guarantee schemes. Unlike

17 Federal Deposit Insurance Corporation (n 9) 10-12; Kindleberger and Aliber (n 6)
112-18.

18 Federal Deposit Insurance Corporation (n 9) 11-13; Hendrickson (n 10) 36-41.

19 Warburton (n 16) 1-15; Federal Deposit Insurance Corporation (n 9) 12-15.
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many of the earlier nineteenth-century arrangements, these systems
concentrated primarily upon protecting deposit liabilities rather than
circulating bank notes.?°

The second generation of state guarantee schemes exhibited
considerably greater regulatory sophistication than their nineteenth-
century predecessors. Participating banks were generally required to
make periodic contributions based upon their deposit liabilities, while
specialized banking authorities conducted regular examinations,
monitored compliance with prudential standards, enforced minimum
capital requirements, and directed corrective measures against
financially distressed institutions.?!

Despite these institutional improvements, the second wave ultimately
succumbed to forces beyond the control of individual guarantee funds.
The agricultural depression that followed the First World War,
characterised by falling commodity prices, widespread loan defaults,
declining land values and severe contraction within rural economies,
resulted in an unprecedented number of bank failures.??

The experience of the second wave demonstrated one of the most
enduring principles of modern deposit insurance law: insurance
mechanisms are only as resilient as the risk profile of the institutions
they insure. Modern deposit insurance systems address this problem
through diversified membership, risk-based premium assessments,
stronger prudential regulation, enhanced supervisory intervention and
access to contingency funding arrangements.?

The second generation of state deposit insurance schemes
fundamentally transformed thinking about depositor protection. It
demonstrated that deposit insurance must be designed to withstand

20 Federal Deposit Insurance Corporation (n 9) 12-16; Warburton (n 16) 16-28.

2 ' Warburton (n 16) 29-47; Macey and Miller (n 9) 531-38.

22 Kindleberger and Aliber (n 6) 131-48; Federal Deposit Insurance Corporation (n
9) 16-18.

2 Demirguc-Kunt, Kane and Leaven (n 2) 18-31; International Association of
Deposit Insurers (n 3) Principles 8-10.
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systemic rather than merely individual institutional failures and
convinced policymakers that public confidence in banking required a
comprehensive national framework supported by the financial and
regulatory capacity of the federal government.

2.6 The Birth of Federal Deposit Insurance: The FDIC and the
Banking Act of 1933

The establishment of the Federal Deposit Insurance Corporation in
1933 marked the single most significant milestone in the historical
evolution of deposit insurance. Although earlier state-level insurance
schemes had demonstrated both the potential and the limitations of
depositor protection, it was not until the unprecedented banking crisis
accompanying the Great Depression that the United States adopted a
nationwide statutory deposit insurance system.

Contrary to the impression sometimes created by historical accounts,
the establishment of the FDIC was neither sudden nor reactionary.
Rather, it represented the culmination of almost half a century of
political debate and legislative experimentation. Between 1886 and
1933, more than one hundred and fifty bills proposing various forms
of nationwide deposit insurance were introduced before the United
States Congress.**

The debate changed fundamentally following the onset of the Great
Depression. Beginning with the stock market crash of October 1929,
the United States experienced one of the most devastating episodes of
banking instability in modern history. Thousands of banks suspended
operations or became insolvent within a relatively short period, wiping
out the life savings of millions of depositors.*®

24 Federal Deposit Insurance Corporation (n 9) 18-22; Macey and Miller (n 9) 538-
45.

25 Milton Friedman and Anna Jacobson Schwartz, A Monetary History of the United
States, 1867-1960 (Princeton University Press 1963) 299-419; Ben S Bernanke,
Essays on the Great Depression (Princeton University Press 2000) 24-57.
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These developments culminated in the enactment of the Banking Act
of 1933, commonly known as the Glass-Steagall Act. Among its
numerous reforms, the legislation established the FDIC as an
independent federal agency responsible for administering a nationwide
system of deposit insurance. Initially, the legislation created a
temporary insurance programme, which commenced operations on 1
January 1934. Congress enacted permanent deposit insurance through
the Banking Act of 1935.26

The institutional design of the FDIC reflected lessons painstakingly
learned from more than a century of banking experience. Unlike
earlier state guarantee systems, the federal scheme possessed
nationwide coverage, a significantly broader funding base and close
institutional  coordination with federal banking supervision.
Membership became compulsory for qualifying banks, premiums were
collected in advance to establish a dedicated insurance fund, and the
Corporation was endowed with extensive supervisory, receivership
and resolution responsibilities.?’

The immediate impact of federal deposit insurance was profound.
Confidence gradually returned to the American banking system, bank
runs declined dramatically, and depositors became increasingly willing
to retain their savings within insured institutions.?®

Nevertheless, the creation of the FDIC did not bring an end to
scholarly debate concerning deposit insurance. Critics continued to
argue that guaranteeing deposits might reduce incentives for
depositors to monitor banks, thereby encouraging excessive risk-
taking. Modern deposit insurance systems increasingly seek to
reconcile these competing considerations through risk-based premium

26 Banking Act of 1933, Ch 89, 48 Stat 162; Banking Act of 1935, ch 614, 49 Stat
684; Federal Deposit Insurance Corporation (n 9) 22-27.

%7 Federal Deposit Insurance Corporation (n 9) 27-33; Garcia (n 1) 10-18.

28 Diamond and Dybvig (n 4); Demirguc-Kunt, Kane and Leaven (n 2) 19-34.
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assessments, enhanced supervisory intervention, resolution planning
and carefully calibrated limits on insurance coverage.?’

The creation of the FDIC fundamentally reshaped the theory and
practice of deposit insurance. It demonstrated that depositor
confidence constitutes a public good requiring legislative protection;
that deposit insurance is most effective when integrated with
prudential supervision, bank resolution and lender-of-last-resort
arrangements; and that carefully designed deposit insurance need not
undermine market discipline where appropriate safeguards accompany
the guarantee.

2.7 Global Diffusion of Deposit Insurance: Divergent Regulatory
Philosophies and Modern Deposit Protection

2.7.1 The Nordic Mutual Guarantee Model

Among European jurisdictions, the Nordic countries were pioneers in
developing nationwide systems of depositor protection. Norway
established a nationwide guarantee arrangement for savings banks in
1921 and subsequently extended similar protection to commercial
banks in 1938. Finland introduced a nationwide scheme in 1924.
Unlike the American model, which relied upon an independent
statutory corporation established under federal legislation, the Nordic
arrangements were largely based upon mutual guarantee associations
established and financed by the banking industry itself.*

2 Edward J Kane, The Gathering Crisis in Federal Deposit Insurance (MIT Press
1985) 1-35; International Association of Deposit Insurers (n 3) Principles 8-11.

30 Oladapo Olanipekun, Deposit Protection' in Oladapo Olanipekun (ed), Banking:
Theory, Regulation, Law and Practice (Au Courant 2016) 530-31; Ganiyu Adewale
Ogunleye, Perspectives on the Nigerian Financial Safety-Net (Nigeria Deposit
Insurance Corporation 2010)
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The Nordic model demonstrated that depositor protection could be
achieved through industry solidarity rather than direct governmental
administration. While public authorities retained supervisory
responsibilities, the insurance mechanisms themselves remained
substantially industry-funded and industry-managed.’!

2.7.2 The Continental European Model

Continental Europe developed a somewhat different approach.
Germany established its Deposit Protection Fund in 1976 under the
auspices of the Association of Private German Banks. France
introduced its statutory deposit guarantee scheme in 1980 through the
Fonds de Garantie des Depots, while several other European
jurisdictions adopted comparable arrangements during the late
twentieth century.

Increasing financial integration within Europe gradually encouraged
greater harmonization of deposit guarantee arrangements. This process
culminated in the adoption of the European Union Deposit Guarantee
Schemes Directive of 1994, subsequently revised following the Global
Financial Crisis, which established minimum standards concerning
coverage levels, reimbursement periods, compulsory membership and
cross-border cooperation among Member States.>*

3! International Association of Deposit Insurers (n 3); Garcia (n 1) 20-23.

32 Charles Cornut, 'The French System of Deposit Insurance' (2000) 60 Revue
d'economie financiere 212; Association of German Banks, 'Deposit Protection
Scheme' <https://en.bankenverband.de/tasks/deposit-protection-scheme/> accessed 5
July 2026.

3 Directive 94/19/EC of the European Parliament and of the Council of 30 May
1994 on Deposit Guarantee Schemes [1994] OJ L135/5; Directive 2014/49/EU of the
European Parliament and of the Council of 16 April 2014 on Deposit Guarantee
Schemes (recast) [2014] OJ L173/149.
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2.7.3 The British Evolution: From Implicit Support to Explicit
Protection

The evolution of deposit protection in the United Kingdom followed a
markedly different trajectory. For much of the twentieth century, the
United Kingdom relied upon what has become known as an implicit
deposit protection system. Rather than guaranteeing deposits through
legislation, financial stability was maintained principally through the
discretionary intervention of the Bank of England and, where
necessary, the Government.**

The secondary banking crisis of the 1970s fundamentally altered this
perception. The Banking Act 1979 introduced the United Kingdom's
first formal Deposit Protection Scheme, replacing reliance upon
governmental discretion with a statutory framework providing limited
protection to depositors. Subsequent reforms, particularly following
the Northern Rock crisis of 2007, culminated in the establishment of
the Financial Services Compensation Scheme.®

Viewed comparatively, the American and European experiences reveal
two complementary traditions in the historical development of deposit
insurance. Whereas the United States emphasized the creation of a
strong federal institution combining insurance, supervision and
receivership powers, many European jurisdictions initially favored
industry-based or hybrid institutional arrangements operating
alongside specialized supervisory authorities. Over time, however,
these differing approaches have increasingly converged as deposit
insurers worldwide assume broader responsibilities extending beyond
depositor reimbursement towards financial stability, bank resolution
and macroprudential regulation.

3% Olanipekun (n 31) 531-32; Goodhart (n 1) 188-205.

35 Banking Act 1979 (UK); Banking Act 2009 (UK); Financial Services and Markets
Act 2000 (UK); Rosa Maria Lastra, International Financial and Monetary Law (3rd
edn, OUP 2015) 431-38.
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2.8 Deposit Insurance in the Twenty-First Century: From Deposit
Protection to Financial Stability

The Global Financial Crisis of 2007-2009 represents the most
significant watershed in the modern evolution of deposit insurance
since the establishment of the FDIC in 1933. Although deposit
insurance systems had expanded considerably during the second half
of the twentieth century, their primary function remained the
protection of insured depositors against losses arising from bank
failures. The events of the twenty-first century fundamentally altered
both the objectives and institutional responsibilities of deposit insurers.
The crisis exposed profound weaknesses within the prevailing
architecture of financial regulation. The collapse of major financial
institutions - including Northern Rock in the United Kingdom,
Washington Mutual and Lehman Brothers in the United States,
together with widespread banking failures across Europe -
demonstrated that financial distress could spread rapidly across
institutions, markets and national borders.>°

Perhaps the most significant lesson of the Global Financial Crisis was
that financial stability could no longer be secured solely through the
supervision of individual institutions. The interconnected nature of
modern financial markets required regulators to adopt a
macroprudential perspective. Deposit insurers consequently assumed
responsibilities extending well beyond their traditional role as pay-box
institutions.’

These developments prompted an unprecedented wave of international
regulatory reform. In 2009, the Financial Stability Board was
strengthened with responsibility for promoting international financial
stability and coordinating reforms following the crisis. Its Key

36 Lastra (n 36) 420-45; Andrew G Haldane, 'Rethinking the Financial Network'
(Speech delivered at the Financial Student Association, Amsterdam, April 2009);
Ben S Bernanke, The Courage to Act: A Memoir of a Crisis and Its Aftermath (WW
Norton 2015) 63-128.

37 Diamond and Dybvig (n 4) 401-19; Freixas and Rochet (n 7) 311-56.
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Attributes of Effective Resolution Regimes for Financial Institutions
articulated internationally accepted principles governing the orderly
resolution of systemically important financial institutions.*®

Parallel developments occurred within IADI. Originally established in
2002 to promote international cooperation among deposit insurers, the
Association substantially revised its Core Principles for Effective
Deposit Insurance Systems following the Global Financial Crisis. The
revised Core Principles progressively shifted emphasis from
reimbursement alone towards risk minimization, operational
preparedness, institutional coordination, effective governance, early
intervention, crisis management and resolution planning.’

One of the most visible manifestations of this transformation has been
the emergence of specialized bank resolution tools. Modern deposit
insurers  increasingly  participate in  purchase-and-assumption
transactions, bridge-bank operations, open-bank assistance, transfer of
assets and liabilities, depositor preference arrangements and, in
appropriate jurisdictions, bail-in mechanisms designed to recapitalize
distressed institutions while preserving essential banking services.*’
The transformation has also been accompanied by significant changes
in funding arrangements and institutional governance. Many
jurisdictions have adopted risk-based premium systems under which
financial institutions presenting greater supervisory risks contribute
proportionately higher premiums to deposit insurance funds. Deposit

38 Financial Stability Board, Key Attributes of Effective Resolution Regimes for
Financial Institutions (15 October 2014); Financial Stability Board, History of the
Financial Stability Board (FSB 2024).

3 International Association of Deposit Insurers, Core Principles for Effective
Deposit Insurance Systems (2009; revised 2014; revised 2025); David G Mayes and
Geoffrey E Wood (eds), The Structure of Bank Resolution Regimes (Palgrave
Macmillan 2016) 15-38.

40 International Association of Deposit Insurers, Deposit Insurance Handbook (IADI
2021); Eva Hupkes, The Legal Aspects of Bank Insolvency: A Comparative
Analysis of Western Europe, the United States and Canada (Kluwer Law
International 2000) 215-86.
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insurers have simultaneously strengthened operational preparedness
through stress testing, crisis simulation exercises, contingency
planning and cooperation with other safety-net participants.*!

Viewed from a broader historical perspective, the twenty-first century
has witnessed the emergence of what may properly be described as the
fourth generation of deposit insurance systems. Whereas earlier
generations concentrated respectively upon mutual guarantees,
depositor reimbursement and nationwide statutory insurance,
contemporary deposit insurers increasingly function as integrated
financial stability authorities operating within comprehensive financial
safety-net frameworks.

Figure 1: Four-Generation Evolutionary Framework of Deposit
Insurance

) Historical ) Representative
Generation Core Question
Character Examples
First Mutual Who protects | New York Safety
guarantee depositors? Fund
systems
Second State  deposit | How  should | Oklahoma,
insurance depositors be | Kansas, Texas
protected?
Third National Who should | FDIC, CDIC,
statutory administer FSCS, NDIC
deposit protection 1988
insurance nationally?
Fourth Integrated How can | Modern  FDIC,
financial deposit PIDM, Bahrain
stability insurance framework,

41 Demirguc-Kunt, Kane and Leaven (n 2) 245-86; International Association of
Deposit Insurers (n 3) Principles 8-16.
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. Historical . Representative
Generation Core Question
Character Examples
institutions preserve NDIC Act 2023
financial
stability?

2.9 Deposit Insurance Across Legal Traditions: The Emergence of
Islamic Deposit Insurance

The historical evolution of deposit insurance demonstrates that
although banking systems are shaped by diverse legal traditions,
economic philosophies, and institutional arrangements, the underlying
public policy objectives of depositor protection remain remarkably
universal. The emergence of Islamic deposit insurance during the
closing years of the twentieth century and the beginning of the twenty-
first century provides perhaps the clearest illustration that deposit
insurance possesses sufficient legal and institutional flexibility to
accommodate fundamentally different jurisprudential traditions while
pursuing substantially identical regulatory objectives.

Unlike conventional banking, Islamic banking is governed by the
principles of Shariah, which prohibit riba, excessive uncertainty,
gambling and transactions involving unlawful activities. Financial
relationships are instead founded upon principles of asset-backed
financing, profit-and-loss sharing, fiduciary responsibility and ethical
investment. Conventional deposit insurance models, historically
designed around debtor-creditor relationships characteristic of interest-
based banking, could not simply be transplanted into Islamic financial
institutions without careful adaptation.*?

42 Islamic Financial Services Board, Implementation of an Islamic Deposit Insurance
System for the Islamic Financial Services Industry (IFSB Guidance Note, March
2011); International Association of Deposit Insurers and Islamic Financial Services
Board, Core Principles for Effective Islamic Deposit Insurance Systems (Joint
Guidance Paper).
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This challenge was particularly significant because Islamic deposits
are not legally homogeneous. Depending upon the contractual
arrangement, funds placed with Islamic financial institutions may
constitute safekeeping deposits, benevolent loans, investment accounts
based upon mudarabah, or other recognised Shariah contracts, each
carrying different legal consequences regarding ownership, risk
allocation and entitlement to profits.*’

Among jurisdictions adopting Islamic finance, the Kingdom of
Bahrain occupies a particularly significant position in the historical
evolution of Islamic deposit insurance. Bahrain developed a dual
deposit protection framework accommodating both conventional and
Islamic financial institutions. The Bahraini system is structured to
ensure that Shariah-compliant deposits are protected through
arrangements consistent with Islamic legal principles while
maintaining equivalent standards of depositor confidence and financial
stability.**

Malaysia provides an equally important illustration of institutional
innovation. The establishment of the Malaysia Deposit Insurance
Corporation introduced one of the world's first comprehensive dual
deposit insurance systems expressly designed to administer both
conventional and Islamic deposit insurance under a single statutory
framework. The Malaysian model recognizes the distinctive
contractual characteristics of Islamic deposits while providing

43 Zamir Igbal and Abbas Mirakhor, An Introduction to Islamic Finance: Theory and
Practice (2nd edn, Wiley 2011) 151-82; Hossein Askari and others, Islamic Finance:
Risk, Stability and Growth (Wiley 2010) 95-132.

4 Central Bank of Bahrain, 'Consumer Information: Deposit Protection Scheme'
<https://www.cbb.gov.bh/consumer-information/> accessed 5 July 2026; Central
Bank of Bahrain Rulebook, Volume 2: Islamic Banks, Module CP, 'Deposit and
URIA Protection Scheme'.
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substantially equivalent protection to depositors of both conventional
and Islamic financial institutions.*’

The emergence of Islamic deposit insurance has also attracted
increasing attention from international standard-setting bodies. IADI,
in collaboration with the Islamic Financial Services Board, has
recognised the necessity for specialized guidance addressing the
unique legal characteristics of Islamic deposits. These initiatives
acknowledge that although Islamic banking contracts differ
fundamentally from conventional banking relationships, the broader
objectives of deposit insurance - maintaining confidence, promoting
financial stability, and facilitating effective crisis management -
remain substantially identical.*

The evolution of Islamic deposit insurance reinforces several
important propositions. Effective depositor protection can operate
within diverse legal traditions without compromising their underlying
jurisprudential principles. Although the contractual foundations of
Islamic and conventional banking differ significantly, both ultimately
pursue the common public policy objectives of maintaining depositor
confidence and preserving financial stability. The successful operation
of dual deposit insurance systems in Bahrain and Malaysia provides an
important comparative foundation for countries operating both
conventional and non-interest banking systems, including Nigeria.

4 Malaysia Deposit Insurance Corporation, 'About PIDM'

<https://www.pidm.gov.my/general/fags/about-pidm> accessed 5 July 2026;
Malaysia Deposit Insurance Corporation Act 2011; Malaysia Deposit Insurance
Corporation, 'PIDM's Islamic Protection System' <https://www.pidm.gov.my/>
accessed 5 July 2026.

46 International Association of Deposit Insurers and Islamic Financial Services Board
(n 43); Islamic Financial Services Board (n 43).
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3. NIGERIA'S DEPOSIT INSURANCE EVOLUTION: FROM
EXPLICIT DEPOSITOR PROTECTION TO A FOURTH-
GENERATION FINANCIAL STABILITY INSTITUTION

3.1 Introduction

Having traced the historical evolution of deposit insurance from its
nineteenth-century origins through its diffusion across different
jurisdictions and legal traditions, attention now turns to Nigeria. The
Nigerian experience is not merely another national illustration of
deposit insurance. Rather, it represents one of the clearest examples of
the continuing evolution of deposit insurance as a regulatory
institution. While the establishment of the NDIC in 1988 reflected
global developments in explicit depositor protection, subsequent
legislative reforms and institutional developments have progressively
transformed the Corporation into a modern financial stability
institution whose responsibilities extend well beyond the
reimbursement of insured deposits.

Unlike many historical accounts that commence with the enactment of
the Nigeria Deposit Insurance Corporation Decree No 22 of 1988, the
origins of deposit insurance in Nigeria are more appropriately
understood against the broader evolution of banking regulation. The
establishment of the NDIC was not an isolated legislative event but the
culmination of decades of regulatory development, banking reforms,
recurrent financial distress and changing conceptions regarding the
role of the State in safeguarding financial stability. Consequently, the
history of deposit insurance in Nigeria is inseparable from the history
of Nigeria's financial safety-net.

The Nigerian experience also occupies a distinctive position within the
broader historical evolution examined in this article. Whereas many
jurisdictions initially developed deposit insurance as a relatively
narrow reimbursement mechanism, Nigeria progressively expanded
the institutional responsibilities of its deposit insurer to encompass
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bank supervision, bank resolution, liquidation, purchase and
assumption  transactions, bridge-bank  operations,  depositor
reimbursement, financial inclusion, non-interest deposit insurance,
cross-border cooperation and participation within the national financial
safety-net. This progressive institutional expansion mirrors the broader
international evolution of deposit insurance towards integrated
financial stability institutions and provides a useful case study through
which the Four-Generation Evolutionary Theory may be evaluated.

3.2 The Evolution of Banking Regulation before Deposit Insurance
A proper understanding of deposit insurance in Nigeria requires an
appreciation of the historical development of banking regulation
before the establishment of the NDIC. The earliest banking institutions
operating in colonial Nigeria functioned within an environment
characterised by minimal prudential regulation and limited statutory
protection for depositors. The failure of several indigenous banks
during the 1940s and early 1950s exposed significant weaknesses in
the colonial banking framework and demonstrated the need for
comprehensive banking regulation.*’

The report of the Paton Commission and the subsequent enactment of
the Banking Ordinance 1952 constituted Nigeria's first significant
legislative response to banking instability. For the first time, statutory
licensing requirements, minimum capital provisions, prudential
regulation, and official supervision were introduced into the Nigerian
banking system. These reforms were further strengthened by the
establishment of the Central Bank of Nigeria in 1958, which assumed

47 Paton Commission, Report of the Commission of Enquiry into the Banking
System in Nigeria (Government Printer 1952); G O Nwankwo, The Nigerian
Financial System (Macmillan 1980) 21-38.
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primary responsibility for monetary policy, banking supervision, and
financial system stability.*®

Notwithstanding these regulatory developments, depositor protection
remained largely implicit. Public confidence depended principally
upon prudential supervision by the Central Bank and the expectation
that Government might intervene where necessary to prevent systemic
banking failures. No statutory mechanism existed to guarantee
deposits or reimburse depositors following bank insolvency.

3.3 Banking Distress and the Emergence of Explicit Deposit
Insurance

The banking crises of the 1980s fundamentally altered Nigeria's
regulatory landscape. The introduction of the Structural Adjustment
Programme, financial liberalization, the rapid licensing of new banks,
declining asset quality, weak corporate governance, insider abuses,
inadequate supervision and widespread non-performing loans
collectively contributed to one of the most significant periods of
banking distress in Nigeria's history.*’

These developments demonstrated that prudential supervision alone
could not adequately preserve public confidence in the banking
system. Increasingly, policymakers recognised that Nigeria required an
explicit statutory mechanism capable of protecting depositors,
facilitating the orderly resolution of failed banks, and complementing
the supervisory responsibilities of the Central Bank of Nigeria.

Following extensive policy deliberations and comparative examination
of international deposit insurance systems - particularly the experience
of the United States - the Federal Government established the Nigeria

48 Banking Ordinance 1952; Central Bank of Nigeria Act 1958; G O Nwankwo,
Banking in Nigeria (Fourth Dimension Publishing 1980) 42-61.

4 Ogunleye (n 31) 126-35; John Chukwudi Anyanwu, 'Deposit Insurance in Nigeria:
Benefits, Cost and Operational Strategies' (1991) 11(1) Savings and Development
67.
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Deposit Insurance Corporation through Decree No 22 of 1988. The
Corporation was conceived as an integral component of Nigeria's
financial safety-net, operating alongside the Central Bank of Nigeria to
promote banking stability, protect insured depositors, and strengthen
confidence in the financial system.>

3.4 Institutional Evolution of the NDIC

Since its establishment, the institutional responsibilities of the NDIC
have expanded considerably. Initially conceived principally as an
explicit deposit insurer, the Corporation progressively acquired
broader supervisory, resolution, and liquidation responsibilities
through successive legislative reforms and institutional practice.’!

The banking consolidation programme of 2004-2005, the global
financial crisis of 2007-2009, the domestic banking crisis of 2009, the
establishment of bridge banks, the creation of the Asset Management
Corporation of Nigeria and subsequent reforms to Nigeria's banking
laws collectively accelerated this institutional transformation.>?
Increasingly, the Corporation's activities shifted from post-failure
reimbursement towards early intervention, bank resolution, systemic
crisis management and preservation of financial stability. The use of
bridge banks and other resolution tools reflected the broader
international movement away from liquidation as the default response
to bank failure and towards resolution strategies capable of preserving
critical banking functions.>?

0 Nigeria Deposit Insurance Corporation Decree No 22 of 1988; Nigeria Deposit
Insurance Corporation, 30 Years of Deposit Insurance in Nigeria (NDIC 2019).

5! Nigeria Deposit Insurance Corporation Act 2006; Banks and Other Financial
Institutions Act 2020; Nigeria Deposit Insurance Corporation, Annual Report and
Statement of Accounts 2021 (NDIC 2022).

52 Central Bank of Nigeria, The Nigerian Banking Sector Reforms: 2009-2011 (CBN
2011); Asset Management Corporation of Nigeria Act 2010.

33 Nigeria Deposit Insurance Corporation, Annual Report and Statement of Accounts
2011 (NDIC 2012); Nigeria Deposit Insurance Corporation, Annual Report and
Statement of Accounts 2012 (NDIC 2013).
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3.5 The NDIC Act 2023 and Nigeria's Transition to a Fourth-
Generation Deposit Insurer

The enactment of the Nigeria Deposit Insurance Corporation Act 2023
represents the most significant legislative development in the history
of deposit insurance in Nigeria since the establishment of the
Corporation in 1988. While preserving the Corporation's traditional
responsibility for protecting insured deposits, the Act substantially
modernizes its institutional framework by strengthening its
supervisory powers, °* enhancing bank resolution mechanisms,
expanding cross-border cooperation, reinforcing financial safety-net
coordination, recognizing non-interest deposit insurance and aligning
the Nigerian framework more closely with evolving international
standards.>

Viewed through the analytical framework proposed in this article, the
NDIC Act 2023 marks Nigeria's transition from a conventional
statutory (explicit) deposit insurer to a fourth-generation financial
stability institution. The Corporation now performs functions
extending far beyond depositor reimbursement. It participates actively
in bank supervision through a framework of information sharing and
cooperation, resolution planning, purchase and assumption
transactions,  bridge-bank  operations,  liquidation,  depositor
reimbursement, financial inclusion, international cooperation and
systemic crisis management. These responsibilities closely correspond
with the modern risk-minimizer model advocated by IADI and

34 The supervisory powers of the NDIC and its capacity to take prompt corrective
action where a bank is being or is about to be run in an unsafe and unsound manner,
is now subject to the written consent of the CBN. Under the NDIC Act 2006,
however, the NDIC could actively initiate the process of prompt corrective action, in
collaboration with the CBN. With the NDIC Act 2023, this is no longer possible.

3 Nigeria Deposit Insurance Corporation Act 2023, ss 3-4, 21, 54-62; Banks and
Other Financial Institutions Act 2020, ss 34-38, 74.
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reflected in post-Global Financial Crisis reforms across numerous
jurisdictions.>®

The Act also reinforces the compulsory character of deposit insurance,
strengthens the Corporation's fund architecture, and provides a clearer
statutory foundation for resolution-related functions, including the
management of failing or failed insured institutions. These features
collectively demonstrate that Nigeria's deposit insurance framework is
no longer limited to the traditional pay-box conception of deposit
insurance.’’

The recognition of non-interest deposit insurance is particularly
significant. It reflects Nigeria's dual banking system and aligns the
Nigerian framework with developments in jurisdictions such as
Bahrain and Malaysia, where deposit protection has been adapted to
accommodate  Islamic  banking principles. = The statutory
accommodation of non-interest financial institutions therefore
demonstrates the flexibility of Nigeria's deposit insurance framework
and its capacity to respond to both conventional and Shariah-compliant
banking models, among other non-interest systems.>®

3.6 Nigeria Through the Lens of the Four-Generation
Evolutionary Theory of Deposit Insurance

The historical development of deposit insurance in Nigeria provides
strong support for the Four-Generation Evolutionary Theory advanced
in this article. Nigeria did not simply establish a deposit insurance
corporation in 1988 and retain an unchanged institutional model.

% International Association of Deposit Insurers (n 3) Principles 1-16; Financial
Stability Board (n 39).

7 Nigeria Deposit Insurance Corporation Act 2023, ss 22-25, 37-45, 54-62; Nigeria
Deposit Insurance Corporation, Annual Report and Statement of Accounts 2023
(NDIC 2024).

38 Nigeria Deposit Insurance Corporation Act 2023, ss 21, 24-25; Central Bank of
Nigeria, Framework for the Regulation and Supervision of Non-Interest Financial
Institutions in Nigeria (CBN 2011).
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Rather, the Nigerian framework has continually evolved alongside
developments in international banking regulation.

The original statutory framework reflected the third generation of
deposit insurance systems characterised by explicit statutory depositor
protection. Subsequent legislative reforms, institutional innovation and
practical experience gradually transformed the Corporation into an
integrated financial stability institution. The NDIC Act 2023 therefore
represents not merely a legislative amendment but the culmination of a
broader institutional evolution consistent with contemporary
international developments.>”

Nigeria's experience also demonstrates that institutional evolution
remains an ongoing process. Emerging challenges - including digital
banking, financial technology, virtual assets, cyber risk, climate-
related financial risk, cross-border banking groups, and artificial
intelligence - will inevitably continue to shape the future development
of deposit insurance. The historical evolution traced throughout this
article, therefore, remains incomplete; rather, it represents a continuing
process of institutional adaptation in response to changing financial
realities.®

Table 1: Nigeria and the Fourth-Generation Deposit Insurer
Model

Fourth-generation | Nigeria/NDIC Observation

characteristic position

Explicit ~ deposit | Present Introduced in 1988 and

insurance strengthened under the
2023 Act

% International Association of Deposit Insurers, Deposit Insurance and Financial
Inclusion (IADI Research Paper, 2013); Nigeria Deposit Insurance Corporation,
NDIC Strategic Plan 2021-2025: Repositioning the Corporation for Operational
Excellence (NDIC 2021).

0 Nigeria Deposit Insurance Corporation Act 2023, ss 3-4; International Association
of Deposit Insurers (n 3) Principles 2, 4, 6 and 13.
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Fourth-generation | Nigeria/NDIC Observation

characteristic position

Risk minimization | Present Supervisory and resolution
functions extend beyond
pay-box reimbursement

Bridge-bank Present Used as part of Nigeria's

operations resolution toolkit

Purchase and | Present Supports  continuity  of

assumption depositor  access  and
critical functions

Liquidation Present NDIC acts as liquidator of

mandate failed insured institutions
and may act as such in the
case of Other Financial
Institutions, if appointed
by CBN.

Financial  safety- | Present Operates with CBN and

net coordination other safety-net
participants

Non-interest Present Reflects Nigeria's dual

deposit insurance conventional and non-
interest banking system

International Developing Increasing  convergence

alignment with IADI Core Principles
and post-crisis resolution
thinking.

4. CONCLUSION

The history of deposit insurance is, fundamentally, the history of
society's continuing search for confidence in the banking system. From
the mutual guarantee arrangements pioneered by the New York Safety
Fund in 1829 to the sophisticated financial safety-net institutions of
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the twenty-first century, deposit insurance has undergone a remarkable
process of institutional evolution. What began as a relatively modest
mechanism for mitigating depositor losses has evolved into one of the
principal pillars of modern banking regulation, financial stability, and
crisis management.

The comparative historical analysis undertaken in this study reveals
that the evolution of deposit insurance has not followed a single
institutional path. The American experience produced the federal
statutory model exemplified by the FDIC. At the same time, several
European jurisdictions adopted mutual, private, hybrid, or statutory
arrangements reflecting their respective legal traditions and regulatory
philosophies. More recently, the emergence of Islamic deposit
insurance in jurisdictions such as Bahrain and Malaysia has
demonstrated that depositor protection is capable of adapting to
fundamentally different jurisprudential traditions without sacrificing
its essential public policy objectives.

Drawing upon this historical and comparative analysis, this article has
proposed a Four-Generation Evolutionary Theory of Deposit Insurance
as an analytical framework through which the institutional
development of deposit insurance may be understood. Under this
framework, the first generation was characterised by mutual guarantee
systems established primarily to distribute losses among participating
banks; the second generation witnessed the emergence of statutory
state deposit insurance schemes designed to provide explicit depositor
protection; the third generation saw the establishment of nationwide
statutory deposit insurance corporations dedicated principally to
preventing bank runs and maintaining confidence in national banking
systems; while the fourth generation reflects the emergence of
integrated financial stability institutions whose responsibilities extend
beyond depositor reimbursement to encompass supervision, bank
resolution, crisis management, financial safety-net coordination,
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ensuring the smooth operation of the payment system and the
preservation of systemic stability.

Nigeria's experience provides compelling support for this analytical
framework. The establishment of the Nigeria Deposit Insurance
Corporation in 1988 represented Nigeria's adoption of the third
generation of statutory deposit insurance systems. Subsequent
institutional developments, particularly those culminating in the
enactment of the Nigeria Deposit Insurance Corporation Act 2023,
have progressively transformed the Corporation into a modern
financial stability institution possessing responsibilities that extend
well beyond explicit depositor protection.

The historical evolution examined in this article also demonstrates that
deposit insurance cannot be understood in isolation from the broader
development of financial safety nets. As banking systems have
become increasingly interconnected, technologically sophisticated and
globally integrated, the functions performed by deposit insurers have
expanded correspondingly. The future of deposit insurance will almost
certainly be shaped by developments that extend beyond the traditional
boundaries of banking law, including financial technology, artificial
intelligence, digital currencies, cyber resilience, climate-related
financial risks, cross-border banking groups, and increasingly complex
payment systems.

Ultimately, the significance of deposit insurance lies not merely in its
ability to reimburse depositors after bank failures have occurred. Its
enduring importance resides in its contribution to preventing banking
crises from undermining public confidence in the first place.
Confidence remains the invisible currency upon which every banking
system depends. Deposit insurance has evolved because each
generation has recognised that confidence cannot be left entirely to
market forces, nor can it be preserved solely through prudential
regulation. Rather, confidence requires credible legal institutions
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capable of protecting depositors, resolving failing banks, and
maintaining financial stability in periods of both calm and crisis.

The historical journey from the New York Safety Fund to the Nigeria
Deposit Insurance Corporation Act 2023 is therefore more than a
chronology of legislative reforms or institutional innovations. It is the
story of the gradual evolution of one of the most important institutions
within modern financial regulation. As banking continues to evolve, so
too will deposit insurance. Its history remains unfinished, and its
future will undoubtedly be shaped by new financial innovations, new
regulatory challenges and new conceptions of financial stability.

232


https://africanjournaloflegalresearch.com/

