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ABSTRACT

Commerci al banks as financial institutions can
and do contribute to economc growth and devel opnent
of a nation. In Ngeria today, there is grow ng
enphasis on the need for rapid devel opnent of the
agricultural sector of the econony in order to break
the vicious circle of poverty that is prevalent in the

rural sector. This need can only be net if there is

among ther things broader dispersal of bank offices

for snooth integration of urban and rural devel opnent.

The objective of this study therefore is to
eval uate the rural banking progranme since its
inception in 1976. An attenpt also has been nade to
anal yse the problens and shortcomngs of the overal
effectiveness of the schene. The nethodol ogy enpl oyed
In our study was mainly descriptive. V¢ hel d or al
interviews with sone bank executives, the purpose of

such interviews was to find out sone vital or rel evant

I nformation, since no questionnaires were adm ni stered.

Two phases of the programme have been conpl etec
with the banks recording 88 percent success rate in
terns of nunber of branches opened. Based on the
obj ectives of the econony and the specific goals of
the policy instrunent. The criteria for branch
al l ocati on under the two conpl eted phases have been
di scovered to be idealistic or political and not

strategic in nmeeting target goals.

The study also shows that apart fromincul cating

banki ng habits into not nore than 140 percent of the

oo vl
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under - banked popul ati on, the devel opnental strategy
whi ch should be the prinmary objective has been

negl ected due to the banks unsavourly attitudes.

Further findings show that the banks reactionary
attitude in rural devel opnent was based on exi gencies
and probl ens inherent in investing in areas with
di vergent unsecured risks. Besides, inadequate public
utilities and lack of credit guarantee schene have al so

been found maj or draw backs why banks reject ;the rural

ar eas.

However, in the course of this study, we
encountered the following limtations: First and
forenost was the constraint due to inadequate financ-
ing. The tine constraint and the unco-operative,
attitudes of some people interviewed also affected the

wor k consi der abl y.

In view of these findings, we have recomended
the foll ow ng:
(a) Active government participation in regulatory
aspects of the rural banking programeg
(b) W advocate intensive conpetition anong the
commerci al banks in the provision of their
ser vi ces.
(c) That Governnent should enbark on extensive
canpai gn strategy to foster the programe.
Al the sane, the study though not exhaustive, has

tried to bring out sonme inportant aspects of the

subj ect nmatter.
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CHAPTER ONE

INTRODUCTION

1.1 The Role of Money and Financial Institutions
in the kconomic Development of Nigeria

Money and financial institutions are generally
known to play important roles in the growth and develop=
ment of any economy, There is therefore great need for
them to be closely regulated and controlled in a‘manner
capable of achieving a given set of objectives for the
economy, more especially the development of the rural
economy, It is actually on this premise that this study
is based.,

Economists have expressed a wide variety of views
on the role of financial institutions in promoting and
facilitating economic growth and development, The varying
opinions of the economists therefore became contrové;sial;
There is the controversy arising on one hand whether the
development of financial institutions is necessary for
economic development and growth, particularly for develop-
ing countries including Nigeria. On lhe other, the |
'bontroversy is as to which approach in the development of
financial institutions would bring aboult a more effective
financial system in general and banking system in
particular,

The contention that financial institutions can and do
contribute to the development of an economy is widely helcf.1
Proponents argue that, "economic theory and economic deves
lopment theory both assure us that the existence and devélp-

ment of a superstructure of financial institutions and

financial instruments is a necessary, though not a sufficdient

soonl &
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condition of economic development", They all therefore

attribute a pesitive effect to financial institutions in
the development process. This accord notwithstanding,
they differ greatly as regards the relative magnjtudes
of impact attributed to banks and other financial
institutions in developing economies like Nigeria,

The other side of the argument is closely associated
with John G, Gurley3 who expresses skepticism about the
emphasis and prominence attached to financial development
as seperate from other institutional choices a country
makes to advance growth, It is worth mentioning here
that he does not however doubt or question the effective-
ness of the development of financial institutions as such,
Rather, he insists on the existence of alternative
techniques that may also prove feasible in a countr&‘a
development efforts.

The second and, infact, the central issue in the I
controversy over the role of financicl institutions in
economic development is whether the development of
.financial institutions precedes and therefore plays an
important role in economic development, or whether it
passively adjusts to the growth of the economy, These
two views form the major approaches to the development of
financial institutions, If the development of financial
institutions passively adjusts to growth of the economy
then we have the "demand - following" approach, On the
other hand, if financial institutions precede and there-
fore play an important role in economic growth and develop=-

ment, we have the case of the "supply - following" approacﬁ.

csdel3
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The demand - following approach Lo the development
of financial institutions is a sibtuation whereby, "as
the economy grows, it generates additional demand for
financial services which bring aboul a supply response
in the growth of the financial system", A major feature
of this demand following approach is that its contribution
to economic development is minimal =nd may even.be an
obstacle to economic development, 1n addition, bank
operations in this approach are characterized by caution
and lack of innovation, specializing in short-term
commnercial loans, The demand following approach therefore
"explains the lack of financial institutions in most j
developing countries simply as an indication of the lack
of demand for their services" which "implies that finance
is essentially passive and permissive in the growtﬂ'
process",

The Supply=-leading approach on the other hand is.a
situation whereby financial institutions are created
before demand for their assets and Liabilities becomes
. evident; thus acting as a leading sector, They therefore
play a more active role in the industrialization and
overall economic development of the areas in which they
operate, This is possible because "supply-leading finance
transfers resources from the traditional non-growth
producing Sectors to the modern Sectors of an economy with
higher growth potential, Such a transfer of resources
may be achieved by collecting the savings via new bank '
credits.h The supply-leading approach is also able to
induce growth because of its ability to promote

enterpreneurship,

P
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Therefore, in the supply-leading approach "Financial
institutions and the supply of their financial assets,
liabilities, and related financial scrvices are created
in advance of demand for them by entreprenours 1? the
modern growth inducing Sectors., It has two functions,
to transfer resources from non-growth sectors to modern
sectors and to promote and stimulate an entrepreneurial
response in these modern sectors", 1t stimulates and
develops this entrepreneurial response (where it does
not already exist) by extending non-financial services to
economic units; and may even participate in the promotion
and control of industrial as well as other types of
entreprises.

It is pertinent to observe here that the supply-
leading approach to the development of financial mutitu-
tions is more applicable to the circumstances of Nigeria
in particular and developing countries in general, This
is because when economies develop and mature up to a
certain stage, they tend to depend less on financial
. institutions for finance and entrepreneurship, In
addition to this, innovation finance removes other major
obstacles to economic development LhalL are absent in
mature economies,

It would seem plausible therefore to say that the supply-
leading approach is more applicable in the early stages
of economic growth and development, a situation in which
Nigeria presently finds herself, Before the independence,
Nigeria had operated under the British administration an
aggressive demand leading approach, Which did not give
adequate provision for mobilization and allocation 'of

capital evenly., This approach came under serious

0010/5
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criticism by many economists., Nwani A0, (1982) w?

expressed skepticism about the demand approach explains

that:= i!!:i

"The demand-following approach was utilized

in the development of financial institutions
in Nigeria during the British Colonial period,
This contributed to the development of an .
#nclave economy. Since independence, and with
the use of the supply-leading approach, more
dynamic monetary and financial institutions
have been established for the purpose of
aiding economic growth and development in a
meaningful form", i!i'

A note must however be made of the fact that the
"mere existence" of a financial arrangement which is an
lmportant prerequisite for influencing the mobllizatlon_
and allocation of Capital; and in changing savings into.

productive investment to stimulate the development

. process in Nigeria "does not guarantee" the achievqment
|l g
of economic growth and development in a meaningful form.

]

The way in which financial institutions perform these
functions in the growth and development of the Nigﬁﬂian
it

economy will greatly determine not only their contribution

but also the suaccess of the development effort, In;

" addition; whether or not they make a positive ang;ngstan-

tial contribution to economic development will depend
primarily on the structural characteristics of the sysfem,

|
and the law, regulations and the customs that gorepn their

effectiveness,

The structural characteristics of the financial

system may be regarded as the "essemble of ratios and

[

relationships, quantitatives and others, that characterize

the components of the system and tie Wt into the economy
'

of which it is a part",

1
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Such relationships in Nigeria case may include: density,
measured either as a ratio of the number of bank or non-
bank offices to the entire population or to area; size
of the financial institutions within the system;
geographical concentration or dispersion of bank and
non=bank institutions,

The Financial structure may also be determined by
the strength and character of the demind for financial
services, and the attitude of official policy of the
government towards the system, Being sn integral part
of the economy, if there is no demand for its services,
the Financial system will naturally not exist, However,
"granted that it does not exist, its structure will be
shaped very largely by the actions o the political
authorities in the form of laws, decress, regulatioﬁﬁ and
by more direct participation such as government ownership",

It is against this background and belief of what a
well managed and virile financial system can contribute
to the economic growth and developmeni of Nigeria given
the right stimulus and direction that the Central Bank of
Nigeria was established in 1958, The Bank was charged
with the responsibility of developing an effective
institutional framework required of a modern financial
system, It was thus hoped that the Bank would take steps
to consolidate its position as an cffective monetary
authority responsible for the mobilization of funds for

the growth and development of the Nigerian economy,

ewunal T
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1.2 Objectives of the Study

Rural banking can be conceived in terms of arrange-
ments for mobilization and purveyance of finance for
investment in the rural Sector, The weight to be
attached to each of these functions at any given.time de
depends on the objectives of government policy, and this,
in part depends on the level of economic development of
the country and the structure of its rural ecohomy.

The rural Secltor in Nigeria is defined here in a
broad sense as consisting of all economic activities
outside the urban economy, In the Nigerian context,
agriculture (including livestock, forestry and fishing)
forms the bulk of economic activity like crafts (weaving,
dyeing, pottery and so on), processing (particularly food
processing) and other cottage or family-unit industries
and trade form a line of activity second to agriculture,
Thus defined, the size of the rural sector within the
national economy can be gauged by the agricultural sector's
contribution to incomes, productivity, employment and
~living standards., Evidence from the flational Development
Plans sugrests that the contribution of agriculture to
G,D.P, has been declining from 55.6 per cent in 1967 to L5
per cent in 1970/71 and 23,4 per cent in 1975, It is
estimated that in 1966/67 agriculture accounted for AT
per cent of all gainfully employed persons.6

However, with rapid urbanisation and increasing
opportunity for employment in the unban~based industrial'
expansion and consequent migration from rural to urban |

areas, These numbers have greatly diminished in recent

years, From 6l per cent in 1975 and an estimated 61,2

ceee/B
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ner cent of total employment by 1980, This development
has led to declining productivity of the rural areas to
the extent that less than 60 per cent of food consumed
in the country is now produced by the agricultural Sector,

Furthermore, agricultural commodity export, ;hich
was the preatest foreign-exchange earner until the
advent of petroleum export in the late 1960s, declined
visibly to less than 30 per cent of total earnings.7

In spite of continued migration snd the number of
persons gainfully employed in agriculture, an estimated
85 per cent of Nigeria's population lived in the rural
areas in 1972, although this rural population was concene
trated unevenly among the various states,

The notable point here is that in an economy which
is predominantly rural in settlement, occupational
distribution and composition of output, the problem of
economic growth and development hinges largely on raising
the productivity and therefore the real income of the
rural Sector, Conventional economics and experience .
suggest that by supplying food, labour and investible
surplus, the rural areas help to generate urban incomes.
and employment, They also help to stabilize, if not
reduce, oproduction costs for industries and the cost of
living for workers generally, Raisinsg rural incomes and
productivity thus appear to be pre-requisites for growth;

This strategy of development is, however, a function
of improved technology, which in turn is a function of °*
the Capital base,

The existing potential for increasing productivity can be

realised only if there are improved crop varieties, more

...00/9
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fertilisers and pesticides, improved land preparation,
better storage and food processing facilities, more
irrigation in the Sahelian regions, better water control,
soil conservation and reclamation, additional infrastruc-
tures, such as access roads, market f(acilities a;d 80 on,
These technological improvements depend on the amount of
Capital the country can afford to expend, With careful
planning and management these improvements could be
brought within the reach of millions of farmers, To the
extent that higher incomes must first be generated before
any reasonable savings and investment can take place, the
vicious circle of low level of output, low income, low s
savings and investment, which is a common feature in
underdeveloped areas, must first be broken, through maszive
injections of Credit assistance from outside the rural
Sector,

Before 1977, successive governments had failed to
persuade commercial banks to extend their facilities to
the rural communities at a rate more than the banks were
_.willing to do. One of the outstanding contributions of
indigenous banks has been in their efiort to develop
potential depositors and banking habil by extending bank-
ing facilities to urban and outlying districts, To
aggressively mobilize domestic savings through the use of
innovations such as small and seasonal accounts, But
these could not be effectively sustained due to the
relative paucity of the resources of this group of local
banks. However, their effort coupled with facilkties
provided by foreign banks tended to accelerate the decline
of low banking density, But the rate of decline was

eeses/10
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unsatisfactory, Concentration of bank branches showed no
tendency to improve significantly on the prevailing
arrangement that dates back to the colonial era.

The long-standing public concern for broader d}spersal
of bank offices and the need for integration of rural
development into the overall development of the Ccuntry‘
found expression in the introduction of a Rural Banking
Programme, The scheme represents a deliberate policy under
which the Central Bank directs the banks to open branch
offices in the rural communities.

This study is intended to evaluate the rural banking
programme since its inception in 1977 to date., We hope to
achieve the followings:

(a) Cultivation of Banking habits amongst the

rural dwellers;

(b) Mobilization of savings from the rural areas
for the purpose of channelling same to
profitable ventures;

(¢) Development of agriculture and agro-allied
industries in the rural areas with a view
to achieving the national objective of self=-
sufficiency in food productions

(d) Reducing to a comfortable extent, the drift
of the youth from the rural areas to the

urban centres,

12,1 Criteria for Evaluation .

For the purpose of this evaluation, the following

criteria have been used to assess the realities of the

..00-/11
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banks performances relevant to the above mentioned
objectives
(a) Area Coverage: Whether the programme has
covered significantly a sizeable proportion
of the underbanked areas; 1
(b) Number of Branches: dhelher it has success-
fully opened the stipulated number of branches
earmarked in the Federal Government master
plan for rural banking;
(c) The success and failures of the first and

second phases of the pro;ramme;

(d) Problems associated with the programme,

1.3 Outline and Scope of Study

Studies on monetary theory and policy have shown the
the relative effectiveness or ability of the Central
Bank to Control and regulate commercial banks in order
to achieve the desired goals of an economy, 1In Nigeria,
the financial system has witnessed many legislations 'nd
government policies in the form of incentives, ownersghip
or equity participation among others,

The Central Bank of Nigeria Ordinance enacted in
1958 experienced major amendments in 1962, 1968 and a
highly comprehensive amendment in February, 1969, All
these were with the hope of strengthening the Bank's
control over the credit operations of the commercial
banks, oblige them to hold certain amounts of government
securities and to channel private sector credit to
directly productive activities, The Central Bank also

requires commencial banks to hold minimum cash reserves,

an "./12
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special deposits and stabilization securities,

During the decade covering the second and third
National Development Plans, 1970 - 1980, the Banking
sector experienced more direct pgovernment par}icipnti n
and this was as a result of "the recognition of the
increasing importance of the sector for the orderiy
growth and development of the economy".8 The Federal
Government acquired 60 per cent enuity participation in
the three major Commercial Banks namely, the First Bonk,
Union Bank and United Bank For Africa, In addition,
while the Nigerian Enterprises Promotion Decree of 1972,
further greatly affected the structure of ownership in
the banking industry, the "small indigenous" banks have
consolidated their position into "big" organisations
comparing favourably with the long established
"expatriate" banks,

It is hoped that this study will contribute by
showing whether the change in the structure of ownership
of commercial banks in Nigeria has significantly affected
the behaviour of these banks, The study will also
attempt to show their co-operation nnd adherence to the
Central Bank's monetary policy guidelines; and their
identification with the prescribed objectives of the
Nigerian economy, It would also be interesting to find
out if the above circumstances have in any way influenced
or determined their participation in the rural banking
programme, [t is also hoped that the study will '
provide an insight towards a better appreciation of the
nature of rural banking and its problems in other

countries that share Nigeria's background and experience,

.-.‘./13
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The Second Chapter discusses commercial banking
in Nigeria with special emphasis on its structure,
operations and policies, The third Chapter examines
the Central Bank of Nigeria pointing out the Legal
Framework for the regulation of Commercial Banks in |
Nigeria. Chapter four explains the rural banking
programme, the banking system and credit needs for
rural development, It discusses tlie roles of Commercial
and Co-operative banks, Financing of Agricultural sector,
strategies and policies used, Cnapter five evaluates
the entire system in terms of area coverage, number of
branches and an evaluation of the three phases of the
programme, Conclusions and Summary of the study are
summed up in chapter Six,

Financial Institutions are subdivided into Commercial
banks and non-bank financial intermediaries, This study
will restrict itself to the stratesgies, policies and
evaluation of the rural commercial banking scheme, '‘(his
is because, commercial banks througsh their demand-
deposits are capable of circulating as a means of payment
in the modern Sector of the economy, It is with this
concept of money and ability to create it that Conven-
tional theory of government control of commercial banks
through a Central Bank is based; in-addition, commercial
banks may not be restricted in their investment
operations by limitations imposed by previous receipts
of deposits as may be the case with the other category
of financial institutions,

In the Nigerian context, it is the commercial

banking system that is more developed and therefore more

eoes/ 4
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CHAPTER __TWO

COMMERCIAL BANKING IN NIGERIA

2,1 Review of Relevant Literature

Throughout history, economists have expressed
varying views about the importance and role of money in
economic theory. There are at least three schools of
thought on this subject, namely: the mercantilist, the
classical and the Keynesian, These somewhat divergent
views have however evolved into a common contention |
today where it is believed that money can only play a
neutral and passive role in a primitive economic systen
serving as a means of facilitating exchange between
members of a community in which there is little specia-
lization, In a complex economic system, however, money
"becomes a dynamic factor capable of influencing“fhe
size of national income, individual incomes, demﬁnd for
both consumer goods and producers' goods as well as'fhe
volume of savings and investments";1

It is against this background that monetary policy
which takes effect through variations in the volume of
purchasing power has come to play important roles in an
economy, namely, stabilizing the economy in the fact of
inflation and deflation, through the growth and decline
of money supply; stimulating the economy and thereby;
reducing unemployment, and bringing about overall
economic growth, Wrightsman (1971) defines monetary
policy as the "deliberate effort of the Central bank io
control the money supply and credit conditions for thé

purpose of achleving certain broad economic objeqtives“-.2

ceeaal16
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In Nigeria, the issue of rural banking problens 1
go beyond attempts to control money supply and hence f
influence the real aspects of the economy, It |
encompasses attempts by the Central Bank of Nigeria |
to create a finamcial system and develop the pebple'si
confidence in the Financial Institutions; and overalli
legislation, particularly as it affects the banking
system, |

Various studie33 have been conducted on the
Nigerian Financial System and they all seem to accept
this view and stand., However, attention has been focused
on the structure and effectiveness of the system rather
than the effectiveness of the specific regulatory |
instruments of the Central Bank as a sole monetary
authority which obviously are necessary for achieving
an effective financial system.

Early studies on the Nigerian Danking systembdivide
commercial banks into four categories. These are the
"expartriate banks, government-owned indigenous banks,
private indigenous banks and mixed banks“.h
This division was mainly on the basis of the structure
of ownership, that is equity participation, management
and control, It is however apparent that this classifica-
tion is no longer necessary today as the minimum Nigerlian
participation has been raised to 60% of equity.

Nwankwo (1980) indicates a distinction between indigenous
and mixed banks, The former are banks which are whol%y
owned and managed by indigenous Nigerian interests while
the mixed banks, as the name implies, are owned and |

Y

managed by Nigerian and foreign lnterests,

...00l’17
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Both the indigenous and exptatriate categories |
| |

however had more peculiar characteristics, Brown |

(1966) notes that the expatriate banks for example hadé
a "low branch density in relation to population, the |
branches were concentrated at the commercial centres
(one-half of all banking offices were allocated in
seven towns) the expatriate banks also maintained ciosé
contacts with Europeans by whom the banks were'extansi?ely
used, On the other hand, the banks had little contact
with Nigerians, and the degree of mutual confidence w#s
considerably 1ess".6 What this actually implies is af
discrimination against Nigerians which reflected 1£se}£
in the interest rates and other charges that were used
for them by this category of commercial banks, Therer
was thus need for changes in the system of bank charges
by these banks which would help accomplish increa.a'ed use
of the banking system, and further increases in bank
credit particularly to Nigerian businessmen, |

The indigenous banks' category on the other hand
was characterized by "inexperienced executives, their
assets illiquid, thelr capital in short supply and many
unsavourly features were noted“.7 This was infact in
harmony with Newlyn and Rowan (1954), who had observed
that "the benefits of the indigencus banks were still
potential than actual; noting that their existing
situation was unsatisfactory because of the various
unsavourly and speculative features in some of their;
operations; the inexperience of many of their executgves;

the illiquidity of their asset portfolios; and their;ladk
|

of Capital“.B This situation infact gave rise to the

....;’18 T: i
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massive bank failures of the 1980s, |
To correct some of the adverse tendencies noteq

by Brown, the interests of the depositors were furthgr

protected through changes in the Central Bank's powers
]

of supervision and control over banks through stiffer

statutory requirements régarding share capital and

reserve funds, :

Between 1967 and 1969, the Federal Government reviewed

both the Banking Act and the Central Bank of Nigerial

Act9 almost after a decade of their enactment, Theyl

were amended and subjected to a number of significnnﬁ

and rather far-reaching changes in their provisions,

Teriba (1969) appraising these amendments concluded that

"With the changes in the Nigerian Banking legislation

between 1967 and 1969, the regulatory framework '.of the

Banking system in Nigeria has been drastically over- | '

hauled, Apart from strenghtening the banking system:

the powers of the Central Bank over the economy have

been considerably increased by widening both its control

span and the opportunities for effective monetary policy“;10

He went on to remark, "it is important to remember that

the permissiveness of the law is one thing, the attitude

and actual administration of it by the Central Bank is

another"}1 |
Despite the almost drastic regulatory laws, the |

structure of the Nigerian Banking system appeared to

have remained the same even in terms of contribution;h

There were features of foreign domination, 1néffecti&e

indigenous institutions, unnecessary direct governmen%

funding and interference in the operations of many of

the institutions,
sssel19)
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Given the foreign domination, ownership and control of

- 19 =

the system, it "had all the trappings of a modern ay?tem“,
these "features of its structure, ownership, managem;nt
and control, and operations clearly needed to be
reformed”, :

It was Iin the light of this report that the Federal
Government with effect from 30 September 1976, aCQui?ed
60% participation in all the expatriate banks., 1In
principle, therefore, there are no longer expatriate
banks in the Country.

The indigenization of the Nigerian banking system
cannot be said to have been without problems and set-
backs, Nwankwo (1980) is of the opinion that the
exercise has failed. He attributed this to the fact that
the policy was not carefully thought out since the
progenitors of indigenization believed that ownérship
was the root of the problem; and majority ownership of
the system has not succeeded in ensuring the transfer
of mind and management., Added to this is the fact that
Just as the institutions in the system have been set up
haphazardly, so also have measures to improve their T
operations come haphazardly; and what is more, |
indigenization of the commercial banking sector is mudled
and involves contradictory policies over the expatriéte
banks, Indigenization aims at ownership, control and
management of the economy, but by a strange fallacy 61
composition, the Federal Government abandoned management
and control to the minority equity share holders.,

After noting that it may be wrong to conclude tﬁat
|

the influence of the banking system is all-pervasive,

although its direct influence is limited to the !

,..../26
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Tt is important to emphasize at this point that
this development did not mean a lack of investment out-
lets for the surplus funds of the commercial banks.
Indeed investment opportunities existed in the
agricultural sector and small scale industriek and
businesses among others, But that these outlets were
not utilized raises yet another question as to whether
the Central Bank is infact-capable of controlling and
directing bank credit to those sectors of the economy
that it is most needed.

Thus, all these monetary developments with their
attendant problems posed for the Central Bank a
challenging problem of how to contrel and manage a
financial system and monetary expansion, the main source
of which it had little direct control on., It is.
convenient to attribute this situation to the rélatﬁon-
ship between the Central Bank and the Federal Mlnisﬁry
of Finance whereby because of the latter's tfeasuryg
function, it tends to influence the Central Bank's }
policy options to the extent that the Bank is often |
forced to abdicate some of its regulatory functions #n
pursuit of thoge policies that aim at meeting the |

government's treasure requirements in any financial year.
However, it is on this note that it is considered |
proper to reiterate that it is how the Central Bank in
the face of all problems has employed the tools at

its disposal in regulating commercial banks; and how:
effective these tools have been, more especially in the

control of rural banking scheme is the prime objective

of this study.
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Any study that involves the application of policy
I
instruments in an economy should first seek to capture

the basic fundamental realities of such an economy.i

In this regard therefore, this study would examine |
commercial banking in Nigeria taking into acc;unt its
structure, operations ané'policies, the economic énfiron—
ment and regulatory pressures. The Central Bank of%
Nigeria would also be considered with particular reference
to its evolution and policy tools paying special

attention to the Amendments to its Act and how theyi
influence its regulatory capacity. It is only after
establishing this framework that this study would !
critically evaluate the regulation of commercial banﬁs
in the Nigerian economy,

To adequately achieve its objective, this Sfudy
will be theoretical, descriptive, analytical, aﬁd will
use documentary data from the foilowing sources:

(i) Central Bank of Nigeria:

(a) Economic and Financial ieviews;

(b) Annual Reports and Statements of Account;;

(¢) Monthly Reports; |
(1i) The Annual and Monthly reports of selected

commercial banks; and

(11i) Federal Annual Budgets during the period studied,

2,2 Commercial Banking in Nigeria:

The history of Commercial Banking in Nigeria dates
as far back as 1892 when the First Bank, the Africané
Banking Corporation was established, Before this time

|

however, the need for banks and their services did not
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arise as the economic environment which prevailed then
was that of trade by barter or predominantly.commodxty
currencies, It was therefore not until coins were |
regularly used for cash transactions that bankimg :
became feasible, In this regard therefore, 1% would
be pertinent for us to describe commercial banking in
Nigeria as-a relatively recent development. ‘Deapitﬁ
this, the banking system has grown rapidly both in i

terms of size and quality of banking services thus wit-
l
nessing the establishment of many commercial bamnks

since 1892, &Some of these banks have however since
failed but as at 30 December 1983 there were as many
as 26 registered banks operating in the country witﬂ
a total of 1,108 branches, The table that follﬁws

|
contains a list of such banks, i

TABLE 2,1
COMMERCTIAL BANKS REGISTERED IN NIGERIA UP TO 1983

— -

S/No. COMMERCIAL BANKS DATE REMAKS
ESTABLISHED] "™y
1. | African Banking Corporation 1892
2. | Bank of British West Africa 189l Now 135t
Bank Ni[’,'.
Limited
3. | Aaglo~African Bank 1899 Merzed with
BBAA in 112
i, { Barclays Bank DCO 1917 Now Union
Bank Nig.
Limited.
3.
5« { The Industrial and Commerciall 5
Bank 1929 Failed 1930
6. | The Nigerian Mercantile Bank 1931 Failed 1936

7. | National Bank of Nigeria 1933 " !

...'./l'zu




COMMERCIAL BANK£1

S/NO
8. | Agbonmagbe Bank i
9. | The Nigerian Penny Bank
10, | African Continental Bank
11. | The Nigerian Farmers and
Commercial Bank

12. | British and French Bank
13. | Merchants Bank

14, | Pan Nigerian Bank

15. | Standard Bank of Nigeria
16, | Nigerian Trust Bank

17. | Agroseas Credit Bank

18, | Onward Bank of Nigeria

19, | Central Bank of Nigeria
20, | Provincial Bank of Nigeria
21, | Metropolitan Bank of Nigef
22. | Union Bank of British Afri
23, | United Commercial (Crediti
2li. | Cosmopolitan Credit Bank
25.; Mainland Bank

26.; Group Credit and Agric Ba
27. ) Industrial Bank

28, | West African Bank

29, | Moslim Bank

30, | Banque de L'Afrique Occide
31, | Bank of Lagos

32. | Berini (Beirut-Riyad) Bank
33. | Bank of the North

- -

DATE REMARKS
53TABLISHED L
1945 ! Now WEMA Bank
1945 | Failed 1946
1947
1947 | Failed 1952
19,8 Now UBA Ltd
Failed 1960
1951 Failed 1954
1951 Failed 196l
" " "
0 " 0
(1] 1] o n
" ", il
1952 willho
ia " i (L]
ca n " "
H?.lnk " " 2 "
1 . " )
rll.k " " n
1 n " i
b " | ¥
ntale 1959 |Now IBWA Ltd,
1959 i
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3/N0 COMMERCTIAL BANKS |
ssTABRYEHED]  REMARKS -

3o | Bank of America 1960 Now Savannaly
Bank Nig,Ltd,

35, | Chase Manhattan Bank 1961 Merged with
IBWA in 1965

36, Bank of India 1962 Now Allied
Bank Ltd,

37.| Arab Bank Now Nig.. Arab
Bank Ltd,

38,| Co-op. Bank of Western Bank 1962 Now Co-Op.
Bank Ltdc

39,| Co-0Op., Bank of Eastern Bank 1961

4O, | Kaduna Co-Op, Bank Limited 1972

41.] Kano Co=0Op, Bank Ltd 1976

L2.] Pan African Bank

43.] Mercantile Bank (Nig,) Ltd) 1971

Lly,| New Nigeria Bank 1970

L5, Bahk of Credit and Commerece

International (Nig.,) Limited

46.| Progress Bank Limited

47.| Habib Nigeria Bank Limited

48,| Societe Generale Bank (Nig) Ltd |

4O | Lobi Bank ;

Source: Central Bank of Nigeria, Lagos, Various

Publications,
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Indeed, Nigeria appears to be unique among
colonial African Countries in having early experienée
of active indigenous commercial Banking. Historical
evidence suggests that indigenous merchants realised
quite early that the existing expatriate Bankg would
not give them the assistance they recguired to promote
their trade. Hence the moving spirit behind the spate
of indigenous "banking boom" of 1929 - 1933 and the
monopoly of the few expatriate banks,

Successful indigenous banking in Nigeria began
with the establishment of the HNational Bank of Nigeria
Limited in February 1933, followed in 1945 by the
Agbonmagbe Bank Limited (now Wema Bank) and the
African Continental Bank Limited in 1948,

The period 1971 = 1983 witnessed a spate of state
owned banks, | |

Tt should be mentioned in passing that ownership
per se does not necessarily make an institution |
indigenous, Indeed, an institution may be pre;dpminantly
owned, managed and controlled by Nigerians and yet
possess an operational orientation that is essentially;
foreign to the extent that it does not identify witﬁ
the development objectives and aspirations of the ;
indigenous economy., The three oldest indigenous banks -
the National Bank of Nigeria Limited, Wema Banklandlthe
African Continental Bank were established in:protea?
against the alleged discriminatory attitude Pf ixis#ing
expatriate banks against indigenous businesség.g Thé
operating policies of the indigenous banks havefthe%e-

fore been consistently in favour of indigenous |
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enterprises over the years, To the extent that they
have served to mobilise small savers and give loans
and advances to small enterprises, these banks can be
regarded as truly indigenous, albeit, at a gre?t cost
to their operational efficiency,

While this study would not endeavour to examine
the evolution and historical background of Nigerian
commercial banks in greater detall for reasons of space,
it is worth mentioning that over the years, the system
appears to have gone through five major periods of |
change., These are, the free banking era (1890-1952){
the pre-central banking era (1952-1959); the bank |
legislation era (1959-1970); the indigenization era
(1970-1977) and lastly the Post-Okigbo era (Since 1977) >

It is pertinent too to observe that each of;these
periods possessed its own unique features which may
largely be said to have affected the development of‘
commercial banking in Nigeria., In sum, therefore, it
is these features and factors perculiar to each of these
periods that when meshed, have produced the kind of

banking system we have today,

2.3 The Structure of the Commercial Banking System

The twenty-six Commercial Banks operating in
Nigeria can be classified into two broad discernible |
categories - indigenous and mixed banks based on the
structure of ownership, The indigenous banks are
Nigerian dominated and consist of such banks as Afrlcan
Continental Bank Limited, Bank of the North Limited,

Co-operative Bank Limited, National Bank of Nigeria Ltd;,

Mercentile Bank Limited, Kaduna Co-operative Bank Ltd.,
..09/28
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New Nigeria Bank Limited, Pan African Bank Limited, and
Wema Bank Limited,

Conversely, the mixed banks category is made up of
the following commercial banks: Allied Bank (Nig) Ltd,
Bank of Credit and Commerce International, First Bank
(Nig.) Limited, International Bank for West Africa Ltd.,
Nigeria-Arab Bank, Savannah Bank of Nig, Ltd,' Societ:e
Generale Bank (Nig,) Ltd, Union Bank (Nig) Ltd, and United
Bank for Africa Limited., On the basis of available
evidence, it can be sald that this category contains the
largest commercial banks in the banking system by an&
creteria of size., The indigenous banks on the otheﬁ
hand are either gingle-gtate owned or 1nter-stata ow?ed
with the latter being relatively larger in terms of}
branches, deposits and the volume of loans and advances,

The picture that emerges from the above 1slpne ?f
a predominance of indigenous ownérship in the banking
Sector of the Nigerian economy. For example, at th;
end of February 1976, the authorized and paid up capital |
of all Commercial Banks in the Country was N126,3 mi}lion
and K93,1 million respectively., The mixed banks |
accounted for }7.9 per cent of the authorized and h9,2
per cent of the paid up Capital, The indigenous banks
accounted for 52,1 per cent and 50,8 per cent reSpecfivelj.
It is important to note however that this ownership #s
mostly public than private with Federal and State
governments collectively owning the bulk of the equi%y;

The development of Commercial Banking in Nigeri?

has not been accompanied by an even distribution of bank

offices and services; and the lop-sided nature qf

‘.../29 |
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Sources: 1. Adeniyi, O.A,, Op, cit., P. 184,

2, 1963 Population Census Figures,

As can be seen,the Nigerian economy is underbanked;
There are as many as 75,187 persons per bank affice end
the geographical area per office is as high as 1,2166h
square kilometers. These ratios contrast verf sharply
with those of developed and other developing‘Countriés;
In the United Kingdom, it is }[jO00 persons per bank
office, 6000 persons per office in the United Statea;of
America, one bank office to 14,500 persons in Japan, and

52,000 persons per bank office in India, ;

The distribution of bank offices among states iﬁ
Nigeria reveals a heavy concentration in Lagos despite
the fact that the population of Lagos State is only 2.5
per cent of that of Nigeria. The Jtate has also an
average density of 26,98 square kilometers per bank.
office. In contrast, some states are very worse offfin
the distribution of banking services; and in particuiar
are the cases of Benue, Niger and Sokoto States, ,FO;
Benue State, we have 14,818 persons per office and ;n
office to 3,035.2) square kilometers, Sokoto State An
the other hand, has 206309 persons per bank office, |
Equally revealing is the concentration of more than QHII
of the total number of bank offices in the Country iA the
nine southern states of Lagos, Ondo, Oyo, Ben?el, Im% and
Anambra, Ogun, Cross River, Rivers who Jjointly share | |
between them 409 branches, | ’ |

This study notes lack of current officia} populétian
figures; and the fact that the above analyBIS;ma?InOﬁ

potray the true position as at the period studied, i
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Projections of the 1963 census figures have however not
revealed a radically different picture. But even wi%hin
the above states, there are lop-sided developmentsJ !An
analysis of the location of commercial bank offices in
Nigeria at the end of December 1975, showed tﬁéf_out{of
the 93 bank offices in Lagos state, 35 are in Légos éity;
out of the 50 offices in Oyo, 2} are in Ibadan; and
and out of the 46 in Bendel state, 12 are in Benin City;
and out of the 3l bank offices in Anambra State, 12 are
in Enugu.15 |

The uneven distribution of banking services as |
demonstrated above may be accounted for by many factprs,
principle among which are the adoption of the 'demand-
following approach' in the development of bank officés
by Nigerian Commercial Banks, the concentration'arouﬁd
regional capitals and commercial centres, and tl"le lack
of a conscious policy to direct and develop the interest
of commercial banks in rural banking. The establishhent
of state owned banks also accounts for the banking !
disparity among states. Nevertheless, the above fac%ors
are plausible if we consider the expansion in bank offices
after the creation of States and more local government

in 1976,

The lop-sided banking development has many serious
[
implications for the overall development of the Nigepia

economy as it impedes the development of the.bankingi"
| _
habit and the mobilization of savings. Most people have
|
to travel long distances to avail themselves of bank%ng

services; and in addition, because of the many persons
| .
per bank branch, services at most branches are poor, A
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common feature 1s long queugs with people struggling io

get served, The poor services also include vital bank

|

!
|

transactions like meil transfers and cheque clearance
which may take up to a month or more, This problem mﬁy
however be explained by the poor communications systeﬁ in
the Country; (one expects that the Commercial Banks, in
order to provide effective and efficient serv%ces to their
customers, should have developed ways and means of solving
this problem),

‘nother prominent feature of Commercial Banking in
Nigeria is that of poor bank management, In the face of
existing expatriate quotas consequent upon the indigeni-
zation of personnel, the banking industry like other
industries in Nigeria is faced with the problems of
recruiting and training the right calibre of staff,

This situation has given rise to understaffing ahd
inexperienced staff in most commercial banks, FEven where
banks spend time and resources to train their staff,
these are very often lost to competitors who may qffer
higher salaries and better conditions of service, What
is more, many a staff are known to be reluctant to work
in rural areas and as such often refuse transfers and
consequently withdraw their services,

A feature which is the direct consequence of thé
poor bank management problem is the high rate of fraud
and irregularities that plague the commercial banking
systen, These have reached alarming proportions and}
range from cash shortages to forgeries and collusions,

There are indications however that bank managers;havé

not always been given a free hand to manage their
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branches, It is therefore not unusual for a branch
manager to reject a loan application only to recaive
instructions from "above" to grant the factility, At
times, pressures may come from the extended family set-
up of our societies. Whichever of these cases'apply,
there is ample evidence that bank managers in Nigeria
are often subjected to both family and political
pressures and they often make decisions whi_ch-dcrnotT
depend solely on economic and banking principles, nof in
accordance with prudent bank management,

Sank lending by commerclal banks operating in Nigeria
like in many other developing Countries is characterized
by a heavy concentration in the financing of generali
commerce, short term maturity of loans and advances,!
and most important is the fact that only a smal}fyol?me
of bank loans are made to Nigerians. It has beéq sh?wn
that around 90 per cent of loans mature within 12 months
and under 10 per cent within one to five years; and it
is known that the highest proportion of total logna ;
made by one expatriate bank to Nigerians in 1969; waﬁ
35 per cent with another expatriate bank recording a
low proportion of 7 per cent, Explanations to this
nature of bank lending are not difficult to find, 1In
the first place, the concentration of bank lending ip
the financing of general commerce owes largely to th%
domlnance of commercial banks with foreign origins those
primary interest is to finance this ﬁype of activitﬁ.
since they were originally established for this puréose,
anart from their operating on the bills—onlylprincigle

which stipulates that a good loan is self—liquidating.
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Secondly, that Nigerians get a small amount of lo;ns
has often been explained by the insinuation that the
expatriate (mixed) banks discriminate against them,

Although Nigerians responded to this by establishing

their own banks, these often lack capital and {n most
cases are unable to attract substantial private depos?ta
and thus are not always in a position to adequately meet
the Credit demands of Nigerians, The fault in this |
matter may however lie in Nigerians themselves, 1t 1is
common knowledge that our businessmen hardly keep
detailed and accurate records, and they are often prone
to display total disregard towards their financial
obligations, Most of them do not repay their loans and
may even regard them as their share of the "national

|
cake", Furthermore, some businessmen hardly spend their

loans on the projects for which they are made, 3pch
loons end up being used and spent on ceremonies and the
marrying of more wives. All these, no doubt, make loans
to Nirerians very risky and unattractive, Nevertheléss,
as the nature of business organization in the economy

is gradually changing, it is hoped that commercial bénks
would also respond by changing their attitudes, ?

It is important to reiterate at this point that ?11
the features of the commercial banking system highli?hted
above militate against the mobilization of savings a?d
the cultivation of the banking habit, It is this ’ree;auza-
tion, taking into account the imprtant role commercial
banks are expected to play in the growth and defEIOpﬁent
of the Nigerian economy, that has given rise to the é
involvement of government and the Central Bang ;n'thé

banking system, Thus, the absence of a commercial
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banking system, predominantly indigenous which would

ensure adequate attention to local businessmen in what-
ever uector they belong as well as the absence of an |
adequate and flexible capital market, dictate that thé
Central Bank cannot stand aloof in the tasks of | |
expanding capital formation demanded by the new plan,

The above background formed the basis of government
1 |

intervention in the banking system which is yet another
' t
prominent feature of commercial banking in Nigerla

today, Government intervention in the banking systeﬁ
has been in the form of establishing financial {

institutions with the sole objective of directly

i
|
agriculture and industrial sectors as a way of stimulat-

ing development in these sectors, The government also
|

establishes certain schemes or programmes to be égopﬁed

financing activities in real estate construction,

by the commercial banks; an example of this is the
Agricultural Credit Scheme being implemented on its
behalf by the Central Bank of Nigeria. To furthe?
enhance its position in the banking system governmen@
also has embarked upon the indigenization of ownersh%p
of the system through direct participation in banking
both in terms of share participation and the appointﬁent
of Directors., State governments on their part have
embarked upon the establishment of their own banks aqd
the decade covered by this study has witnessed;mgny qf
such banks. This development has greatly increased ﬁhe
level of co~operative banking within the system, T
The involvement of the Central Bank on thelotherg
hand, has been by controlling the volume and diqectién

of finance to the private sector through the :Lsem:lng'r
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of Annual Monetary Policy Circulars which set out

Credit guldelines indicating the volume and dlstribu#ion
of commercial and merchant bank credit, including 1oains

to indigenous persons and institutions,
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CHAPTER THREE

HOLE OF THE CENTRAL BANK OF NIGERIA
3.1 Introduction

The Central Bank of Nigeria (C.B.N.), established
by the Central Bank ordinance of 1958 did not start
operations until July 1, 1959, Before its existence
however, ligeria had experienced a currency board sfstem
- the uest African Currency Board (WACB), The WACB itself
was established in 1912 by the colonial government follow=-
ing the recommendations of the Emott Committee for the
purposes of issuing currency and legal tender, It was
also to perform the following functions: "financing the
needs of the export trade of expatriate firms opereting
in Jest Africa; and to eradicate the confused, inconvenient
and unsatisfactory currency position in British West
Africa“.? |
It is therefore evident that the WACB was established
primarily to serve the interest of the colonial authﬁrities
and aid in their bid to exploit the West African colonies
to the fullest.

With its kind of objectives and mode of operation,
it did not take long for most Nigerian nationalists of
that time to regard and see the WACB as being absolutely
incapable of taking good care of Nigerian interests.l
Indeed, their major and strongest arguments against the
Board were based on its weaknesses and defects which E
amons; others included the contention that it had no room
for wonetary management. It was thus believed that r
since the currency of the Board was not independent, the
currency in circulation was directly linked to the
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balance of payments with automatic parity with sterling
and therefore could not be managed. 1In essence, this
meanl Lhat since the WACB had no control over money
supply in the currency area, it apparently lacked the
necessary power to initiate and execute moneta;y policy.

The above believe was further strenghtened by the
fact that the WACB apart from not having any African on
its board, did virtually nothing to train Africans in the
art of monetary management or to develop indigenous
banking and other financial institutions, 1t was also
against this background that Nigerian nationalists
profusely demanded for the establishment of a Central
Bank for their country taking into account their political
development, conditions of the Nigerian colonial economy
and the agitations for independence, It could therefore
be said that the major objective of these nationélists
was thus not to break the monopoly of expatriate banks
but to have their indigens develop the art of banking in
readiness for further responsibilities in an independent
Nigeria. The nationalists also saw a Central Bank as an
important factor if the economic development of an
inderendent Nigeria was to be vigorously pursged andi
achieved with every expediency, One important conclusion
worth reaching at this point in the face of the above is
the fact that nationalism from every indication was a
major and crucial factor in the establishment of the
Central Bank, "

The above conclusion not withstanding, the back=-
ground leading to the establishment of the Central Bank
can best be described as highly controversial, This
is in the sense that whereas the colonial administration
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was pushed into looking for ways and means of creating
a Central Bank in Nigeria, the reports of the varios
Committees on the issue held greatly varying conclusions,
The first report was written by J.L. Fisher who was
appointed to "inquire into the desirability nnd
practicability of establishing a Central Bank in Nigeria
as an instrument for promoting the economic dqvelopment
of the Country"., In his report, Fisher unambiguously
concluded that, "it would be inadvisable to contemplate
the establishment of a Central Bank at the moment which
could operate satisfactorily in such a narrow field,
Moreover, it is hard to see how a central bank could
function as an instrument to promote economic development
of the L‘ountry".2

in important factor for this conclusion by Fisher
was the absence of an indigenous banking system énd
other financial institutions that are necessary for the
effectiveness of a €entral Bank, It was in this regard
that the report had hoped that with the developrment and
growth of the above, the establishment of a Central
Bank would be a logical and useful step, Bul given the
nationalist feelings prevalent at that time, this
recommendation by Fisher was met with stron;; resistance
as the nationalists saw the Central Bank as the only
hope for their objective of rapid economic development;
and this acquired more significance as there were
continued efforts towards independence, .

The second report on the desirability and
practicability of establishing a Central Bank in Nigeria
was by a world Band mission which visited the Country
in 195%3. This report was of the view that the continued
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political and economic advancement of Nigeria is bound
to lead to the establishment of a Central Bank, The
mission therefore felt that if the management of foreign

4

assets and issue of currency were delayed, this would

amounlt to delaying that time when Nigerians '.-:l}t.;ld be

able Lo perform these functions themselves, Ileedless to

that this report was good news to the nationalists,
on the basis of this world Bank mission

rt that br, J.B., Loynes was appointed make

recomumendations on the establishment of a MNirerian

Centr: ank, the introduction of a Nigerian currency
and other associated matters., In particular, lLoynes was

to advise on:

(a) the establishment of a Federal Institution to
perform Central banking functions;

(b) the introduction of a Nigerian currency and
the administration of such a currency so as
to preserve its external value and its
acceptabill ty within the Country;

(c¢) the relationship of the Federal Institution
to the Federal and Regional governments; to
government institutions, to the commercial
banks and to the publicj; and

(d) the role of such an institution in the deve-
lopment of a local money and capital market,

[t is often contended that had Loynes not been

riven specific terms as to the fact that there would pe

a central bank and he should advice as to how best it

should look like, he too like Fisher would have certainly

seen no need for it, Nevertheless, the recommendations

of Mr, Loynes finally culminated in the establishment of
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commercial banks to maintain any given ratio between
certain specified liquid assets and demand deposits_and
between this liquid assets and time savings deposits“.3
The CB!N Amendment Act 1962, further strenghtene? the
control of the CBN over other banks by linking rates of
interest charged on advances and other credit facilities
by licensed banks to a minimum rediscount rate, of the
CBN subject to a stated minimum rate of interest in
addition to further requiring other banks to hold
specific liquid assets which were to include notes and
coins, balances at CBN, net balances at other banks in
Niceria, treasury bills, in-land bills of exchange,
promissary notes rediscounted at the Central bank and
money at call, Furthermore, the regulatory powers of
the CBN were further increased by the 1967-69 Amqndments
which laid emphasis on the direct method of contpolling
bank liquidity. In addition to strenghtenin; the
variable liquid asset ratio technique, the CBN has been
given new additions to its amoury of direct techniques
of controlling bank liquidity.

1t is important to mention here that the statutory
position of the CBN is not restricted to powers to
regulate and control but also includes the power to
compel compliance with its requests and regualtions,
There is also a provision for penalties for non-
compliance, Thus, "each bank is statutorily required to
furnish the CBN with information to ensure compliance *
with liquidity retios for example., Also each bank is!

subject to penalties for non-compliance with various
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aspects of the regulations: for example, the indigenous
|

loan reqguirement is N2,000".LL

3.3 (BN Helationship with the Government

- |

Like other Central banks in developing Couptries,
the CBIl did not evolve from a major commercial bank like
the bank of England but rather was established by govern-
ment, DUespite this background, the ordinance establish-
ing the CBN is rather explicit on what is ité expected
relationship with government, This relationship 1is ohe
whereby, the CBN is conceived as an independent arm o?
government, Thus, the ordinance completely excludes
government representation on the Board of the Baﬁk; and
even civil servants from the civil service of the
Federal and Gtate governments are excluded, In addition,
the Urdinance empowers the CBN to independently ﬁdrsue
monetary and banking policies and other duties with
little interferrence. In precise terms, the ordinance
provides that the Board of Directors of the Bank shall
be responsible for the policy and general administration
of the affairs and business of the Bank, Jhat this
means in effect is that the law does not recognize any
direct relationship between the government and the Board
of Directors of the C,B.N,

But from the practice of Central Banking, the CBN,
is both banker and financial adviser to government; ;
statutorily responsible for the banking and foreign P
exchange transactions of the Federal government bOthE.
internally and externally, It is empowered to receiﬁe
and disburse federal government monies and keep accoﬁnts

thereof without remuneration for its services, The !

|
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Bank may also make temporary advances to the Federal
government in-respect of temporary deficiencies of the
budget revenue, However, the amount of such advances
outstanding at any time should not exceed 25/ of the
estimated recurrent budget revenue approved by'the
National Assembly for the fiscal year in which the-
advances are made, All such advances should be retired
by the end of the fiscal year in which they are granted;
otherwise the Bank is not allowed to grant further
advances in any subsequent financial year until the out-
standing obligations have been made good. The CBN is
also entrusted with the issue and management of Federal
governient loans publicly issued in Nigeria upon auch
terms 2and conditions as may be agreed between the
federal povernment and the Bank,

A1l the above responsibilities of the CBN imply an
indirect and/or direct relationship with the government
and its other agencies particularly the Federal Ministry
of Finance, The constitutional functions of the'
Ministry of Finance is responsible for the collection
and disbursement of all monies of Government; and the
formulation of mainly short-term fiscal and financlal
policies, The primary preoccupation of the Ministry
therefore is to meet government financial requirements
for a given financial year, The Central Bank in
contrast, has to reconcile its obligations to government
with its major long-term policies which are aimed at,
the: overall long-term growth and development of thel
economy. These policies include the promotion of

monetary stability, management of reserves, promotion
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of sound financial structure and the development of a
money and Capital Market,

From every indication, this relationship between
the CBN and the Ministry of finance does possess in-
built possibilities for conflict, Much as the 'divergence
of opinion on monetary policy between the CDN and govern-
ment began to emerge as far back as 1966, an atmosphere
of seemingly quiet co-operation still exits aﬁd there
has hardly been any glaring dispute between the two for
the supreme authority over monetary matters. This is
not dis-regarding the fact that the CBN has come out on
several occassions to say that while it is committed to
policies that will promote the overall economic objectives
of the Country, it does not intend to abdicate its
responsibility for monetary policy and the pursuit of
its overall objectives.

Cf particular interest in the CBN -Government
relationship is the role of the Federal Minister of
Finance, It is not clear whether federal Ministers of
Finance do adequately perceive their responsibilifieB as
political heads of the Ministry and its relationship to
the CBN, But what is clear is for the Minister to
refer to the CBN as if it were Jjust another arm of the
Ministry of Finance, and as if it operated on his
instructions, The impression thus Created in budget
speeches (at least before 1966) was that the CBN
operated on the instruction of the Minister of Finance,
It was in attempt to clarify the position that the 1968
CBN ZAmendment Decree specified that;

(1) The Board (of directors of the Bank) shall

keep the commissioner of Finance imformed of

vonalel 110



- 46 =
the monetary and banking policy pursued or
intended to be pursued by the Cerniiral Bank,

(2) The Commissioner shall from time to time
if he disagrees with the Board on the
monetary and banking policy pursued 6r
intended to be pursued by the Central Bank,
so inform the Board of his disagreement
thereto, and the Commissioner may submit his
representation and that of the Central Bank
on the disagreement to the Federal TIxecutive
Council,

(3) The Federal Executive Council may in writing,
after considering the representation, direct
the Central Bank and to the monetary and
Banking policy to be pursued and the direction
shall be binding on the Board which shéll
forthwith take all steps necessary or
expedient to give effect there'to.5

The 1968 Amendment Decree also empowered the

Minister of Finance to approve the opening of accounts
for other persons in Nigeria, the holding and selling of
shares/debentures of any Corporation/Company, The ?
Minister may also require the Federal Director of Audit
to examine the accounts of CBN, The Act also requirés
the CBN to submit returns to the ministry of finance,
in form of annual and monthly reports., All these
provisions, it must be added, create avenues for an .
ambitious Minister of Finance to usurp the position of
the Board of the CBN by attempting to dictate monetary

policy pursued or intended to be pursued,
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The possgibility of this development with all its
inherent dangers not-withstanding, this study subscribes
to the belief that:

"If the relationship between the Commissioner
and the Governor and between their advigers 1is
cordial and close, there would be room for
conflict, But conflict is bound to arise if
the CBN reads and interprets its role and -
powers under the Decree in complete isolation
or without reference to the powers equally
Conferred on the Commissioner not only ‘under
the same decree but also under other eéqually
binding laws and decrees, Both are dealing
with the same variables, but one is more under
nressupes that are not only economic and .
monetary, but even moreso, are also political
and social, whereas the Central Bank, in its
splendid 'cork-lined' structure, can afford to
contemplate the longer term consequences of
politically and socially inspired policies of
the Commissioner",6

There is no gainsaying that the circumstances of th
relationship between the CBN and the Federal Ministry of
Finance has greatly influenced the type of policies
currently embarked upon by the Bank, The extent of this
influence would however be examined in the next Sections
when we consider the various factors underlying the

overall effectiveness of the C.,B,N.

3.4 The Regulation of Commercial Banks

Il is often argued that banking generally is one oi
the most closely regulated and price controlled
industries in the world; capital structure, sectoral
allocation of loans, liquidity ratio, and a host of othe
repulations which relate to prudential and credit contrk
requirements are imposed by the monetary authorities;.
In Nigeria, the history of commercial bank regulation
is no doubt a recent phenomenon, The evolution of
commercial banking was not immediately accompanied bf

regulation until the several unsavoury effects and

vena bl iB



- U8 «
tendencies capable of creating instability in the
banking habit were noticed, Regulation was therefore
only introduced in 1952 following the paton Report of
1948, Thus the 1952 Ordinance for the regulation of
the business of Banking was enacted as a direct result
of bank failures and irregularities; and the need for
further guidance and support for African baniing as was
recommended by a world bank report in 1948, '

"he regulation, control and supervision of the
bankin~ industry in Nigeria is the responsibility of the
CBN in as much as it is statutorily required to work in
close consultation with the federal Ministry of Finance,
The principal areas of control have been establishment
conditions, capital, licensing, reserves and liquidity
requirements,

The establishment of a commercial bank in Nigeria
is itself regulated and controlled., Both the Companies
Act (1968) and the Banking Act(1969) impose strict
povernment regulations on the activities of liigerian
Commercial Banks. The Companies Act makes a distinc@ion
between a Nigerian and a foreign owned company inclu%ing
banks, All banks operating in Nigeria must be locally
incorporated and hence be Nigerian Companiecs. Even
foreign Banking Companies which before the /iclt were
incorporated outside Nigeria were in respect of their
Nigerian operations deemed to have become incorporatéd
under Lhe Act as a separate entity from the parent |

company incorporated overseas, and in whose name a piace
of Business was established in Nigeria, "./ith the f
passing of the Banking Act in 1969 and the secur;ties
and exchange commission Act in 1979, the conditions

|



- 49 =

poverning the establishment and operations of Banking
business became more clearly stated. 35trict controls
were imposed on granting of license, dpeninj and closing
of branches, amalgamation, requirements on minimum paid-
up canital, maintenance of reserve fund and cer%ain
other activities of the bank".7

The 1952 Ordiance allowed banking only by a Company
which In order to be registered must have a nominal
capital of N50,000 and paid-up capital of at least half
of that amount, Applications were made to the Financial
Secretary who was empowered to pay special attention to
the bank's liquidity ratio, paid-up Capital and
reserves, He was further authorized to withdraw the
licence of any bank if its affairs were conducted
contrary to depositors' interests., The requirements were
amended in the 1958 ordinance which required theh,
Federal HMinistry of Finance to consider application in
Public interest while also classifying capital require-
ment into N25,000 for indigenous banks and nhO0,0QO for
the expatriate banks, Redreence to nominal capital was
also dropped, But with the 1967/69 Amendments,
"Instead of the former minimum paid-up Capitallﬂhoo,ooo,
an indigenous bank was to have a minimum of h?O0,000.;
Similarly, an expatriate bank is to have a minimum paid-
up share Capital of N1,5 million instead of merely |
giving the Minister as provided under the old law, a
satisfactory undertaking to Keep assets worth at least
#500,990 within Nigeria at all times". Only a transi-
tional period of six months was allowed to existing

banks to comply with the new capital requirements,
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The CBN is also statutorily empowered to control
the reserves of commercial banks, The 1952 Ordinance
required Commercial Banks to pay 20% of profits into a
reserve fund before the payment of dividend and until
the amount in reserve fund equal paid-up cavital,

Payment of dividend was also prohibited until capitalized
expenditure had been written-off, The 1953 Ordinance
later increased this ratio to 25%, The 1967/69 Amend-
ments in addition, required a transfer of 123% of net
profits Lo be made where the amount of reserve funds

is equal or is in excess of the paid-up share capital,
The CBi also has power to reguire commercial banks to
maintain a ratio of 10-30% between paid-up capital and
statutory reserves on one hand and total deposits on the
other.

Just as the CBN plays an important role in fhe
licensing of Commercial Bank's, it is also of signifdcant
importance in the revocation of such licences, It is
provided that the Federal Minister of finance, on the
recommendation of the and with the approval of the
Federal Executive Council, may revoke any licence granted
to a bank as a separate authority to operate, The
affected Commercial Bank is however entitled to notice
so that it may make representations as to why its licence
may not be revoked., 1In the same view, the CBN may take
over Lhe management of a Commercial bank and in cases of
bankruptcy, "where a licensed bank becomes unable to ,
meet its obligations or suspends payments, the assets of
such bank in the federation shall be available to meet
all deposit liabilities of the bank in the federation
and such deposit liabilities shall have priority over
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all other liabilities of the bank",

The effects of the above conditions on the formation
and operations of commercial banks in Nigeria are quite
obvious, Tn particular, it has become increasingly
difficult for Nigeria to establish banks withou% some
soft of government assistance or enter the banking
industry, These conditions have however greatly
réduced the possibility of banks failing due to under-
capitalization and thus developed more public confidence
in the banking system. They have also ensured the
safety of bank deposits in addition to protecting the
interest of depositors. The liguidity of Commercial Banks
is another area that is closely regulated and controlled,
The 1952 Ordinance required commercial banks Lo maintain
an adequate degree of liquidity. Proof of this was to
be furnished to the financial secretary on reques£.
Although the liguidity positions of banks were notclearly
defined, a bank's licence could be revoked, The 1958
Ordinance however was more precise. Section 8 of the
Ordinance required banks to maintain a holding of
specified liquid assests not less than such amount as
may be specified by the CBN from time to time. It was
an offence 1f a bank did not furnish inofrmation to the
CBN about its liquidity position, or allow its liquid
asset ratio to fall below the minimum rate specified, or
grant advances without the CBN's prior approval if the
liquid asset ratio is below the minimum specified., This
definition of liquid assets was however changed by the
1962 Lmendment which went further to give the CBN

discretion in applying the liquid assets requirement and
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those assets that may be used by commercial banks in
meeting this requirement, Of particular importance in
this regard was the treatment of balances at other
banks, Overseas assets and CBN specification of what
foreign assets could be treated as liquid asseth. The
1967/69 Banking Amendments in Nigeria further increased
the scope of CBN Control of bank liquidity. Tpe
changes introduced affected mainly the variable liquid
assets ratio, variable cash reserve ratio, and supple-
mentary reserve requirements such as special deposits
and stabilization securities, The possible range of
liquid assets was increased to include a new type of
public debt instrument, the treasury certificate; and
all externally-held foreign assets were excluded from
the portfolio of reserve-eligible assets, 1In addition,
the CBN was empowered to vary both the compositién of
any specified liquid asset and the proportion of the
different categories of assets that may from time to
time be held by a commercial bank, The cash reserve
ratio was a new development and for the first time, the
CBN was empowered to require Commercial banks to main-
tain a given ratio between cash reserves and specified
classes of deposit liabilities, The application of
this tool was discriminatory as the banking system was
for this purpose classified into three categories in
terms of size of deposits and higher cash reserve
ratios were to be maintained in that order, '
The new amendments also made provision for the CBN
to recuire commercial banks to maintain, over and above
the legal minimum cash and/or liquid assets, some

additional reserves in the form of special deposits
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and stabilization securities special deposits were to
be maintained by the commercial banks at the CBN Head
Office and were expressed as a percentage of the total
of any specified deposit liabilities or increase in
deposit liabilities. Such depositid could not Be treated
as specified liquid assets for the purpose of satisfying
the reouirements of either the liquid asset ratio or the
cash reserve ratio, The CBN has the discretion to
charge interest which should not be more than one per
cent below the Treasury Bill issue rate. Stabilization
securities on the other hand, are issued at such rate of
interest and under such conditions of sale, amortization,
negotiability and redemption as the Bank may deem
appropriate for the purpose of maintaining monetary
stability of the economy in Nigeria., In particulgr, the
bank is. pgiven the power to sell or place any such
securities with banks by allocation, reserving the right
to levy fines against recalcitrants and to prohibit such
institutions from extending new loans and advances or
from undertaking new investments, |

it must be observed at this Jjuncture that the
control of commercial bank liguidity represents an
indirect method of controlling bank credit which of |
course is always the aim of monetary policy, Thus all
things being equal, "a reduction in the volume of
commercial bank liquid assets is expected to force these
banks into curtailing their Credit operations while an
increase 1is expected to produce the opposite effect”%
Apart from this, commercial banks in Nigeria are alsé
subjected to direct control of their Credit Opeationﬁ
by the CBN, This is done through the fixing of the
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annual rate of expansion of commercial bank credit,
sectoral allocation of bank Credit, and fixing of the
indigenous credit quota, Thus, the CBN is "empowered
to fix ceilings not only on the volume of loans,
advances and discounts outstanding at a Commercial bank
bul also for the different categories of such loans,
advances and discount", The Bank can also fix ceilings
on increases in such loans, advances and credits with a
specified future period of time,

It can be seen from the above that the control and
regulation of each of the above areas of commercial
bank operations in Nigeria requires a specific tool or
combination of tools; and these have been used over the
years, Furthermore, as can be seen, the regulation of
Commercial Banks in Nigeria also involves government
regulation particularly in terms of legislation hp wit-
nessed by the several amendments to the original Central
Bank of Nigeria Ordinance, the 1968 Companies Act, and
the Danking Act (1969); and the imposition of Bevgral
other conditions that govern the banking business. In
conjunction and supplementary to government regulati@n,
the Cgll also employs monetary policy tools at its dis-
posal in the control of the behaviour of commercial
banks operating in Nigeria, ;
The Bank has the following tools in its armouryt
(i) Variable discount rate, interest ra%e |

structure and bank charges;
(ii) Open market operations; ,
(iii)Variable 1iquid assets and Liquidity ratioj
(iv) Moral suasion; |

(v) Selective credit control;
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(vi) Cash reserve requirements;
(vii) Special deposits; and
(viii)Stabilization Securities.B

To complement these tools, the CBN also issues
annual credit guidelines or monetary policy cifculars
to commercial banks which contain specific directives
to the banks in respect of their general 0perqtions as
£hey affect the Nigeria economy.

The methods mentioned above have been anplied
singly or Jjointly at different times to achieve the
prevailing objectives of the economy at such times,
Some of them have however never been applied or are yet
to be used, The question then that readily comes to
mind is to what extent have these methods been effective
in achieving the set targets and specific objectives of
the Niperian economy? ‘

Finally, it is apposite to state that the rural
banks have been most successful in Nigeria precisel
becauce they are backed by regulatory tools, The’need
for a seperate department in the Central Bank to cater
for the interest of rural banks cannot be overemphasized,
The need for the Central Bank in conjunction with the
Government, to encourage and redirect the system of
branch banking and public agricultural credit institutions
in order to achieve the objectives of increasing rural

productivity is more urgent now than ever,
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CHAPTER FOQUR

THE RURAL BANKING PROGRAMME

.1 Background Information

liconomic indicators show that about 75 per cent of
the population of Nigeria live in the rural areas and
most of them have been denied access to banking
facilities, . The significance of this lack of access to
banking facilities is better appreciated whenlnne realises
that the bulk of the rural population is engaged in
agriculture, handicraft and other basic, smallescale
enterprises, Apart from the lack of access to bank
credit to promote these essential sectors of the economy
in which the rural population engages, the stock of
money in their hands is kept outside the banking system,
It was estimated that such funds accounted for about 50,14
percent of the total money supply in 1975, This compared
poorly with ratios of 21 per cent for the United States.

4ith the above picture of the total neglect of the
rural Communities in the scheme of bank expansion and
the inadequacies of banking services generally reiative
to the size of Nigeria's territory and population, it
is easy to appreciate the concern which the monetary
authorities and, indeed, the Government as a whole
expressed for the establishment of a diffused branch
network of banks to all parts of the Country dn a bid to
develop bapking habits among the people and build up
a banking system that could sustain rapid and balanced

development of the economy,
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itelevant to above, the Rural Banking Programme
was Inlroduced following the reluctance of the banks,
notably the erstwhile foreign banks to extend banking
serviees to the rural areas of the country, The scheme
came into being in July 1977 after many years of Planning
and research, This was sequal to the Okigbo Committee
Report of 1976 on the programme, The Federal Government
on the strenght of the recommendation of the Committee
Implemented papers on it; the Central Bank therefore
made It mandatory for all commercial banks to open
rural branches in selected areas throughout the country,
"This scheme was set up by Decree No0.20 in March
1977 with the following objectives,
(a) Cultivation of banking habits amongst the
rural dwellers;
(b) Mobilization of savings from the rural éreas
for the purposes of channelling same to

profitable ventures;

(

Q

) Creation of Credit by way of equity and loans
for small scale industries;

(d) Development of agriculture and agro-allied
industries in the rural areas with a view to
achieving the national objective of self=-
sufficiency in food production;

(e) Reducing to a comfortably extent, the drift
of young men and women from the rural areas
to the urban areas“.z Under .

Under the scheme a fund of K100 million was subscribed
by the Federal Military Government (60)X) and the Central
Bank of Nigeria ()j0%)., The modus operandi is that the
Comiercial banks will lend to farmers at the stipulated
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rate of |} = 6 per cent but the agricultural ector

being 2 risky business, the fund guarantees whateverI

loss results from such lending.,

The programme was broken down into three phases
for smooth management and control and also to énéble
the banks pursue with vigour the tenets of the. scheme,
Two hundred centres were identified in the first
phase, 1977 - 1980 and for the second phase 1980 - 1983,
Two hundred and sixty-siz branches were allocated to
commercial banks, Because of poor performance, the
second phase was extended for another one year from
January 198l; this time supplement was given to enable
the barks consolidate their positions. This period it
was ascumed would also enable the Central Bank assess
fully the impact of the rural banking programme on the
operations of the banks. 1In the next Chapter we aha11

discuss in details the phases of the programme,

o2 The Nigerian Banking System and Credit lieeds for
‘Rural Development .

in Nigeria today, there is growing emphasis on the
need for rapid development of the agricultural sector
of the economy in order to break the vicious circle of
poverty that iS prevalent in the rural sector,
Unfortunately, the various Nigerian governments have
initiated laudable objectives and grandiose programmes
for agricultural development, the implementation of
which has not always been realised in practice, -
Consequently, Nigeria's agricultural system has |

continued to be plagued by a number of probleps;
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Among these are

(i) a low level of technology and very limited
application of yield=-increasing inputs such as
improved seeds, fertilisers, insecticides and
fungicldes; '

(ii1) the use of archaic farming implements; |

(1ii) a lack of storage and poor transportation
facilities, resulting in poor distribution and
utilisation of perishable items;

(iv) a poor marketing structure, under which the
farmers receive very poor prices for thelr
produce;

(v) o conservative land tenure system which discourages
rapid adoption of available agricultural innova-
tions by the farmers; and

(vi) a2 lack of effective credit facilities,

One effective way of tackling Ithese broblems is
by improving the financial base of the agricultural
sector. Traditionally, capital for investment in
agriculture comes from two potential sources: personal
savings of the farmers and farm credits,

Because of low yield, farmers are faced with very low

levels of farm income and thiis there is a severe

limitation on their saving capacity. Thus farm Credit
appears to be the only means of improving farm capital
investment, and without it there can be no progress

in the country's agricultural development, P
There are two broad categories of sources of

credit in Nigeria: firstly, non-institutional sources;
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and secondly, institutional sources of Credit,

The non-institutional sources comprise mainly
friends and relatives, merchant middlemen and profes-
slonal money=-lenders, while the institutional sources
consist of farmers' Co-operative societies, state
agricul tural credit corporétions, the Nigerian
Apricul tural and Co-operative Bank and the Commercial
banks,

Hecause the non-ingtitutional sourees are not
formal they are free from the bureaucratic red tape
which characterises the institutional sources, even
thouzsh the size of individual loan receivable from this
source is extremely limited, It has, however, the
largest coverage despite the fact that interest rates
wherever they apply are high and exploitative int?rest
rates raﬁge from nothing up to 200 per cent per annum,

Most institutional sources of farm credits were
specially instituted to save farmers from the eéxploitation
of the private money-lenders and merchant middlemen,
Credit from institutional sources comes in cash and in
Eind, and each loan is generally larger. Intefest rate
is fixed, generally known and, in fact, much lower thén
rates charged by the non-institutional credit sources,
but the formal procedure for borrowing and repayment
results in undue delay in granting the loans, Even
though the size of an individual loan is a little bigger
than those from non-institutional sources, security
coverage has been traditionally poor, It is perhaps
as a result of this poor coverage that the Federal

Government has given a directive to commercial banks
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to grant more agricultural credit to farmers since
it is now prepared under the new Agricultural Credit
Guarantee Ucheme to guarantee part of such loans,

This development leads us to the subject of this
subhending, which is an attempt to evaluate 'bhe.suit-
ability or otherwise of commercial banks as suppliers
of farm credit., This I have done by reviewing briefly
ih the first Section the banking principles under which
commercial banks operate and their modus operandi in
Hireria, and by investigating (by means of structured
questionnaire administered in the Zaria branchgs of
major commercial banks) the new policies of the banks
to the agricultural sector since the Federal Government
directives and the effect of these directives on
traditional commercial banking operations, The result
of this survey is presented in the second sectioﬁ,

Commercial banks are organised as private, profit-
making businesses and operate within the same framework
of competition as other commercial enterprises, although
they are regulated in somewhat greater detail than most
businesses, The Central Bank has broad supervisory
powers over the banking system. This fact has an
important bearing on bank operations and loan and
investment policy that is sometimes overlooked by the,
public,

Commercial banks obtain the major part of their |
funds from suppliers as demand deposits and time .
deposits., Since deposits show wide seasonal or other

temporary variations, banks use a major part of thelr
Otiin!/ﬁa
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funds for short-and intermediate~term loans and
investments, At the longer term end of their loan
portfolios one real-estate mortgage loans that are made
for a number of years. Instalment loans and some other
loans to business and individuals are for an inter-
mediate term of from one to about three years. Their
short-term loans, the major part of their loans to
business including farmers, consumers and others, are
for comparatively short periods generally ranging from
a few days to a few months with few, if any, exceeding
one year. Banks investments in Securities are largely
in treasury securities and state and local government
bonds, They hold relatively few corporate bonds or
corporate shares., Treasury securities are important in
comunercinl bank portfolios due to their liguidity.

In contrast to all other lenders, who can leﬁd
only their own capital or money entrusted to them by
others, commercial banks create most of the funds that
they lend-subject, of course to the reserve requirements,
cash needed for day-to=-day transactions and the policies
of the wvarious banks, The money=-creating power of the
Commercial banking system affects the credit supply
available to agriculture both directly and Indirectly,
It influences commercial bank loans to farmers as well
as bank financing of merchants, dealers, processors
and the like, through which farmers obtain considerable

credit, At the same time, it influences investment

policies of commercial banks and thereby the flow of |

credit to farmers through other lending institutions,
|
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vince banks are independent corporations organised
by individuals, their policies naturally vary greatly,
Two banlks may look alike to the public, but in reality
they may be very different institutions, COne bank may
have n progressive farm policy and be interesteé in
makin;, loans, whereas another bank may invest the bulk
of ils nssets in non-farm loans and securities, Some
banks maintain a flexible policy designed to meet the
needs of the community, while others make few changes,
From the point of view of Credit extension, two of the
more important policy considerations pertain firstly
to the distribution of the bank's earning assets, and
secndly to the policy followed in making and servicing
loans,

Policy with regard to the bank's earning assets
determiné the amount of funds put into loans, and loan
policy indicates the way in which or the terms upon
which those funds are made available to borrowers,
Assets of banks often are grouped on the balance sheet
as cash, loans, investments and other assests,

Of these, loans and investments generally are the
larpest items, These two groups Comprise the major
earning assets of banks, and the allocation of funds
between them indicates the relative importance of the
bank's loan programme, While traditional theory of
commercial banking holds that the banking system should
adjust its earning assets to the needs of the business

world, The commercial banking system is considered

merely an afjunct to the productive process., In practic,

..../614-
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there have been periods when investments of commercial
banks in securities grew much faster than loan volume,
Investments in securities give commercial banks
flexibility to adjust to changing conditions, IThey
provide secondary reserves for deposits to suppiement
required reserves, enabling a bank to adjust readily to
a run-off in deposits if such could occur, They can
also be liquidated to provide funds for loans should a
favourable opportunity arise; at such periods of strong
demand, Consequently, a high level of loans to deposits
generally becomes a constraining factor in bank lending,

In Nigeria, before the Federal Government Agricule
tural Credit Guarantee Scheme, the commercial banks
were supposed to be some of the institutions granting
credit to farmers. In practice, they had not always
been ready to grant loans to farmers for many reéqona.
Because they are profit making organisations, most of
their lending activities are concentrated in non-=farm
investments where there is relatively less risk and
fewer uncertainties and where returns on capital appear
to be high, Besides, farmers are often scaltered over
wide and inaccessible rural areas, and commercial banks
are understandably unwilling to employ touring staff
to maintain a constant contact with the farmers, DMore=-
over, the banks can easily ascertain the credit-
worthiness of a non-farm investor who by the nature
of his business keeps a bank account and lives in an |,
urban centre where his activities are well known to
members of the business community of which the bank
officials are members., |

...../65
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Ihe majority of farmers have no access to
comuercial banks because of the lack of accentable
collateral, Land, which constitutes one of the most
important assets of a traditional farmer, is noE an
accentable security because the customary tenure system
makes il inalienable by individuals, One may as well
po.int, out here that, with the exception of the .
Co-operative Bank of Nigeria (which is supposed to be
a farmers' bank) most or all others would insist on
suitable collaterals, Farm lending by the Co-operative
Bank is done mainly through the various farmers
co~operatives., Banks in Nigeria look on agricultural
business as an unstable and unpredictable venture, This
is because most of the factors controlling the farm
enterprise are largely beyond the control of the farmer
himsclf.. Banks therefore, are generally not interested

in gronting loans for ventures on which they are not

~

surc ol claiming back their principal and inlerest,

Infact, a primary consideration of commercial banks as
well as of all lenders, is the risk involved in making
a loan, Lenders make only those loans which Lhey feel

are sure to be repaid,

o3 [ral Banking Development: the Role of Commercial
and Co-operative Banks '

The Section is concerned with analysing and
identifying the role of co-operative banks as part of
the effort for rural development in Nigeria, Our task'
is made considerably more difficult, however, by the

problem of a precise and generally acceptable definition
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of the core phrase in the title of this write up rural
area of a country than to define it, To comnadnd the
problem further, what is a rural Community in one
country may not be so in another country. Lven in our
large country, we find that because some Stuteslare
simply more urbanised than others, what will be a rural
urbanised States. Activities identified with such
communities, such as rural banking, can therefore be
defined in relation only to a given part of a country
or a riven territorial boundary, where more parts are
homogeneous in terms of rural-urban setting,

"5 a rough guide, the United Nations describes a
rural community as one with a population of less than
10000 2nd 'characterised by highly integrated social
systems: social values, attitudes, interpersonal ' .
relations and work habits'.1 Because these charaéter»
istics are necessary but not sufficient fdr srouping
communities into urban and rural categories, planners
have sought to refine this definition by the addition
of more criteria of identification., For its rural
banking programme the central bank of Wigeria has not
attempted the difficult task of defining precisely a
rural branch, Under its rural banking development
programme it has simply designated some points as
rural on the basis of their being local government
headquarters, or on the basis of population (50,000
versons), on their level of economic activities and .
on other established institutions. For example,

schools, hospital, government institutions and so on,
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“dmittedly, the problem of defining a rural
community is a real one, More real and demanding our
urgent attention, however, is the problem of developing
these areas, because the much-discussed exodus to the
urban areas of the country has not led to any éatisfac-
tory resolution of the problem, For one thing, the
rate ol reduction in population in this sectot, as
evidenced in Table L:1, has not been such as will
surrest a diminution of the problem. As this table
clear!y shows, rural population as a percentapge of
total population in Nigeria has remained significantly
high, sand in the sixteen years between 1960 aéd 1975 '
only n reduction of 7,02 percentage points has been

effected by the so-called rural-urban exodus,
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Table h:1 !

Nireria: estimated population by Class Distribution f

Urban Population Rural Pquiatién

Mimber Percentate Number “ercentage
Year (Million) of Total (Million) of Totai
1966 9,321 18.06 112,297 81,94
1961 9,760 18.4) 143,161 81,56
1962 10,220 18,83 Iy 058 | 81217 |
1963 10,702 19,22 I} . 968 - 80,78
1961, 11,184 19,60 45.8¢8 80,40
1965 11,687 19,98 116,802 80,02
1966 12,213 20,37 lr.738 79.63
1967 12,163 20,77 18,667 79423
19608 13,397 21,27 49,589 78,73
1969 14,122 21,87 50,439 78413
1970 1);,881 2249 51.29); 77 51
1971 15,672 22,99 52.496 7%.01
1972 16,96 23,50 53.709 76450
1973 17.321 23,95 54,990 76,05
197 18,187 2L 2 56.293 75,58
1975 19,237 25,08 57477 7l 92

Source: 8,0, Olayide, Economic Survey of Nigeria - 1960
- 65, Aromolaran Publishing Co, Ltd, Ibadan,
1976, p.17, Table 2,2

l

The creation of states and the establishment bf:

|
local povernments have tended in the recent past to

assist the urbanisation of more towns and villages, |
|
but these have amounted to no more than a scratch on |

the surface of the rural development proble, |In view
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of this, efforts are being made on national and supra-

{1
more comfortable to live in and thus, in the process,

national levels to make the rural areas of ou; countﬁies
stem the drift to urban areas, which leads to:theiov{rh
taxing of the inadequate social amenities in %ﬂe_citjes;
It is the thesis of this paper that the éo—dperqtive
banks are by their business philosophy and or%entatién
well-placed to play a significent role in this national
effort, Unfortunately, rural and community dFvelopm;nt
and co-operatives, as a maJjor approach to rural |
transformation of the economy, have not been ggifen their
due attention in our national economic developmént plans,
To achieve the objective of this study as stated
above, we shall in the next section briefly discuss the
evolution, structure and operations of co-operative |
banks in Nigeria, This we consider necessary iﬂ_view
of our assertion that this group of banks can be
transformed into a useful tool of rural develbpment in
Niceria. If we are going to assign such an important
task to these institutions, it is important for us
first to understand and fully appreciate their
strengths, weaknesses, objectives, and workiﬁg. Next,
in 'he third part of the study, we attempt to survey
the problems of these banks in setting themsglves up!
in the rural areas of the country, As banksiwith du%l
roles and responsibilities as Commercial as well as
co-operative banks, the different problems posed in .
each case need to be noted separately so thaﬁ
approaches to their solution can be objectivély ?rLehted.
ity
!

veees70 | |
|

144

{1

| 1 ]
|



I
|

- P8 - B

||
lie3.1 Co-Uperative Banking in Nigeria 1 %'

Unlike rural banking activities, those of co%:.
operative banking can be easily defined since we knqw
what a co-operative bank is: 'A Co-operative panﬁlégr
be simply defined as a financlal institution skéciaily

1
|

set up to offer greater access to saving and bbrrowing
focilities for co-operative societies and thnLr members

at relntively cheaper costs than those provided by the

| .
| |
|

traditional/commercial banking institutions?',
The first Co=-operative bank was not established Z
in Miveria until 1953, but the idea of eatabllshing a
Co=-onerative farmer's or people's bank had been mooteq
as early as 1907 when the first move to establish a |
co=onerative society or union in Nigeria was mad; at j
Agege, Iqros.2 Soon after the establishment of the |
first co-operative bank in Nigeria = the co—operétive:
Bank Ltd, (Formerly the Co-Operative Bank of Western
Nirer s Ltd,), the Co=operative Bank of Eastern Nigeria
was lounched in 195, For the next two decudés, no
new co-operative bank was established, By Novenber
197);, Llhe Kaduna State Co-operative Bank Ltd.i(LieéhsPd
in October 1973 as the North Central Co—Opevative'Ban%)

\

was established, and was followed nearly two years | |

f

later by the youngest of Nigeria's Co-operative banks,
! i |

the Yono Co-operative Bank Ltd, The two oldertbankp-
between the time of their establishment and 1962 had

acted purely as Co=operative banks in the senée that .
they served their members only., By 1962, however, these

two institutions were forced to take up a Commern%al
I I
c-aoo/??! ih|
. |
| !
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banking licence, The 'Commercialising' of the
activities of these banks marked an important milegtcle
in their history with significant implications and
renercussions for the orientation of their bnsinegﬁ. 1
le sh-11 return to this issue many times later in ‘tihei
paper in view of its effects, both positive and
neralive, on the activities of Co=-operative bapka.;

* notable feature of these banks, as thnir nanlmsI
imply, is that they are all state banks, established .
to serve primarily the interests and developmontlof E
Co-operatives in their States of Origin, Jtate ‘l
goveraients' prominent roles in the establishment of |
these banks is also a feature common to all, aibgit Il
with slightly different dimensions. The first two 1
banks 1ot substantial initial establishment prrants frpm
their respective state governments, Thereaftér," |
however, the new institution were put entirely in the
care and service of the Co-operative movemnntd. IIn;':tLe
case o7 the newer banks, the story is differeﬁt mqst
probably because the Co-operative movement inltthe

states nre not as developed as in the states of Orihih

of Lhe older banks, '

i
|.
Common to all the Banks, however, is a singular

gonl or objective, Explicitly, consciously aﬂd éxprﬁssly,
all the banks were established to function asia Central |
Pinancing agency for co=-nperative movements i#ltheirn
states, It is for this reason that these ban?s Ara lo
variously called farmers' bank, People's Bankfand suéh
names that tend to identify the institutions with the

rural community,

— - L I
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banking licence, The 'Commercialising! of the: ;
activilies of these banks marked an important mileatoﬁe
in their history with significant implications and |

repercussions for the orientation of their business,
de =h~11 return to this issue many times later Rn thei

paper in view of its effects, both positive and

neralive, on the activities of Co-operative banks, |
notable feature of these banks, as theip naﬁesl
imply, is that they are all state banks, establisﬁad :
to serve primarily the interests and development of
Co=operatives in their States of Origin, Jtate |
goverauients! prominent roles in the establishment of |
these banks is also a feature common to all, albeit }
|

banks ot substantial initial establishment grants from

with slightly different dimensions, The first two

their respective state governments, Ther'eafter',.l _f
however, the new institution were put entirely in.tpei
care and service of the Co-operative movementa, In¢the
case o7 the newer banks, the story is differeﬁt mqsf:
probably because the Co-operative movement in these
states are not as developed as in the states of origin
111

of the older banks, “ ||

Common to all the Banks, however, is a singular

ronl or objective, Explicitly, consciously aﬁd expressly,
all the banks were established to function as!a Centrali
?inancing agency for co=-operative movements in their:
states, It is for this reason that these ban%S ére ;.
variously called farmers' bank, People's Bankfand suéh
naomes that tend to identify the institutions ?1th th%

rural community, FRLE
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branches of Kano Co-operative Bank are urban, The
banks being first and foremost, now, Commercial banks,
the reasons for their bias towards urban banking should
not. be difficult to assess,

e Co=operative banking sub-sector of th;
Commercial banking sector is led by the co-operative R
bank Ltd,, which, as at the end of March 1977, accounted
for 60 percent of all the sub-sector's asset/Liabilities,
69 per cent of loans and advances, and 58 per cent of
all deposits, The Co-operative Bank of Eastern Nigeria
Ltd,, was very badly affected by the thirty moﬁth wari
between 1967 and 1970, and the other two Co-nperativef
banks have yet to make their impact felt on the scene,
It is probably a combination of these factors that
account for this dominant position of the Co-operative
Bank Ltd, Comparatively, this Sub-sector is, hoéever,
very small, The sub-sector's totai assets/liabilities
for example, accounts for only I per cent of the
Commercial banking system's total assets/liabilities,
and 5 per cent each of the system's deposits and loans
and advances,

dith the addition of responsibility for co-operative,
recently, to the original functions of the Nigerian
Apricultural and Co-operative Bank, a new dimension
seems Lo have been introduced into the gtructure of
Co-operative banking in Nigeria, The position of the
Nigerian Agricultural and Co-operative Bank in the i
structure of the banks is, however, difficult to
ascertain now, This is principally because it partia;ly

-oo-./?h-
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operates partly in the same way as other Co-operative '
Banks, and at the same time like a development Bank,
were it to complement the activities of the state
co~operatives in the capacity of an apex institution,
it would have been easier to place in the sub=sector's
scheme of things. This situation has some implications
for activities in the sub-sector and to this we shall

return below,

Table l}:2 Branch network of Co-operative Banks,July,1983

A B
Co=operative Bank Ltd Co-operative Bank of
Oyo 5State, 9 Branches Eastern Nigeria Limited

Anambra State 9 Branches
Ondo State 6 Branches 1
Imo State 10 Branches
Ogun State 2 Branches ' |

Lagos State 11 Branches
Lagos State 2 Branches - aq

Bendel State 1 Branch

c D |
Kaduna Co-operative Kano Co-operative Bank Ltd

|

Kaduna State 5 Branches Kano State 1 Branch

|

|t

Nigerian Agricultural & Co-operative Bank
Kaduna State - 1 Branch, Kaduna (Head Office),
Anambra State = 1 Branch (Enugu)
Oyo State = 1 Branch {Ibadan)
Bauchi State - 1 Branch (Bauchi)

Sokoto State = 1 Branch (Sokoto)

Rivers State = 1 Branch (Port-Harcourt)

Bendel State

1 Branch (Benin),

svnigl (5
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Source: Ade T. 0jo and Wole Adewunmi, 'Co-operative |
Banking in Nigeria, evolution, structure and

operations; mimeogrophed, University of Lagos,
July, 1983, i .

heo3.2 Activities of Co-operative Banks

Deposits in all the banks have grown tremendously
over the years, In the case of the older banks, these
increases in volume of deposits shot up significantly
after going commercial in 1962 and opening their doors
to non-co-operator depositérs., In both the Kaduna
Co=operative Bank and Kano Co-operative Bank, deposits
constituted more than 80 per cent of the liabilities of
the banks, At the Co-operative Bank Ltd,, deposits
amounted to only N56,000 in 1954, N1 million in 196,
N25 million in 197 and %129 million in 197¢. 'Since
this Bank became a commercial bank in 1962, it héq
continued to recieve very encouraging patronage from
the private sector and it is the deposits from this
sector more than anything else that has saved the bank
from preat finamcial embarrasment'. The rapidly
rising ratio of deposits to total liabilities of this
bank over the years is also indicative of the importance
of the non-co=-operators' contribution to total deposits,
From forming 18 per cent of total liabilities in 1961,
deposits have recorded Jj1 per cent in 196}, 66 per cent
in 1971 and 78 per cent in 1977.

The effect of the civil war on the activities of,
the co-operative Bank of Eastern Nigeria and the |

consequent loss of data make the measurement of the

impact of Commercialisation less easy. Just before

o-oo./?si
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the war in 1965 and 1966, total deposits in the
institution were respectively W669,000 and 860,000,
In the first year of operation after the war, total |

deposits were N28 million, and by 1977 had increase "

to 1!57,9 million, representing respectively 45 and 84
per cent of all liabilities of the Institution, |
It is in the loans and advances of the Co-opera—f
tive banks more than in any other areas of their
activities that one is best able to measure their
contribution to the movements that they were originally
supposedly established to serve, To be fair to the |
older banks, however, one must in analysing their
lending activities distinguish between the period
before and that after the bank acquired the commercial
banking licence, Before 1962, these older banks-gavei
100 per cent of their loans and advances to co-oﬁgrative
orpganisations and individuals, EQen years after 'goihg
public!' these institutions still operated with
considerable bias for the movement, The fact that O\fer
90 per cent of the loans of and advances of the
co-operative Bank Ltd., for example, went to Co—Operétiva
Apex Institution and other co=-operatérs in 1966, four
years after taking commercial bank licence, is a clear
testimony to this, Realistically this is not a situation
that could be maintained indefinitely, Consequently,
by March 1976 this bias had been reversed in favour ?f
general commercial bank lending, which accounted for:
87 per cent of the bank's total lending, leavinglthe‘
movement borrowers with a paltry balance of 13 per cent,

By way of lower interest rates on loans, less insistence

00030/77
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on collateral securities in support of advances to
members of the movement, the banks generally continue

to render desirable assistance.

I
1t is a matter of great relief that the Federal

Government is showing some céncern for this deﬁature in
the business orientation of Co~-operative banksy A"
recent pronouncement which states that 'Government
holds the view that Co-operative Banks should encourage
and deal with primary Co-operative Societies, and th;t

co-operative Banks should be compelled to do most or:,

their business with the Co-operative Organisations they
were established to serve whether or not they are owned,

controlled and managed by co-operators' amply reXlects

this concern, which is most welcome, however belated,>
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Loy Commercial Banks and Financing of the
Agricultural Sector

lelto1 The State of Nigerian Agriculture }

An assessment of the over-all performance of thé
Nigerinn agricultural sector during 1960s and' the présent
period shows that it lagged behind relative to the other
sectors of the economy, For example, its rclufive |
contributioﬁ to the Gross Domestic Product fell from
63. per cent in 1975.1 This decline is due laréely;
to the increase in the relative contribution of the
non-agricultural sector, especially of petroleum, Even
then, when the relative contributions of various
sectors to the Gross Domestic Product excluding
petroleum are considered, the agricultural sector's
share at current prices amounts to 53 and }}9 per cent
for 1970/71 and 1973/74 respectively. '

Zith its annual growth rate of about 3 per cent,
it is the slowest - growing sector of the nationel
econony and a major drag on over-all economic
performance, Available information so far indicates
that arricultural production has fallen short of
expeclation, For instance, in 1977, the level of food
imporis increased substantially whereas the output 0?

major apgricultural export commodities declined by 22;7

|

(n the average, the annual growth in the rate of

per cent,

food production has been estimated to be about 2 pen

cent in the last ten years whereas the domestic)

demand for food has been estimated to have bgen@gpoqing

2 |
at an annual rate of 5 per cent.,” One of the direc

¢
|
|
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consequences of this situation is inflation in fqod 1
prices., #snother result of the food deficit is the @
increase in the importation of food. The valué cg ro%d
imports increased from K57.8 million in 1970 tb HﬁBQ.&
million in 1976, The volume of food imports w;; mofe!
than double during the same period. In 1977, the valﬁe
of food imports was estimated to have increased to
£790.3 million.3 This situation has far-reaching
implications for the country's economic development,
Heavy dependence on food imports constitutes a drain ;n
the scarce foreign-exchange earnings ol the country,

In addition, such a situation has far reaching political
implications.

A number of constraints contributed to the ‘poor
performance of Nigerian agriculture, Some of these
include the traditional techniques of production;.
inadeaunte supply of agriculturallinputs, the'problem
posed by labour shortage in the rural areas as a result
of rural-urban migration, inadequate extension servi?e,
poor condition of feeder roads and other transport |
facilities, and until recently, before the promulgation
of the land use Decree - the problem of land 6wnersh%p
imposed by the Land-tenure system, Other constrainté
inciude inadequate effective supporting serviges such
as farm credit, marketing and storage facilit?es, thé
civil war of 1967 to 1970. Moreover, the Bah?lian: {
drought adversely affected agricultural produ?tivity]dn:

some parts of the Country, |

i
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Viewed against its expected role in the socio- i

economic development of the Country, the above analysis
of the performance of the nation's agricultural secto;
clearly underlines the need for greater mobilisation of
resources at all levels of the economy, especiaily the
bankin); sector, than has hitherto been done, This is

of crucial importance, since agriculture and its related
activities will continue to be the mainstay of Nigeria's
economy in the foreseeable future, The sector is
expected to furnish the bulk of the nation's employment
opportunities, %ith a population growth rate of about
2.5 per cent annually, urbanisation and real incomes |
projected to rise sharply, the demand for more and ;
better staple food as well as for animal products is }
expected to grow at the rate of about 5 per cént;and 7
per cent per annum respectively, Also, agricultdre will
provide most of the country's raw material reQuiremén%a
for local industry and for export, which will continue
to be important earner of foreign exchange.

It is clear that the acceleration of lilgeria's j
agrienltural growth is essential for the Cduntry's economy's
development, The realisation of this goal requires t?e
implementation of policies geared towards the removall
of the bottlenecks that we have enumerated above. Iq
addilion, the situation calls for more involvement of
the bunking sector in the provision of funds f?r'ihe%
Country's agricultural development, This neeqlariseé-
from the fact that, in general, most of the alternative
sources for financing agriculture in Nigeria have noé

! i
been effective when judged both in terms of loan volum

[ |
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as well as the coverage of the producers whom they
rench, Apart from the provision of loans for
arrieulture production, the direct involvement of banks
in funding agriculture could also help the development

of banking hablts among rural dwellers, Their presence

alone in rural areas would promote the mobilisation of

savings,

leite? sinalysis of Agricultural Lending by Commercial
Banks

An analysis of the operations of commercial banks
shows that, over the years, very little priority was
pleced on financing the country's agriculture, For
instance, hetween 1966 and 1977, there was no period
when the agricultural credit of commercial banks
acemmted for up to I per cent of the total bank loans

and advances (see table h:3).

Table l}:3

Analysis of Loans and Advances by Commercial 3znks to
the Higerian Agricultural oector, 1066 = 1977

Value of Total Value of Credit Agricultural

Loan and Adva- Made to Agricu- Credit as ¥
Year nces(N Thousand) ltural Sector of Total Loans
(# Thousand) Cogﬂgﬁg}a]

—

1966 16,1352 29012 11447
1967 2749770 L5476 1.7
1968 2611958 12068 11136 1! |
1969 21143602 43726 {1.8
1970 3179106 681,62 202
1971 52,0168 120250 2l
1972 6502636 151466 2.3
1973 7671262 230728 3.0 [f
197 9785280 305607 31
1975 13116066 365087 2,8
1976 23120107 763586 343
1977 30927123 1211528 3,9

—— .
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™

Sourcr: Central Bank of Nigeria, Economic and Financial
Review, various issues,

/ile the performance of Banks improved with
respect to the distribution of their loans to most ofi
tae olher sectors of the economy, their perfurmhnce
with respect to the loans to the agricultural gsector
was not impressive, 1In no year did the comnercial
banks attain the limits set for funding the agricultural
sector by the Central Bank of Nigeria Credit Guidellngs.
The Guidelines were designed, among other reasons, to
ensure an adequate supply of Credit to the productive
sectors of the economy, in which agriculture was
included, Between 1972 and 197, the prescribed
minimum credit to agriculture, according to the Central
Bank Guidelines, was lj per cent per annum, The devia=
tion of commercial banks' lending to agrlcn!ture‘$rom
the prescribed minimum during thelperiod'amounted to -
1.7, = 1.0 and = 0,9 per cent in 1972, 1973 and 1974
respectively., From 1975 to 1977 the prescribed '
minimum credit to the sector was changed to 6 per cent
per annum, The deviation of the Commercial 3anks" |
lending to agriculture was - 3,2, =-2,7 and - 2,1 per cent
durin: 1975, 1976 and 1977 respectively,

lkven though the amount of loans and advances made
|

by the commercial banks to the agricultural sector

increased from about N29,0 million in 1960 to about
#1212 million in 1977, none the less most of the loans
were commercial credit which were intended for the finan=-

cing of purchases and exports of marketing boards!

controlled produce, Only a very small proportion of
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the loan (less than 1 per cent) was advanced for direct
agricultural production,

‘mother major characteristic of the Nigerian |
banking system is the concentration of banking offiCGsé
in the main urban areas., Although there were ni%eteen
comiercial banks in Nigeria with a total of 1,92 branch
offices at the end of 1977, less than B per cent of the
branch office were located in rural areas. /s a
result of the absence of commercial banking facilitiesl
in the rural areas, banking contact becomes difficult
for a large section of the population, and commercial
bank credit does not constitute an important aspect of
rural credit, |

In order to correct the anomaly in the location of
comnercial banks' branch offices and also to eﬁte@d
banking services to majority of the people, especiallg
those in the rural areas, the €entral Bank of Nigéria]
drew up a master plan which directed commercial bénks to
establish a total of 200 branches in designated areas |
of the country between 1977 and 1980, Under this
arrangement, at least one commercial bank branch was to
be estnblished in each of the local government head- |
quarters, and the Central Bank took in consideration the
population, the level of economic activities and the
number of established institutions such as hospital,
schools and other private and public institutions,
within the designated areas. 1In addition, the major *
commercial banks, which had so for concentrated their
operations in the urban centres of the country, were

allocated more branches in the rural areas, DBetween ;
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Cctober and December 1977 five of the proposed branches

vere r:::tablisl'le'rl‘.!4r

holie3 The New Agricultural Credit Policy = The
apricultural Credit Guarantee Scheme

/nother major policy that was implemented.by the
government in order to promote commercial bank-loansr
to agriculture is the Agricultural Credit Guar:antee
Schemne, The law establishing the scheme was'promulg%ted
in Mereh 1977, Under the scheme, loans and advances ﬁy
comnercial banks to agriculture are guaranteed up to |
75 per cent by the Government and the Central bank o#
Nirerin, Towards this end, a sum of N100 million ha% b
been subscribed to the fund, of which 60 per cent isi
contributed by the Federal Government, while the Cenéral
Bank is responsible for providing 4O per cent, . f

The purpose for which loans can be guaranteéﬁ under
the scheme centres mainly on direct agricultural -!
production such as plantation agriculture, crop produce
tion and animal husbandry, _: :

The security which may be offered to a bank'for!
the purpose of any loan under the scheme includes any
or a combination of the followingj a charge on.land or
on moveable property of the borrower, a life assurance
policy, stocks and shares and a personal guarantee, iThe
rate of interest chargeable by banks on credit !
facilities provided under the scheme will be preécrihad,
from time to time, by the Federal Commissioner For ?.
Finonce, At present, the interest rate charged on léana

to lending institutions like the co-operatives and other

farmers' group is |} per cent per annum, For direct

T
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loans, the interest rate is 6 per cent, During the
current inapcial Year (1979), Commercial Banks are
required to grant 6 per cent of their total loans to |
agricnlture under the Agricultural Credit Guarantee .i
Scheme, Any short-fall is to be deposited with.the
Central Bank at no interest.,

Detween  April 1977, when the Scheme came into
operation, and October 1978 a total of 153 loans, worth
about 16,226 million, had been disbursed under the |
Apricnltural Credit Guarantee Scheme., The amount loaned
oul is not very encouraging, for it accounted for just
abonl 0,02 per cent of the total loans and advances of
thae Commercial banks for the period under discuss:ion.5
A number of problems are encountered in the opgration
of the Scheme, Some of these include lack of funds, ?
shortagze of personnel and lack of Co-operation bf.some
Commercial banks, A lukeworm attifude was reported of
some of the Commercial Banks with regard to the scheme's
implementation, .

Tt was also reported that some banks claimed that
they were not sufficiently liquid to lend to agricult#re,
and that they had reached the limit of Credit growth
al'owed for the financial year and the ratio prescribed
for adjusted capital to loans and advances., Under
these pretexts, viable agricultural proposals have been
turned down, In view of this, the Central Bank has
directed all Commercial banks to treat credit h
facilities extended to the agricultural sector over an
above the & per cent prescribed under the sectoral i

distribution of loans and advances in the same way as
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banks' credits for the purchase of share under the
indigenisation scheme; in other words, credit to the
agricultural sector should be excluded from other 1oanb
and advances in compliance with the Central Bonk's
directives on the limit to credit growth and aléolin

deternining the ratio of adjusted capital to loans and

advances,

+e shall now discusss some of the factors that
hinder more serious involvement of commercial banks in

lending for direct agricultural production,

il Factors Militating Apainst Involvement B
Commercial Banks %n ﬁﬁnaing Agriculture

The problems of agricultural credit administration

include those of assessment of applicant and project,
The pgrounds on which a loan application is assessed
often include the applicant's personal qualities ;.such
as honesty and the ability to manage a business well,
His credit-worthiness and repayment capacity as well as
the availability of security for the loan are also
important, Most of these yard-sticks are at the present
time difficult to measure in the Nigeria small scale
farming sector, relative to the other sectors of the
economy, For instance, it is now far more difficult
for a commercial bank manager to assess the personal
qunlities of an average Nigerian small-scale farmer who
is normally resident in the rural area, than that of a
businessman who is based in an urban area. This is .,
especially so because most bank branch offices are E

located in the urban areas.
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The following criteria are used to evnlunteithe

rural banking scheme in Nigeria

(1) Cultivation of Banking habits; Rl
(2) T!Number »f branches opened;

{3) Tuccess and failure of the two Phases; |
(1) Rural Credit; |
(5) l!obilization of savings for rural DeveiOpment.

l

5.2 Cnltivation of Banking Habits |

|
. - - l |
The scheme has sipnificantly improved the banking 1

habits of the rural dwellers. Before the nstablishment

of the rural banking programme and the fact that no

banlis were established in the rural areas, bonking
habit wnas limited to urbanites, The need for banking

services was at the lowest ebb, with the rural

communities practicing the old traditional banking .

methods and fund generation like the 'Esusu' system etc;
In almosi 211 the rural banks visited, n daily surge of
rurzl dwellers were seen opening new accounts with the
banks, At the end of 1977 most banks recorded less i

than siz hundred customers. By 1983 the numbor of people

|

t2 each branch of these banks had risen Lo overl five

thousand, Part of these accounts constituted old

accounts previously held with banks in the urban

N
centres closed and transfered to the local areaplby [

B
their respective holders, Some new customers il It
1L AL

of ﬁ

interviewed, were of the opinion that the level

insecurity was higher than in the past, so that the i

need Lo keep their earnings and cash reserves 1p-£har
' !'E il

L i
bank was necessary, It is of interest to not ﬁﬁaﬁnthe
---.-/90 ’i I] |ii-

| |

(11 il

| I
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awareness of banking services is being felt among the
rural communities, This is evidenced from the fact
vhat Lhe greater part of the rural branch manners!
tasks have shifted from internal branch management to
consultation and marketing, 3Some of the Lranch managers
interviewed gsaid the shift on emphasis was necessary so
as o meot the rapid prowth of the scheme, “inch of the
banks recorded on the average four new accounts daily,
resulting in 900 - 1000 new accounts yearly; beween
1977 - 19083,

The deposit levels of these banks have risen
astrounomizally following high response from the rural
comnmunities, As at 1977 deposlits classified ~s rural
accmmbed for only 0,1 percent of total commercial bank
deposits, As at 30th 3eptember, 1983 it rose te 3 per
cani, amounting to 350 million, an increase that can
be rerarded as commendable over the short period of time,
Table 5,3 shows the nanalysis of deposits o3 at 30th
September, 1983,

snother significant discovery that typifies the
inculealion of the banking habits into the rur-l
dwellers is tae hizh level of cash turnover in the rural
banks. Bank manapgers interviewed confirmed few dud
accouitts, Mast customers' accounts recorded hirh level
of transactions over the months to meet business set
targets, The level of rural customers' loan demand also
witnessed a commensurate rise over the years betwean: "
1977 - 1983, In the rural communities, typical loan |
recuests could be categorized into (1) Personal loang
for general purposes such as children's education,

PR 4 1 |
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medical care, travel, marriage, burial ceremonies,
home reconstruction and for petty trading, (I1)
Merchonts or small-scale traders may apply lo borrow
to buy distributorships or inventory of merchandise
that could be sold in a few months for enough money to
retire the loans., This also follows the emerpgence of
some big firms locating their depots in rural areas
due to the new rural banking scheme,
(I17) Small scale fabricator or manufacturer may
borrou to buy raw material inputs and components and to
meet pay-rolls inorder to produce a product that can be
sold and the proceeds used to pay off the loan,
(IV) 4 former may request a loan to Finance the plant-
ing, tending and marketing of his crop that would be
suld in » few months,

This awareness of the banking servicos or what
services banks culd render to the rural dwellers
typifies the extent Lo which the banking hobit has been

ciltivated,

5.3 lumber of branches opened

Under the programme, areas are identified and
banks are required to open branches in those
communities, In 1976, the Central Bank prepared a
masler plan for rural branch banking, The period of
1977 - 1980 was designated the first phase, Two
hundred centres were identified and each bank was
allocated a number of branches to be opened in those
areas within the three year period., A percent of the

total number was opened indicating a huge success with
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managers interviewed said that the Goverument introduced
the establishment of rural banking in 1977 when its
policy wns pgeared towards an expanded economy, lHowever,
a year later the Government started its crusnde against
inflation by tightening up the economy, Generally the
bank managers said that in a'tight money period banks '
become illiquid, Deposits dwindle, and unless there
are other sources of fund like non-deposilt sources,
banks will resort to cut-throat competition for deposits,
Jhile this goes on the no-cost (demand) denosils also
decline because money supply declines, All of these
factors according to the interviewed branch monagers
incre:iise the commercial banks' cost while their Iincome
remains constant, In such a situation no profit-making
institution would wanlL to expand. Expanding during a
contracting economy, the managers explained, Is unwiae
in most cases, but it is especially so when Lhe
expansion is into a pgeographic area where profit is

unlikely in the next ten years,
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ALLOCATION AND ESTABLISHMENT OF RURAL B/IIK

L BRANCHES )
__ st 2nd Phase| Total no, of
“Ho. of Complete branches
rural at (erxcluding
brahches end of 1,0,) at the
allocated end of
under ' ¢
phase ! L
r (eompleted Dec cht Dec, March
Iby Dec,'82) '8l 5 3 1 8%
African Cont,
Bank_l.imited 16 16 3 9%
Allied Bank of 6H 7 28 28
Nigeria Ltd,
Bank of Credit & . ) o
Comm, Intermp,Ltd 6 ___i h
Bank of the North 0 1
Limited 6 13 7 7
Commercial Bank
(Credit Lyonnis - - 1 1
Nizeria) Ltd,
Co=op. Bank Ltd, 5 6 35 35
Co=nn, & Comm, 7 I 36 16
Bank of Nig. Ltd _
1st Bank of Nig,Ltd 4O 37 219 219
Habib Nig.Bank Ltd | - - l) I
International Bank {11 13 n9 60
for Jest Africa Ltd B, S
Kad, Co-op, Bank 3 3 ] 13
Limited,
Kano Co-op, Bank Ltd 6 3 i 10 10
Lobi Bank Nig LTd,. - - E 3 3
Mercantile Bank of > 2
Nigeria Ltd 3 6 5 5
National Bank of 15 6 85 85
Niperia Ltd
New MNig, Bank Ltd ly Iy 3y 3l
Nig.-Arab Bank Ltd | 7 5 23 23
Nig, Intern,Bank Ltd - - 1 1
Owena Bank Mig, Ltd] - - 10 11
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Table 5.3
ANALYSIS Om UumOmHa b:

LOAKS AND %u¢mzntu O RURLEL h

T 301H ol CMBER, 19083
Names oI Sanks IZQ. ol Deposits Loans And % .verage Average Loans=-
Branches Advances __ __Deposits and Advances

A.B.B, Limited 33 75,772,055 27,643,710 36 2,296,123 837,688
Bank of the North Ltd 10 5,171,L61 1,862,948 36 369, 390 133,068
National Zank Limited 19 19,50L,2L5 11,502,02l, 5° 1,026,539 605,370
First Bank Limited Lo 60,88L.,268 17,795,406 29 1,242,536 363,172
Union Bank Limited g1 35,944,827 165,716,321 LL 704,801 308,163
U. B, 4, Limited 50 30,156,567 6,012,9.8 20 603,131 120,259
Savannah Zank Limited 13 69,476,2 62,059,833 &9 S,3hh,331 4,733,833
New Nig, Zank Limited 14 34,374,476 4,373,557 13 3,124,952 397,596
Pan African Bank Ltd, 7 17,009,412 6,274,479 37 2,429,916 896, 35,
Mercantile Bank Ltd. 5 0,L70,301 1,772,436 19 1,899,060 354l 87
Coop. Sank Nig. Ltd. & 10,817,852 581,223 5 1,802,975 96,871
Coop. & Comm. Bank Ltd, 7 9,491,676 728,19k 7 1+355,95L 10L,027
I. B. ¥W. #. Limited 17 27,415,189 9,028,686 17 1,612,659 531,099
Kaduna Coop, Limited L 2,926,160 850,14y L 731,540 212,536
Nigerias-.rab Bank 10 5,949,6L0 2,754,272 40 sal,, 98 275,427
TOTAL (SURLL) 15 50,863,863 110,029,650 31 '3,390,92) 7,335,310
Total (411 Commercial

and Merchant Banks) 1,142 3,475,600,00C 877,241,521 13 11,904,240 8,725,,,78

% of Rurzl to Total

"4
i~

1%
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of Credit. The effect would be loss of customers and
their deposits to other banks.

On the other hand, there are real problems in
assuming toec much risk, In such situations, the banks
may suffer such large losses on risky assets that thelie
net returns will be less than that on safer assets.
Moreover, large losses can endanger the future o'i‘ the
bank and generate a run on the banking system,

Thus commercial banks are severally limited in
their ability to assume risks because of the very high
ratio of their fixed - naira liabilities to their total
assets, The net-worth of a bank constitutes insignifi-
cant proportion of its total assets as evidenced by
table S.4. Claims against a bank are largely deposit
liabilities that are fixed in terms of naira, As the

net worth shrinks, depositors may become distrustfﬁl
fna the bank may experience serious problems in
attracting deposits or retaining existing deposits
with serious implications for the banks lending power,
Thus, in determining the composition of his
portfolio, a banker faces continously the difficult
problem of balancing safety against earnings. He
must estimate the amounts of possible risks inherent
in the varlous available assets, compare estimated risk;
differentials against interest differentials, cqnsider
both short-run and long-run consequences and strikes

a balance, If he leans heavily toward safety, the

result would be inadequate profits, and
impressions of

aversion to risk and inability to serve adequately the

.0-../99
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Table Ezh

BANK OF THE NORTH LIMITED

BALANCE SHEET AS AT 31ST DECEMBRrR, 1982

EMIIOYEENT OF FUNDS

Cash and short term funds

Bills ULiscounted
Loans and Advances
Othf‘r‘ t.';SSf.‘ts

Fixed /issets
TOTAL ASSETS

Less: Taxation, Dividends
and other Liabilities

JOURCE OF FUNDS

Share Capital
Statutory Reserve
Capital Heserve
General Reserve

Profit and Loss Account
Shareholders!'! Fund

Current Deposits and other

Accounts

Deferred Taxation

Accei'tances, pguarantees and
other obligations for account

of customers (and customers’

linbilities thereof)

1982
N'000

207,556
65, 380
608,715
1,477

28,511
921,669

100,635
8214033
11, 700
37,000
Iy, 000
2,000

1.021
58,791

761,301

a1
821,033

57,725

1981 |
:.'000

219,M15

66,151

539,018
6,892
25,065
856, 141
121,574
7344281
1)y, 700
30,000
3,000

1,500

1,363
50,563

683,066
938

73l, 567

85,553

Source: Annual Report December 31, 1982
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needs of his customers and the econemy, Conversely,
if he nssumes reckless risks, he would impair his
ability to maintain the required liquidity ;nnifion
and thereby erode public onfidence in his operationa.

The liquidity of a bank means its capability to
mect 2ll reasonable domands that may be mnde upon {t-
to pay its obligations, Commercial banks are therefore
required to pay more attention to liquidity than any
other financial institution, This iz because of their
debt liabilities to their total assets, and ~1s6
because of the short=term character of Lhnlr.llabilitiaﬂ.
Dem:=nd deposits are payable on demand; a1 Tiwe énd
savings deposits, on short-notice,

liwdern Commercial banks operate on the assumption
that neither all their deposits nor a large nroportion
of them would be withdrawn at any one time or eveﬁ‘nver
any short period, However, each bank muslt be preparead
to meet two types of net payment namely:

(i) Net withdrawals of coins and notes in

circulation,

(ii) Adverse inter-bank clearing balances,

Some of these net payments are regular and so
tiey can be predicted and provided for, Oti'ers are
erratic and less predictable, But inability to meet
these net payments promptly constitutes failurg on
the nort of the bank, Most managers interviewaed were
strongly of the view that relaxation of the 1iquidify "
ceilling of 25 per cent would give them (banks);frger
manarerent of the rural Credit, They stvowhlyfseelthﬁ

fact that banks are independent corporations organised

sesees/101] ]
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by individuals, their policies naturally var: rreatly,
"o twa banks are alike, One bank may tako 'o a
prooressive farm policy while the other mmy nnet,
‘ccording to them (the bank managers) to main‘~in a
flexible need for community development, concideration
nust be shown to pertain firstly to the distribution
of the banks earning assets, and secondly to the policy
followed in making and servicing loans,

tolicy with regard to the banks' earning assets
determines the amount of funds put into loans, and
loan policy indicates the way in which or the terms
upon which those funds are made available to borrowers,
Assets of banks often are grouped on the balance sheet
as cash, loans, investments and other assets. Of these,
loans and investments generally are the largest items,
These two groups comprise the major earning ﬂssets'of
banks, and the allocation of funds between them
indicotes the relative importance of the ban''s' loan
prosramme,

In-addition to the above, the operations of the
banks are regiwlated under the provisions of the bank
ACT (1969) on required ratio, The first of these
influences = the Banking Act - is a replica of the
philosophy of cocmmercial loan theorists, Illolice the
list of specified liquid Assets above required of
commercial banks to maintain inorder to achieve
liguidity and for safety, the legal restrictions on .
bank investments. The theory has no place for Rural

Credit or the credit needs of a developing economy.
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Hence rigid adherence to it by commercial b-niis has
forestalled an important source of finance from the
role of providing funds for acquisition of livestock,
land, plants and equipment,

Unfortunately, the banks have devised ecvasive
measures of their own to achieve the required ratios
by lending to fAgriculture related activities but not
for sagricultural production, They also cuntnnd’that
the Guarantee scheme lacks adequate coverase for their
protection, On the whole the rural Credit gtill
thrives on paper; no actual semblance of credil was
exhibited by the rural banks, 1In all the bonks
visited, actual credit extended to the rural dwellers
constitute less than one third of total credit facilities
so far extended to customers, while the bulk of Credit
extersion goes to the urban elites, Rural credit so
far has not achieved the intended pgoal of lorn facility
extensions, No success therefore has been recorded

in its operations,

5.6 Mobilization of Savings for Rural Development

The rate of rural development is rather slow, It

s cugpestive of the fact that not much is m~de ine
terms of deposits which could be re-cycled into various
projects and ventures in the rural areas., Unfortunately
deposit retention in the rural banks is the easiest
to evade, In application, it has proved to be an
additional source of credit for urban elites, Indeed '
these urban elites are the visible financial forces in
their communities, Therefore, their credit rating in

the eye of the commercial loan theorist isimpccable,
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Lending to these urbanites with fixed =address
in the Rural €ommunity to expand their distributor= |

ships in breweries and cement industries; to increase
| |
the number of subsidi=ry companies in their proup of

[
Companies is certainly safer, and more rewnrding to|

the management of the Rural ‘branch bank nnd thein

banks but certainly not the community and the national
b 11

~objective of Rural-lirban integration and development,

These can be easily assessed by the list: of uni .

aporoved 1oan prospects from the rural Communitiesi'
The yawning peasant farmer struggliac Lo set ép

a small-scale poultry farm in response bk tbe national

enall for involvemont in agricul bure; the Small -3(:3]79

|
: |

inductrieus fabricator in the community; the petty

|
tralor - all these must first arm themselves with [

| "

|
|
sound cnllateral securities of rzputable numurnlesi
treasury obligatinns; bank deposit and prr:pm*tyll?eed
of 2 house in an urban centre before the lural b;nk
Manarer would eondescend to listen to their credit,‘
demnnd, This unsavoury behaviour of banks in the .

rural areas sugresls Ltheir unwillingness to salvage the
|

alrcady handicaped economy of the raral areas, No

doubt the type of lo4ns and credits granted to urban

|
prospects for loans indicate the co-operations of the

communities to make useful deposits with the hapkslin

their respective areas, ' J ‘I

[ .

Indeed Nigerian commercial banks are sanggang

aided by public critism and persuasions by ﬁublic] "
' i

policy to dilute their addiction to commercial r ﬁo?n
L
theory in their liquidity management, Hence evidence

[ ! ¢

of injections of "shiftability anticipatel incdﬁeﬂ

.ooo,101]- l' J
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mA liability management theories in their 1iquldity
managerienl exists, Dul the trend is still nt*ogély
in the direction of aplf - ligquidating comnnrciél #
lending principle as table 5.5 clearly inliecates, iAs
a result, the dearth of medium and long-term credit
persists, ¢ g i?'

The unwillinsness of the Federal Govornment th
~remove some of the inhibiting provisions: in Lh@LBaLk
Act is not made clearar than in the establ 'shaent of
investmenl Banks and specified credit institutions,
Tnese institutions are urban-bascd with hrancheg 1In
stake capitals, They provide long-term 1oac: for |

spue’fiz sectors such as housing, agrical ture und]

Ineluste’os, True, the rural Communi*ies have benefited

from ‘griciltural loans disbursed by the "ligerian ¢
\pricul tural and Co-operative Bank, Bul the bank ‘and
its facilities nre yet to be fully accessible to) |
indlividual small=scale farmers in the fural ﬂreas:who
are ot members of Co-operative Societies, Tuais could
be 21lso said of the !MNigerian Industrial )evcinpmeﬁt
Bank, where the project being financed is locnted in
a rur=l conmunity, The Community in this ease would
benefit not dire~tly from the loan but '.n'iir*r'::{;l.[y

t
from infrastructiral facilities attracted by the

establishment of an industrial project and job |

RPN
opportunities, the earnings which, could improve their

creditability at their Rural Bank, The impact;q i I
Rural Credit is severally limited, since most ## Fhef
beneficiaries and the projects financed are norﬁa}ly”
urban-based, From all indications, there is a

sensesl 10
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amdﬂm mnm.

y Maturiiy

"T™976-1982 """
Accounts in ¥ Million
Maturiy - ———
1976 1977 1978 1979 1980 1981 1982
Cn Call 1,175.6 1,650.l 2,14,0.0 2,28,,0 3,248.0 Iy, 372,01 Z,154.3
Within 3 Month 181.3 23,8 390,90 128,90 393,0 1:52,0 585,0
Between 3 and 25 | 8 " 2o e 8
m Vonths A:w.m NUN.% W; -O W@P.O %Wiua .UW.# _mmow
Between 6,270 _226.0 31 _L73.0 _ 58,1 _729,0 1,063.3 _395.5
Total 1,730.5 2,.88,0 3,351,090 3,762,2 1,802.1 6,347.0 7 ,591.1
43—+t 3+ ] — 4+ & &+ 3 b—4 & 3 —& ¢ - — & & 13 -—t—i-— 3 _}—% 3] &+ -4 4% —+—5 3+ 3+ 1 +_: 3
Between 1 and -~
3 years 196.6 299,0 355.0 439,3 667.6 131:% 556.5
Between 3 and
5 Years 100.3 115.2 183,2 250,2 1L06,7 69,3 758l .6
After 5 Years L2.,0 102,0 107,90 180, 1 3007 517,22 580,9
339.9 516,2 6L45.2 869.5 1,379.0 1,897.5 1,192,0
Source: Central Bank of Nigeria
sueewl 307
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iaclndes ensts of procurement of land, survey costs,
consulbancy services olkc, expended by the bank on a
rural branch, Secondly rural bank credits were
excluded in the calculation of a bank's total loans

an?

advances; thirdly a reasonable monopoly period of
3 vears in a rural branch location was allowed; and
finnl'ly 5 percent invesiment allowance in excess.of
what is normally allowed in industrial comoinies,

These incentives are soand but inadequste for the

banks during this period of serious economic crunch,

5.8 ‘The Third Fhase
Hecently, in 1985, a l-year Third Phase of the

banking scheme was started, lasting from August 1, 1985
to July 31, 1989, The third phase is aime?l ot achiev-
ing the goal of establishing 300 rural bank branches
with 28 Commercial Ranks pqrtlcipat[ng.z Unlike the
“irst phase which dire~ted that banks shouid establish

a branch at each of the local government hendquartefg.
The cecond phase was directed to consider the populaiion
of 2 place, and the industrial and commercial importance

of that place before citing a branch, Tnhe third phase

hus no such instructions,

A poser at Lhis juncture is whether or not thel i
third phase is necessary at this stage of our economic |
hzrdship, There is no doubt that branch allocations i
pattern in the third phase towed the lines ol the | |
previous phases - according to viability of banks - ’
vhich implies that those "big" banks will continue:to.

grow "big",
.“0.I"1OB |
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Noreover, when the authorities have involved the
newly established banks in this phase in 2 neriod when
the economy is undergoing serious economic ndjustments,
we are indirectly being told that these new bhanks
should be absorbed by the old ones - inte;ration,

Tne response to the poser above mich® be in the
affirmative, -in considering the fact that it would
further enhance the mobilization of funds, holp achieve
the banking habit objective, make for cantinuity of
the programme, create employment opportunities, and
further encourage rural development, Tne phise, as in
the past, would facilitate rapid developmen® of the
financial systen,

However, based on the reasons that the cconomic
crunch in the Country now is more severe now than 'in
1983 a0 rather throughout the duration of the secdnd
phase when economic crunch was given as one of the
reasons Hr non-performance of banks; one s5'.onds to
argue against the third phase of Rural Banking
Programnme,

I resently, it is obvious that the monoroly period
incentive granted to rural banks is threatened, 1t is
aleo clear that construction cost is high 30 that the
5 per cent investment allowance is grossly inadequate,
A situation where corporate bodies would share their
earnings with the government doest not call for
expznsion because other interest groups would have tq,
be satisfied accordingly. : j

This would jeopardize the early realization of i
the PO target set for this phase, Furthermore, lack |

s anneel 109 |
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of adequale moratoruim between the previous phases
and the third phase might be counter-productive,

Tn conclusion, the above criteria usod in
evaluating the programme show that the rural banking
scheme has only gone half way in the realization of
the Yederal Government objectives, Althoush with the
aszucialed problems of the scheme which are not
uncommnon in any developing economy, the povernment on
its part believes it is a huge success, The banks on
their part feel induced to take up the scheme unprepared,
They look & the scheme as a run-down on capital invest-
ment, Their attitude to rural development is
peripherially realized, also thejr profound bias about
the scheme is deeply-rooted in the fact that the long=-
term Investment approach in the rural comnunity reduces
profitabllity. This is also coupled with hure '
unsecured risks prevalent in the rufal venture,

It will therefore, take a combinatinn of extra
effort and dexterity on the part of the Central Bank
as the apex financial and monetary institution to
resolve the above menlioned complexities, This will
be based on the objectives of the economy and specific

soals of the policy instruments applied,

POOTNOTHS |
1. Central Bank of Nigeria, Annual Report, 198),.

2,  Ibid.
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CHAPTER SIX
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS
6.1 Summary
In this study, an attempt has been made to

capture the realities of the Nigerian commercial
banking, touching on some of the historical circums=-
tances that established the banks. Some of !lie
characteristics of the role of money and financial
institutions in economic development were highlighted,
It was established that economists expressed n wide
variety of views on the role of financial innlitutions
in promoting and facilitating eccnomic growth and
development, The contention that financial institutions
can and do contribute to the development of an economy
is widely held, Our review shows that conventional -
economics and experience suggest that by suprlying’
food, labour and investible surplus, the rural sreas
help to generate urban incomes and employment, Raising
rural incomes and productivity thus appear to be pres=
requisites for growth, This strategy of develovment is
however according to our analysis, a function of
improved technology, which in turn is a function of the
capital base., 1In a complex economic system, however,
money "becomes a dynamic factor capable of influencing i
the size of national income, individual incomes, demagd;
for both consumer goods and producers' goods as wéll asé

|
the volume of savings and investments". | r
InNigeria, the issue of rural banking problems go |

beyond attempts to control money supply and hence

..I../111;
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influence the real aspects of the economy, It ecmcom-
passes attempts by the Central Bank to create a
financial system and develop the people's confidence
in the financial institutions. A study of the structural
framework of the commercial banking in Ni;eria shows that
the banking industry is charaéterized by ﬁnor m-nagement,
A feature which is the direct consequence of Lhe poor
bank monarement problem,is the high rate of fraud and
irrepularities that plague the commercial banking system,

A review of the roles of the Central ‘lank as
empowered by the ordinance establishing it, a5 an apex
independent financial institution does not in practical
- terms show a synchrony with its overall objective, The
inability to really specify areas of control »nd
decision by the Central Bank due to its du=zl role as
banker to the government and as a bankers bionk leaves
much to be desired, The extremist tendenc!cs which has
led to many regulations now and then, is the cause of
ineffective or watered-down control of the commercial,
banks nnd the entire monetary system, The Central
Bank controls through it regulations the liquidity of
Comrercial Banks, This prepresents an indirect method
of comilrolling bank credits which of course is nlways
the aim of monetary policy. At this Jjuncture, the
Cred’t restriction policy of commercial banks cvnébel 5
traced to the Central Bank policy instrument. This |
contradicts the rural banking regulation even though o

exemptions have been given for rural credits, commercial

bonks adhere inherently to the liquidity theory. ' Our

ssvee/112
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views on co-operative banks are common tv 211 similar
barks, The singular goal or objective centres around
finaneing of co-operative movements, Their recle in
the ™miral bankine scheme is not unfounded in credit
extension services and pgeneral facilities provided at
gransrootl level, But the general contention is that
these banks nre state banks, finance entirely from
state budpet and allocation, It's control also is
characterized by bureaucracy and red-tappism, It is
against this background that the belief in co-operative
banks to mobilize the rural sector for an even distribu-

tion of capital resources and development is feared,

The Rural banking scheme has succeeded in
increasing the number of banking offices in this
country. lowever, the increase has not relieved the
commercial banking system of certain of its maladies
namely:

(i) Addition to commercial loan theory in their

lending policies;

(ii) Hepulsive procedure in Opening bank accountss

(iii) Unfriendly bank-customer relationshipj

(iv) Inflation of contracts and Rentals by

premises managers, |

Consequently, the Rural banking scheme has come
to be regarded as an induced branch banking arranggment

il

through which inadequaties and malpractices in the urban
|

|
banks are being transmitted to the Rural areas, 1
|

Clearly, some Nigerian Commercial Banks are in

i
the itural areas against their will, The concessional |
|

au..o{113 | 1
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monopoly granted to them has merely worsened their
complacency and indifference to the credit neecds of
the communities in which they operate similar to the
disposition of colonial commercial banks., Javers aﬁd
investors must now go to them to beg for opening of
saving account, They are not-aggressively mobiliéing'
savings becausé of the alleged high interest rate pay-

able on time accounts,

Like their parent-institutions in the urban
centres, itural branch banks are committed to sgricul-
tural production, in principle. In practice, however,
they are scared by risks,inherent in farm credit inspite
of the puarantee against losses provided under the
Agricultural credit Guarantee Scheme, Thus credit for
agriculture related activities is preferred ond I
provided, rather then credit for agricultural production,
Meantime the required ratio for agricultural lending is
achieved by the parent-institution in its report to
the Central Bank, |

Similarly, the requirement for retention of at
least }0 percent of primary deposits in the .nral Area
of generation, for loans to the residents, h»s ineffect
me-nt concentration of available credit on urban
dwellers., This concentration of credit in the urban ;
centres has been made hitherto the detriment of rural :
communities for whose development the policy was evolvéd.
Thus, Rural Credit has become urban credit extended pyj.

a rural branch bank, from a rural setting, for investment

in an urban area,

seaaa VIl
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The penerality of Small-scale farmers, petty contractors
and tronders, skilled mechanics and fabricators -.who
orranired masquerade rallies and dances to sing praises
of the “cntral Bank and the Federal Government for
approving a bank office for their Community, =re now
disillusioned by the unadjusted collateral coenrities

being required of them for credit accommodntlion,

6,2 Conclusion

Rural banking has come o stay in Sluﬂrin This
can he seen from the number of rural branches nlready
openad by the different banks at the end of Lhe second
phazse of the schenn, (See Table 5,1)

Besides, relevant to the level of this cqﬁntry's
eccnomic development the scheme can be said to be.q
huge success, On the other extreme, over concentration
of banks in the rural areas will also water down the
objectives of the seheme, by overproviding services not
immedintely needed by the rural sector, This will
result in the banks on their side, recordins huge éums
of irrecoverable contigencies which has been their
reason for not investing in the rural sector of the
economy ,

From every indication the pace of number of
accounts opened daily in rural branches is likely goiqg
to lead to the emergence of even development trend thét
will in due course, over time, meet set goals of the \

| Il E i.

Scheme, } L]
The commercial banks need incentives and

favourable economic conditions in order to pursue

ooooo/115 !
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viporously the objectives of rural banking, 1t is
observed that rural commercial banking has not been
successful in most developing countries - for instance,
in Polivia or Brazil - because rural commercinl banks
subsist nearly exclusively on business from f{armers

who are pgenerally small,

Therefore, for a successful rural banking
prosramme a combination of farming, and commerce should

be the poal of the different governments,

6.3 Recommendations

The Following recommendations have been suggested
to help mitigate apgainst the problems inherent in the
preiramme,

1s Encouragement of private non-=bank financ#al

institutions such as investment companies,
savings and lean Associations, lFutu:)l funds
and Finance Companies to establizh nnd
operate in rural areas, They should be made
to perform intermediation functions nnd save
the mass of excluded small enterprice from
credit starvation, Enabling legislation
would be required to exempt such institutions
from the definition of banking in the Bank
Act, Their capitalization, reserve, zones

of operation, supervision should be spelt out,

3. There should be competition in rural banking 3
and financing. Competition not monopoly 1is
what rural Bank offices require to address

themselves to the important task of
00000/116
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agpressive mobilization or rural savings and
investment required to contribute Lo the
national objectives of rural-urb-n integrae
tion and development, Thus the abolition |
of the existing monopoly ccncession would be

in banks and public interest.,

3a Developmert of additional eligible securities

accessible to residents of rural communities

would improve consideration of their loan
demands nnd perhaps reduce the confusion into
vhich they have been thrown by reo-mirements
for unfamilisr collateral securi'jios for

bank credit,

e Hanks which hnave not completed !iere wuota of
allocated branches should be given e mandate

to do so,

S5« The commercial banks should be mnde to
negate any act of repulsive procedure in
opening bank accounts by sendin: incnectors
ropularly to review rur:? braach srocodures,
6, Tue third phooe should he contr)lled in terms

nf number and quality of centres selected,

In view of the fact that the programme is relatively
youn;, this project has only taken a critical look on
the prosramme based on the performance of the commercia}
banks and other Financial Institutions involved in the
scheme, Tt has superficially evaluated the scheme
in terms of what the illiterate dwellers conceive of

the scheme, This is due to the fact that the scheme
conmid 197
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at the second phase has not reached the ;ross-root
of its intended targel, Other limitations wore time
and 1anguapge barriers which kept me at-arms-lenght
with the rural dwellers who could not commmicnte with

me sufficiently,

1 have therefore, tried to evaluate the programme
based on the following criteria; cultivation of ﬁanking
habit by the rural dwellers, number of branches and
area coverage, siccess and failures of the first and
second phases, 1 also took a quick step ~ccross
problems associated with the programme, incenlives,
rural credits and mobilization of savings for rural

development:,

I therefore recommend that further resecarches
may be conducted by interesting candidates in the
following, areas, Supgestively at the end »f the third
phase in view,
1) The level of reduction of rural youth
migration to urban centres as n result of

the scheme,

-~
nra
~

Development of agriculture and 2:ronllied

industries,

5.4 Limitations of the Study

This study however is not without some limitations,
It notes for example lack of current official popula-
tion figures; and the fact that the above nnnlysis
may not potray the true position as at the period
studied, Projections have been based on eslimated .

fipures, It is therefore not easy to ascertain for

.ll"/118
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example the number or overall percent of the uwnemployed
youths in a particular area of study, This state of
affairs ean impede an evaluation of "mipration rate

of youths" of a pgiven area.

Data collection and up-to-date information from
operators of the programme (e.g. Bank officisls and
Top Business Barons) in the rural areas for fear of
intimidation also posed scome limitations, It was for
instance discovered that most of the manarers of the
rurnl branches are mere supervisors who cannot by
their status take solid decisions withount reference
te the main branch in the urban centire, 1In most cases,

vayue pgeneralizations were made,

It is also generally limited to some oﬁjnctiﬁes
of the study not yet met or realized at this stage due
to thie age of the programme, To this effect,
objectives "C & D", mentioned in chapter one above

have nol been ccnsiderably evaluated,

-
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