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ABSTRACT

Commerci al banks as financial institutions, can and
do contribute to economc growh and devel opnment Their
effectiveness in performng this role however depends as
to whether their operations and policies are in line with
the demand-foll ow ng approach or supply-Ieading approach
to the devel opment of financial institutions- This study
is based on the theory that commercial banks while operating
as profit maxim zing institutions, do possess behaviour
patterns on which the nonetary authorities nust act in
order to ensure that the desired objectives of the econony
are achi eved.

In Nigeria, the demand-foll ow ng approach was adopted
during the colonial period, but since independence, policy
enphasi s has shifted to supply-leading finance. This
notw t hstandi ng, the features of the banking system which
emanated from the demand-fol |l owi ng devel opnment still
persi st today anong several other unsavourly effectso

Based on the objectives of the econony ana the
specific goals of the policy instrunents, the regulatory
met hods depl oyed by the Central Bank have not been able
to achieve their ultimte targets I ndeed, the Bank has
been saddled with regulatory tools which are in principle
unappl i cabla for the. purpose of stabilzing the econony.
VWhile it has experinmented with sone, it is yet to apply
ot hers. The structural circunstances of the econony have
further rendered sone, if not all, the ultinate objectives

of policy unachievabl e.



- vil =

TabLk Or CONTENTS

DEDICAHTICN a0 e« oo oo s2 s ss o0s es =9
DLCLARATION es o8 Be 64 ms we S =e es
ACKNOWLUDGLMEAT  oc eo oo ss 26 se oo s
AaBOTRACT es @% st sa s co ®s ®e uu oa
LILT OF PIGURES o o5 e o5 00 se es o
LI5T OF TAbBLES e® e8 o8 se oe e° oo e

OkL: INTRODUCTION ae s3 ss =o

“ v 8

L]

1.1 The Roele of Money and Financial Institutions
in the EBconomic Development of Nigeria

1.2 Objﬁ‘.Cti‘.’k.s Of th(—' btudy a8 ese ®Be
1.3 The Oytline and Scoupe of Ltudy
CHAWTER TWO: COMMERCIAL BANKING oo oo

2.1 Revieow of Related Literature e

2.2 Commercial Banking in Nigeria ..

2.3 The Structure of the Cuommercial Banking

Syb.tm L L L L ae o8 - e L

244 Opu:rations and Policies of Commercial

Bilﬂks .i.n Nigeria L LR L] - o L

2.5 Banking S-WiCL:S ee ee o600 a0 ee

CHaPTeR YHREES TH. CENTRAL B.NK OF NIGLKLA

- -

3¢l Organization of the CBN es oo oo

3.2 Thu Relationship Between CBN and the

Commercial Banks «e me @e® oe se

3.3 CBN Relotionship with Government

- e

o e

3¢4 The rRoegulation of the Cummercial Banks

L

L

£oGE
ii

iii
iv
vi

viia

ix

13
13
20

23

32
47
54
58

61
63
68



- viii -

CHAPTER FOUR: EVALUATION OF MuTHOLL FOR

l"bGUL:\TING CU?’“"ILKCIJ‘J—! :jllNKb ee wso =
41 Objectives of Central Bank policy e o

4.2 uwvelu~tion of Methods Taken to
;\C‘l'li‘.“!' H Obj\_ctiV(:S @E e B9 B8 W6 e o 8

4’-3 4"\!-‘}3.:'-:1531 Of l"OliCLLS o9 ®w ®¥ pe @e @ =

CHAPTCR FIVE: SUMMARY ANL CONCLUSIUNS es oo e oo

5.1 Summary -8 - " . o L - - - L - o L e a e e
542 Recommendations ¢ ®s @e° e esees sv @&

5.3 ConClUSionS L .= L L] - e - 0 e 4 - e - @

SBL?ACT&D BIBLIOGRAPHY see oo o0 ve ssea oo wa

L15T OF FIGURLS

Oryanization Structure of the Central Bank
Of Ni';}eria e® 2 ¢ @e ©o P 9e ©O WG e® 9 ee ®

' '

-

L

PnGE

70
745

12

59



LoBlie NUMB=R

2.1

2e2

2.3

2e¢k

2.5

2.6

2.7

d4el

4.5

- ix -

LIST UF Tiablus

TiTLL OF T.BLL

Commercial Bankt's kegistered in
Nigeria up to 1980.

Statewise Distribution of Commercial
Bank Offices as at September 1980

Capital katios for Nigerian
Commercicl pBank's 1969-1980

Liquidity Ratios for Nigerian
Commercial Bank's 1969-78

Sectoral Distribution of loans
and Advances.

Sectoral bListribution of Leoans
and acvances (percentage) 1969-79

Pre-~tax Proiits Total Deposits
ana Shareholders' gunding for
.elected Commercial Banks in
Niceria.

Interest Rate Structure, 1 april
1975.

Interest Rate Structure, 1 april
1977.

Interest Rate bdtructure, 1980

Changes in Minimum Cash Require-
ment for Nigerian Commercial
Banks.

Commercial Bank Loans and
advances classified by purpose
(Forcentage Listribution)
1972-75.

Commercial Bank Loans and advances
Classified by kurpose (Percentage
Distribution), 1976-81,

All Cities wuorterly Consumer
Price 1Index, 1970-77.

Rural Banking Proyramme, alloca-
tion of ldentified Centrese.

Pm.iﬂ

21

23

35

39

«3

50

o

25

102

125



CHAPTLR I
INTRODUCTIUN

1.1 The Role of Money ana rinancial Institution in_ the
Bconomic Development of Nigeria.

Money and financlal institutions are generally
known to play important roles in the growth and develop—
ment of any aeconomy. There is therefore yreat need for
them to be closely regulated and controlled in a manner
capable of achieving a glven set of objectives for the
economy. 1t is in fact on this principle that this
study iz based.

Economists have expressed a wide variety of views and
opinions on the role of financial institutions in promoting
and facilitating economic growth and development. This
controversy arises on the one hand from whether the deve-
lopmant of financial institutions is necessary for economic
growtin and development particularly for developing countrics
including Nigeria. On the other hand, the controversy is
as bto which approach in the development of financial
institutions woula bring about a more effective finanéiéi
systemn un gencral and banking system in particular.

The contention that financial institutions can and do
contribute to the developmoent of an ecohomy is widely
heldi. Its proponents argue that, Yeconomic theory and

econumic theory both assure us that the existence and |
/ development of a superstructure of financlal institutions

and financial instruments is a necessary, though not a

sufficicent condition of economic development"z. They all
therefore attribute a positive effect to financial B
institutions in the development process. This accord
notwithstanding, they differ greatly as regards the
relative magnitudes of impact attributed to banks and
other financial institutions in developing economies

like Nigeria.
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The oth.r side of the argument is closely associated
with John G. Gurley3 who exp.esses skepticism about the
emphasic and prominence attached to financial development
as scparate from other ainstituticnal choices a country makes
to advancce growthe. It is worth mentioning here that he docs
not houwcvoar dount or question the effectiveness of the
developnont of financial institutions as such. Rather,
he insists on thoe existence of alternative techniques that
may also provc feasible in a country's development effort.

The second and, inftfact, the central issue in the
controversy over thoe role of financial institutions in
econoinic doevelopinent is whether the development of financial
institutions pricecdes and therefore plays an important rolc
in economic ucvclopment, or whether it passively adjusts to
the growth of the economy. Thosc two vicws form the major
approaches to the development ot financial institutions.

If the devilopment of financial institutlons passively
adjusts to th: growth of the economy then we have the
"demand-following® approach. On the othur hand, if financial
institutions pr.cade ana thercfore play an important role

in economic growth and development, we have the case of the
"supply=following" approach.

The demand=following approach to the development of
financial institutions is a situation whereby, "as the
economy grows, it gunerates additional demand for financial
services which bring about a supply response in the growth
of thue financizl system"q. A major fecature of this
demand following approach is that its contribution to

cconomic development is minimal and may «ven be an obstacle
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to economic di:velopment. In addition, bank operations in
this approach arc characterized by caution and lack of
innovation, so:cializing in short-tcrm commecrcial loanse.
The dumand-following approach thercforc “explains the
lack ox financial institutions in most developing countrics
simply as an indication of the lack of demand for their
servicess which “implics that finance is essentially passive
and puormissive in the growth prOCcSS"S-

Tho supply-~lcecading approach on the other hand is a
situation vhurcby financial institutions are cruated before
demand for tholr assects and liabilities beoomes cvident;
thus acting as a leading sector. They tnerefore play a more
active role in the industrialization and over-all economic
development of the arcas in which they operates This 1is
possiblle baocouse Visupply=leading finance transfers resources
from th.: traditional non-growth producing scctors to the
modern soctors of an economy with higher growth potentiale
such a transicr of resources mey be achieved by collecting
the savings via new bank crudit5~6. The supply-leading approaen
is also able to induce growth bocause of its ability to prometo
entreprencurshipe.

Therefore, in this approach, "financial institutions
and the supply of their financial assets, liabilitics, and
related finoncial services are created in advance of demand
for them by the entrepreneurs in the modern growth inducing
scctors. It has two functions, to transfer resources from
non-growth s.ctors to modern sectors snd to promote and
stimulate an ¢nireprencurial response in these modern

SuCtOfB"T. It stimulates and develops this entreprencurial
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respons. {(wh. re¢ it does not cxist) by extending non-
financinl scrvices to economic units; and may even participate
in th. promotion and conirol of industrial as well as othur
typus of untorpriscse

it is purtinuent to observe herc that the supply-leading
approach to th. ocvelopment of financial institutions is more
applicable to the circumstances of Nigceria in particular and
developing countri.s in general., This 1s bocause when
economics dovelop and mature up to a certain stage, they
tend to depund luss on financial institutions for finance
and .nireproencurships 1In addition to this, innovation financc
remov.es oliwer major obstaclus to economic development that
are abscnt in mature uconomiusa. It would seem plausible
ther.forc to say that the supply~leading approach is more
applicable in th. carly stages of economic growth and deves
lopm.nt, & situation in which Nigeria presently finds hzrself.

Tno dunand~following approach was utilized in

the devaelopment of financial institutions in Nigeria

during the Britlsh colonial poriode This contributed

to the dovelopment of an cnclave cconomy.

oincu inauvpondence, and with the use of the

supply-icading approach, more dynamic monctary

and finuncial institutions have been cstablished

for the purpose of ailding cconomic growth and

A notz must however be made of the fact that the "mere
existunce™ of a financial arrangement which is an important

prercquisitic for influencing the mobilization and allocation
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of capitsl; and in changing savings into preoductive investment
to stimulute the development process in Nigeria "does not
guarante:* thoe achicvement of economic growth and dovelop=—
ment in a meaningful form.

To pugin with, the way in which financial institutions
perform thise¢ functions in the growth ana development of the
Nigerian cconomy will greatly determince not only thedir
contripution but olso thoe success of the development cffort,
In addition, whoth.r or not they make a positive and sub-
stantial contribution to economic development will depiend
primarlly on tho structural characteristics of the system,
and th. law, recgulations and the customs that govern their
cffectivencssa

The structural characteristics of the financial systom
may be rogarded as the “esscemble of ratios and relationships,
quantitative and other, that charactuerize the components of
the systam and tic it into the cconomy ot which it is a part"iu.
Such rolationships In the Niguerian case may include; density,
measurcd cither as a ratio of the number of bank or non=bank
offices to the cntire population or te arcaj size of the
financial institutions within the systemj; geographical
concentration or disp.rsicn of bank and non-bank institutions,

Th.: financlal structure may also be dctermined by the
strenght and charact.r of the demand for financial services,
and the atticude of official policy of the governmunt towards
the systeme Boino an integral part of the economy, if there
is no domand for ics scrvices, the financial system will

naturally not ¢xist. However, “grantced that it dous exist,
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its structurc will be shapued very largely by the actions
of th¢ political authorities in the form of laws, decrucs,
Jeyulations and oy more direct participation such as
governfi.nt ounurship"ll.

It is against this background and belief of what a well
manage=d and viril. financial system can contributce to the
economic growth and devclopment of Nigeria given the right
stimulus and diruction that the Central Bank of Nigeria
was cstablished in 1958. The Bank was charged with the
responsibility o. developing an cffuctive institutional
framework rcequirzd of a moacrn financial systume. It was thus
hopued that thic Dank would take steps to consolidate its
position as an cifective monctary authority rcesponsible for the
mobilization of funds for the growth and duvelopment of the

Nigerian cconomy.

In r.cunt times, commercial banks in Nigeria have been
expericncing nigh levils of uxcess liquidity and arev known to
have not adcquately adhercd to the cridit guidelines of the
Cuntral Bank. The problem of excess liquidity is duc to
the fact that with the increasing revenues accruing to the
government from the oil scctor, its total debt to the banking
system has considerably reduced., Obviously, this excuss
liquidity hos affected other macroeconomic variables, particu-
larly the price lovel in the Nigerian economy.

From a policy point of view, tnis developmunt seems to
sugygest that the Central Bank as the sole monctary authority
has becn incapable of applying cffective monctary policy

to counter thuse adverse tendencies. Yet this suggestion
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poses the question as to whether the Bank actually has the
appropriate policy tools at its disposal and thercfore is
only incapabl. of effectively applying them individualy or
co-ordinating thom collectivily.

Neverticzless,y this study recognizes the fact that
commercial benks arc profit maximizing institutions with
cconomic behaviour patterns on which the Central Bank must
operatc to control and rogulate such bihaviour patterns in
a mann.r capabl.: of achicving a given set of desired cconomic
goalse It thur forc bucomes nucessary to tie them by
legislotion or othurwise to the Cuntral Bank in order that
they obscive ¢onceral rcgulations concerning capital structure,
liquidity wanaguiont, resources and public disclosures
amony oth.rs.

The problem this study is thercfore concerned with is
to examin. and ovaluate how the Central Bank of Nigweria has
been ablc te cstablish and crcate a financial systoem; and
regulate thoe bihaviour of commercial bankse Thoe role of
government pelicy, its naturc and impact on the behaviour of
these banks would also be examined and evaluated.

The study would particularly scek to examine the
following issucs:

(a) th.: structurc and opcrations of the Nigerian

commercial banking system;

(b) thc¢ policy instrumcnts that exist for the

r.gulation of commcrcial banks;

(c) the impact of the pruscnt policies on bank

behaviour and the extent of their effectivencsss
and (d) r.commund policics for future use in ordcr to

improve the commercial banks' behaviour and
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op.rations, and th.ir overall contributions to
the realization of the desircd objectives of the

higerian economy.

1.3 The Outline and Scope of btudy

.........

Studics on monetary theory and policy have shown the
relative cifoectiveness or ability of the Central Bank to
control and regulste commercial banks in order to achicve
the desirced goals of an cconomy. In Nigeria, the financial
system has witnocssced many legislations and government
polici.s in the form of incentives, owncrship or wquity
participation awmung others.

To b proeclise, the Central Bank of Nigeria Ordinance
cnacted in 1958 cxperienced major amendments in 1962, 1968
and a highly comprchensive ainendment in February, 1969,

All thuse werce vith the hope or strenghtening the Bank's
control over the crodit operations of the commercial banks,
oblig. thuwm to hold certain amounts of government securitices
and to channel private sector credit to directly productive
activitivs. The bank also requires them to hola minimum cash
reservias, spucial doeposits8 and stabilization securiticse.
buring th. decade covering the Scecond and Third
National Dovelopment vlans, 1970 - 1980, the banking scctor
expericnced more dircct government participation and this
was as a rosult of "thce rccogniticen of the incrcasing
importance of the sector for the orderly growth and
developmunt of thoe uconomy“lz. The Fuderal Government
acquir.:d 60% cquity participation in the three major
commercial banks namely, the First Bank, Union Bank

and United Bank for africa. 1In addition, whilc the Nigerian
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Enterpiis.s Promotions Decrce of 1972, furthur greatly
affcct.d the structure of ownership in the banking industry,
the “sinall indiog.nous"™ banks have consolidated their positions
into "big" organizations comparing favourably with the long
established "uxpatricte"™ banks.

¢t i3 hopcd tnat this stuay will contributce by showing
whuther the change in the structure of ownership of
commercial beanks in Nigeria huas siynificantly affected thelr
behaviour patternses The study will also attempt to show
whether othur dovelopments in the economy nave influencod
their cowoperation and adherence to the Central Bank's monctary
policy guidelines; and their identification with the
prescrib.d objectives of the Nigerian cconomy. It would
also bu inturcsting to find out 1f the above circumstances
have in any way influenced or dutermined the effoctivencss
of bank r.ogulation instrumcnts in the cconomy. 1In addition
to the: abovey it is hoped that the study will provide an
insight towards a buetter appreciation of the nature of
bank bchaviour and its rcegulation in other countrics that
sharc N.criat's background and experiunce. 1t may thercforce
be appropricic to douscribe this study as the "effcectivaness
of bank rigulation" with a viuw to contributing a littlc
more undcr.tanding to the complex nature and problems of
bank rcgulition, particularly in a developing economy like
ourse.

The sccond chopter discusscs commercial panking in
Nigeria with particular emphasis on its structure, operations
and policics, and the nature and quality of banking services.
The tihird chapter examines the C.ntral Bank of Nigeria

pointing out the legal framework for the regulation of
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commcrcicl banks in Nigeria. Chapter Four investigates

and apgralsce the various monctary and banking policics

that have boen cmploycd during the pueriod studiede The
purposc of the choptur being to establish the cffictivenuss
or oth.rwisc of policy instrumcnts given the circumstances
of the Nigerioan cconomy., The major conclusions of the study
arc sumicd up in chapter Five with appropriate policy
recomincncations .

Financiral tnstitutions are subdivided into commercial
banks and non-bank financial intermediaricse This study
will r. strict itself to the control and regulation of the
commercial bank categorye This is boecause, commercial banks
through thcir demand-deposit operations, criate money
since demond deposits are capable of circulating as a means
of paymenc in thce modern sector of thue wconomy. It is with
this conc.pt of money and ability to criate it that
conventional theory of government control of commercial

throughh a Contral Bank is based, In addition,commercial banks
panks/ nay not be restricted in thuir investment opuratlons
by limitations imposaed by previous reccipts of deposits as
may b the case with thue othur catogory of financial
institutions,

In th: Nigcerian context, it is the commercial banking
system that is mor. developed and therefore morce important
from th. point oi viuw of the execution of monctary policye
1t could b. obs.rved therofore that these diffoerences
certainly warrant diffoerent principlces of control and
reguletiony and rolative importunce attached to cach categorye

This study thorefore sceks to examine only such principlese.
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In turms of policy, the study will lay greater cmphasis
on the domestic aspects of bank regulition and control
and only cxamine bricfly the external situation or objective
of exturnal _quilibrium. The rcason buing that, if not for
recent doevelopments in the country since 1981, the 1issuce
of the oxternal value of tne Naira and the problem of balanc
of paym.nts lLiave since the advent of the oil boom comc to
assume a low policy priority. The recent developments would
thercfore boe considered only in attempt to throw some light
on the ability oif the Central Bank to combat them.

The avove aspects and issucs of concern to the study
will b. considcored mainly for the periods of the becond and
Third Nationcl vevelopment Plans, 1970-80. The choice of
the period is bas.d on the fact that it was during these
plan puriods tnet wore concerted ctforts were made at
restructuring the Nigoerian cconomy; and in addition the
banking systcm started expericncing the effects of the
comprehensive Banking Decrec amendments of February, 1969.
Compariscns will however boe made with the periced 1960-69

and carlicr poriods where this is deemed necessarye.



- 12 -
FQUTNOTES

1. Anong those who held this view are: Minsky, HePs,
"Cueniral pauhing and Money Muirket change", Quarterly
Journal of Bconomics, Vol.71, May 1957; Gerschenkron, A.,
hconomlc 5uckw rdness_in Hlstorlcal perSPECthE'

Pdtrlc“, h, "iinancial UeveIOment and wconomic &rowth
in Unde.developed Countries pconomic Development and
Cul,urul chhn g vOl 14 No. 2, Jan. 1960, Adulma, I.,

L O

mpnt. A uuuntltat;vu hpprOdCh John Hopkins kress,

Baltimor:, 19674 GOldsmith, Re, financial Structure

e e L o

and Development, Uxford University Press, London 1972,

..........

Shaw, Ea, inencial Leepening in Lconomic Development,
Oxford University pPress, London, 1973,

2. Re Golusmith, lIbid., P.408 (emphasis mine).

3. JeGe Guricy, "Financial bStructures in Ueveloping
Economies® in pPiscal and Monctary froblems in
Developing olates, (ed) D. Krivine, Preager, New
York 1967. = Als0 "weview of Banking in the varly
stages of Industrialization”, American bconomic review,
Vols57, 1967,

4. Nwani, AeOe, The Kole of Monctary and Financial
Institutions_in the wconomic Ucvelopment of Nigerias

1300 =~ 1970, Unpublishud Ph.D. Thesls, The Florida
State University, 19723 p.i.

Se _I.b..'i..d.’ Pe 2

6. Abbl, A-I-, ﬂommerc1al Banks and kconomic Uevclqpmunth

......

New Yurk, 1“?7} p.i§i_
S Nwanl, AeUey Opo Clte, pode
B. abdi,; /fieley Opo _Cit., p.20.
9, Nwani, A«Cey Ops cit., p.6 (emphasis mine).
10. Cameron, {.y (ed), Banking and wconomic LDevelopments

some Lessons of Hxatorx, Oxford University Press,
New York 1972, p.

11. Ibide, peYe

12. Central Planning Office, Lagos, Tiird N:otional
bevelopment Plan 1975 - 80, Vol.l.




CH.uwTLR II

‘C_S)l‘il';bkl.;l: o BAaNKAING

2.1 Rueview of Related Litcrature

Throughout history, cconomists have expressed varying
views about the importance and role of money in eccnomic
theorye Thorc are at least three schools of thought on
this subjuct, namelyt: the Mercantilist, the Classical and
the Keynesiane These somewhat divergent views have
however :wwoived into a common contention today where it
is belicved thaot moncy can only play a neutral and passive
role in a primitive cconomic system scrving as a means
of tacilitating ciuchange between members of a community in
which thcre is little specialization. 1n a complex
economic systwiy however, moncy “"bccomes a dynamic factor
capablc of itsclf influcncing the size of national income,
inaivicual incomis, demand for both consumcr goods and
produccrs! goods as well as the velume of savings and
inVcstmunts“i.

It is agoinst this backgrouna that monctary policy
which takes eficct through variations in the volume of
purchasing power has come to play important roles in an
cconomy, namely, stabilizing the economy in the facc of
inrlation and dcflation, through the yrowth and declinc
of moncy supply; stimulating the «conomy and thorcby
rducing uncmployment, and bringing about overall cconomic
growth. Wdrightsman (1971) defincs monctary policy as the
"deliberate cifort of the central bank to control the
money supply and credit conditions for the purpose of

achieving certain broad cconomic objcctives"z.
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In Higuria, the problem of bank regulation gocs beyond
attempis to control money supply and hence influcnce the
real aspocts of the cconomy. 1t encompasses attempts by
the Cencral Bank of wigeria to create a financial system
and dovelop the peoplets confidence in the finencial
institutions; and overall legislation, particularly as
it afifucts the banking system.

Varicus st:udi\;s3 have been conaucted on the Nigerian
financial systun and they 2ll seem to accept this view and
standes However, attention has been focused on the structure
and cifcctivoness of the system rather than the cffectivencss
of the specific rogulatory instruments of the Central Bank
as a solou monctary authority which obviously are nccessary
for achicving an cffective financial system.

Barly studics on the Nigerian banking system divide
commecrcial banks into four catcgoriese. Thesce are the
expatriate banks, governmenteowned indigenous banks, privatec
indigencus banks, and mixed b;nks4. This division mainly
was on the basis of the structure of ownership, that is,
equity participation, management and control. It 1s however
apparent th.t this classification is no longer neccssary
today as thc minimum Nigerian perticipation has been raised to
60% of cquity., Nwankwo (198B0) thercfore indicotes a distinction
between indigenous and mixed bankse. The former are banks
which arc wholly owned and manayed by indigenous Nigerian
intercests while the mixed banks as the name applics are
ownud and managud by Nigerian and foreign 1nturest55.

Both the indigenous and expatriate catcgorics however

had more peculiar charactoeristics. Brown (1966) notes thit
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the expatriatc banks for example had a "low branch density
in relation to populstion, the branches were concentrated at
the commurcial centres (one=half of all banking officus wirc
allocatud in scven townsy), the cxpatriate banks also
maintained close contacts with buropeans by whom the banks
woere wxtensively usedvs On the other hand, the banks hod
little contact with Niygurians,; and the degrec of mutual
confidunce was considerably luss“s. what this actually
implics is a discraimination agyainst Nigerians which reflocted
itsclf in the intorest rates and other charges that were
used for tihwnm by this category of commercial bankse Thuere
was thus noud for changes in the system of bank charges
by thusc banks which woula help accomplish increased use
of the banking systom, and further increuases in bank credit
particularly to Nigerian busincssmen,

The indigunous banks citegeory on the other hana was
charactirizcd by #incxpericnced exccutives, their assets
illiquid, th. ir capital in short supply and many unsavourly
featurces were nutud"7. This was infact in harmony with
Newlyn and rRowan (1954), who had obscurved that "“"the bencfits
of the inuigunous banks were still potential than actualj
notine that thiir oxisting situction was unsatisfactory
becaus. of thoe various unsavourly and speculative features
in somc of Cheir operations; the inexpericnce of many of thoir
exvcutivus; the 1lliquidity of thelr asset portfoliocs; ond
their lack of capital"s. This situstion infact gave rise
to the massive bank failures of the 1950s.

To corrcct some of the adverse tendencics noted by

Brown, thc intcrcests of the doepositors wirce further protoctod
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through changus in the Contral Bink's powers of supcrvision
and contrcl over banks through stiffer statutory requirements
regarding share capital and reserve funds. Between 1967
and 1969, the VPodoeral Government reviewed both the Banking
anct and the Coentral Bank of Nigceric th9 almost after
a decade of thoele cnactment. Iniact, they were amended
and subj.ctaed to a number of signiticant and rather far-
reaching cianges in their provisions. Teriba (1969) appraising
these amendmoents concludced that "with the changes in the
Nigerion banking logislation between 1967 and 1969, the
regulatory francwork of the Banking system in Nigeria has becn
drastically overhaulede spart from strenghtening the banking
system, tnh¢ powers of the Central Bank over the economy have
becn considerably increased by widening both its control

10

span and the opportunitics for cffective monctary policy" .

He went on to remark, "it is important to rememboer that the

actual aduinistration of it by the Central Bank is anqggx;“11.

------------

Duspite thoe almost drastic regulatory laws, the structurc
of the Nigerian Buanking system appearced to have remained the
samc cven in terms of contributione "Therce werce featurcs of
foreign dominztion, incfroective indigenous institutions,
unnecussary dircet government funding and interfoerence in
the operations of muny of the institutions"iz. Given the
toreign domination, ownership ond control of the system,
whereas it "had all the trappings of a modern system", those
"featuris of its svructure, owncrship, management and control,
and opcrations clearly needed to be ruformud"13. 1t was in

the light of this rcport that the Federal Government with
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effect from 30 Scptember 1976, acquired 60% participaticn
in all the cxpatriate bankse In principle, thercfore, thore
are no lon.cr cxpotricste banks in the countrye.

The indigenization of the Nigerian banking system cannot
be said to have buen without problems and sct=backse. Nwankwo
(1980) is of tho cpinion that the cexercise has failede He
attributcs this to the fact that the policy was not carcfully
thought ¢u bt sincc the progenitors of indigenization belicved
that own.rship was thc root of the problem; and majority
ownurship of tho system has not succecdud 1n ensuring the
transf.r of mind ond managements awadded to this 1s the fact
that just as tho unstitutions in the system have been sct
up haphazardly, so also have measures to improve their
operations couw hophazardly; and what is more, indigenizaticn
of th. comncicial banking scctor is muddled and involves
contradictory policics over the expatriate banks.
Indigenization aims at ownership, control ana management of
the ¢conoemy, but by a strange fallacy of compousition, the
f.uderal govoernmont abandoned management and control to the
minority equity share holdcr514.

ofter noting that it may be wrong to conclude that the
influ.nce of the banking systum is all=purvasive, although
its direct influcnce is limited to the modernized scctors
of the¢ cconomy, Brown (1966) had hoped that as the monctization
and modarnization of the Nigerian ecounomy proceeds, the
bankingy system should come to have much morce immcdiate cffcct
on the avureage Niuhrianis. It would thercefore be right to
point out that this was one of the major objectives that the

Central Bank of Nigeria was expected to achicve; with the
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creation of an convironment sultable for <ffective monetary
policy as thoe ultimate goal.

The ¢rowing monctization of the Nigerian cconomy has
however bucn accumpanicd by the cver increasing probloms
of inflation, balance of payments, cxcess liquid,ty in tho
banking systum ond several other institutional and structural
probluuise The prublem of excess liquidity in particular
which was first hijhlighted in 1974 became more pronounced
in 1975« Tho stock of moncy expanded at the unpreccdented
rate ox 7345 por cunt during the year duc mainly to the
continuuad monctization by the government of its carnings
from poircloun, The concomitant inflationary cffect was
agravot.d by tho substantial increases in salarics and
wages accompani.d by the payment ot arrears in the public
and priva.. sccltorse with the huge increase in the flow
of deposiis te comuercial banks, and the excessive and
growing accumulation of liquid funds in the banking system,
the noed 0r finuin suitable investment cutlets for the
banks short-torm surplus funds became urgent, and overall
monctary stability appearcd scverely thruatcnudis.

It 1s 1Important tu emphasize at this polnt tnat this
developmoent did not mean a lack of investment outlets for
the sulplus funds of the commercial banks. Indeed investment
opportunitics wxisted in the acgricultural scctor and small
scale industrics and busin.sses among others. But that
these outlits were not utilized raises yet another question
as to whether the Cintral sank is infact capable of controlling
ana directing bank credit to those sectors of the economy

that it is most nceded.
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Thus, all thuse monctary developments with their
attendant problems posed for the Central Bank a challenging
problem of how to contrel and manage a financial system and
a monctary oexpansion, the main source of which it had
little dir.ct cuntrol. 1t is convenicnt to attribute
this situation ¢~ the relationship boetween the Central Bank
and the Foderal Ministry of Finonce whereby because of the
latterts treasury function, it tends to influcnce the
Central Bank's policy options to the extent that the Bank
is oftun forcod to abdicate some of its regulatory functions
in pursuit of thousc policius that aim at mecting the
governuont!s troasury requiremonts in any financial year.
However, it is on this note that it is considered
proper tu reiteratc that 1t is how the Central Bank in
the facce of all problems has employed the tools at its
disposal in reguloting commercial banks; and how effective
thesce tools have been that is the prime objective of this
study.

sny study that involves the application of policy
lnstrumcnits in an cconumy should first scek to capture
the basic and fundamental roealitices of such an cconomye
In this r.gard thcercfore, this stuay would examine commercial
bankinyg in Niguria taking into account its structure,
operations and policices, the econumic environment and
regul tory pressurcs. The Central Bank of Nigeria would
also be cunsidercd with particuler refcrence to its evoluticn
and policy tools paying special attention to the samendmonts
to its snet and how they influence its regulatory capacitye.

It 1s only after cstablishing this framcwork that this
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study would critically cvalucte the rcgulation of commercial
banks in the Nigoerian economy.

To aduguataly achieve its cbjuective, this study will
be theoretical, descriptive, anolytical, and will use
documcntary dota from the following sources:

(i) Central Bank of Nigeria:

(a) Econcmic and Financial reviews;

(b) Annual Keports and Statements of accountg

(c) Monthly Rreports;

(i1) The annual and Monthly reports of sclected commercial
banksj; and

(iii)F.deral Juomual Buagets during the period studicde.

------

The. history of Commercial Banking in Niguria dates
as far back as 1892 when the first bank, the african Banking
Corpor~tion was cstablishcde Beforc this time however,
the need for banks and their scrvices did not arise as the
economic environment which provailed then was that of trade
by barter or predominantly commnodity curreénciese 1t was
therefore not until ccins were regularly uscd for cash
transacticns that banking became fuasible17. In this regard
thercfore, .t would be pertinent for us to describe commocrcial
banking in Niguria as a relatively reocent developmont.
Duespite this, th.: banking systcem has grown rapidly both in
terms of size and quality of banking scrvices thus witnos—
sing tihc establishienc of many commercicl banks since 189218.
oomc 0f thesc banks have however since f,.iled but as at
30th Septunmber 1980, thire werc as many as 20 rugistured

Q

banks opcrating in the country with a total of 749 branchusi’.
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COMERCLL 0, NKS Ke@loTikeD IN NIGLRIA UP TO 1980

------- R

Q{:—El.‘ o 'C.(J?I:-'.E.RCL W BalikS k;bg:z;ilul'itib Rj.n:l:\l\\b
1. african Bonking Corporation 1892
2. Bunk of British west africa 1894 Now First Bank
: | Nige. Ltde
3. ! anglo=african Bank $ 1899 *Merged with
' - BBwna in 1912
4o i Barclays Bank ULCO ' 3 1917 ENow Union
: y tBank NigeLtd.
5« ., [he Industrial & Commercial ! .
! Bank 2 1929 yFailed 1930
6a i The Nigerian Mercantile Bank 1931 « Failed 1936
7« | National Rank of Nigeria 1933
Ba Agbonmagbe Bank 1945 Now wema Bank
e The Nijorion Penny Bank Failed 1946
10. agrican Contincental Bank 1947
11. The Nigoerian Farmers &
Comnureial Bank 1947 Failed 1952
12. British and French Bank 1948 Now UBs Ltd.
13. Murchants Bank Failed 1960
14. Pun Nigerian Bank 1951 Failed 1954
15. Standard Bank of nNigeria " "
16, ostandard Bank of Nigcria " "
17. Migerian Trust Bank " i
16a ngroscas Credit bank " "
19. Onward sank of Nigeria l ” "
20. | C.ntral Bank of Nigeria i " : "
21. ' Provincizl Bank of Nigeria . 1952 : "
22+ i Moetropolitan Bank of ‘ :
! Nigeria : 1 ! "
23. | Union Bank of British : :
nirica 1 " : "
24, E United Commercial (Credit) : :
Bank n n
25 Cusmopolitan Credit Bank " "
26, Mainland Bank " "
27. Group Credit & agric Bank " "
2B, Incustrial Bank " "




“g/ﬁgi‘“ COMMERCIﬁ#ﬁgXERS DATE
29. ; West African Bank 1952
3G, i Muslim Bank 1958
3. ; Banque de I.'Afrique Oczidentale 1959
2. ! Bank of Lagos i
33, ; Berini (aeirut-aiyadj Bank : L
34, ' Bank of the North : "
35. E Bank of America ; 19640
6. ; Thase Manhattan Bank i 1951
|
37, Bank of India 1962
St AEab Bank
35. Co~op Bahk of Western Bank "
40. Co-op Bank.of castoern NMigeria 1961
N Kaduna Co-op. Bank Ltd. 1972
a2, ¥ano Co-op. Bank Ltd 1976
43 Pan African Bank
44, Mercantile Bank (Nig) Ltd 1271
A5, New Nigeria Bank 197¢
46, Bank of Credit and.cOmmercial

Inter. (Nig) Ltd.
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ous publications,

while this study would not endeavour to examine the

gvoluticn and historical background of Nigerian commercial banks

in greater detail for reasens of space, it is worth mentionirg
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that over the years, the system appears to have gone through

five major periods of change. These are, the free banking era

-

1790..1952), th: pre-central banking era (1952--195S); the bank
ledislation era (1959-1970); the indigenization era (1970-1977);
and lastly the Post-Okigbo cra (since 1977)20,

It is pertinent too to observe that each of these periods
possessed its own unique features which may largcly be said
to have affected the develormant of commercial banking in
Wiseria., In sum, therefore, it is thesec 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 commercial banks operating in Niueria 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 African Continental Bank Ltd, Bank of the North Ltd,
Co--operative Bank Ltd, Co-operative Bank of East:rn Nigeria
i.td, Kaduna Co-operative Bank Ltd, Kano Co~op:crative Bank
Ltd, Mercantile Bank of Nigeria Ltd, National Pank of
[five=ria Ltd, New Nigeria Bank Ltd, Pan African ~ank Ltd, and
wWema Bank Ltd.

Conversely, the mixed banks cateqory is made up of the
following commercial banks: Allied Bank (Nic) Ltd, Bank
of Cr=dit and Commerce Internationa, First Bank (Nig) Ltd,
International Bank for West Africa Ltd, Nigeria -- Arab Bank,

Savannah Bank of Nigeria Ltd, Societe Generale Bank (Nig)
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Ltd, Unicn Bank (Nig) Ltd, and uUnited Bank for Africa Ltd.

On the basis of available evidence, it can be said that this

--L.gory centains the largest commercial banks in the banking
wystem by any criteria of size. The indivenous banks on the

othar hand are either single-state owned or inter--state owned
with the «i.¢t I being relatively larger in teorms of branches,

deposits and the volume of loans and advances.

The picture that emerges from the above is one of a
rrecdominance of indigenous ownership in the banking scector
of the Nigerian economy. For example, at the end of February
1276, the authorized and paid up capital of all commercial
banks in the country was #126.3 million and K22.1 million
respectively. The mixed banks accounted for 47.9% of the
avthorized and 49.2% of the paid up capital. The indigencus
banks accounted for 52.1 of and 50.8% respuctivelyzf' It is
important to note however that this ownership is mostly public
than private with federal and state governments collectively
owning the bulk of the equity.

The development of commercial banking in Nigeria has not
been accompanied by an even distribution of bank offices and
services; and the lop-sided nature of banking developmont
as a feature of the commercial banking system is therefore
cosily apparent. The ultimate consequences of this have been
o low banking density both in terms of offices in relation
to the geographical area and populaticn; and the concentration
of bank offices in urban and commercial centres. These

problems are clearly illustrated in Table 2.2 below.
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TrBLE 2.2

statewise Distribution of Commcrcial Bank
Offices as at September 1980

State Iﬂa‘bk--“
Bank
Oifices’)
anambra 57
Bauchi 19
Bendel 58
Benue 21
Borno v 26
Ce River E 25
Gongola ' 21
Imo E 52
Kaduna .40
Kano 42
Kwara 24
Lagos 131
Niger 51
ogun 29
Ondo az
uyo £9
Fliteau 22
Rivers 34
Sokoto 22
Total 749
sSources:

% of |Estimat.d ., jEStimated (Persons | area
Total Population” |area(sq km) {per per

) Bank Bank
7.6 | 2943483 15770 51640 | 27667
2.5 | 1193674 16813 62824 | 88489
7.7 | 2435849 38061 41997 | 65622
2.8 | 3041194 | 63740 ' 144818 ! 303524
3.4 . 2990526 . 116589 ' 115020 . 448419
3.3 ° 3600000 ‘ 29164 ' 144000 ' 116656
2.8 . 3002808 | 102067 . 142950 ! 486033
6.9 ' 3288340 : 13032 | 63237 : 25062
5.3 1 40968385 . 70293 ' 102459 ! 175733
5.6 | 5774842 | 42123 137496 | 100293
3.2 | 2309338 73403 96222 | 305846
17.5 | 1443567 3535 11019 | 2698
2.0 | 2389338 73403 159289 | 489353
3.8 | 1551946 20241 53515 | 69797
5.6 | 2727675 18165 64944 | 4325
9.2 | 5158884 42862 74766 | 62119
2.9 | 2026657 56245 92120 | 255659
4.5 | 1800000 21172 52941 | 62271
2.9 | 4538803 945588 206309 | 429945
100 | 56315309 911266 75187 | 121664

1. I\-d(’.:ni‘fi’ O.J"‘d, Ep. Citn’ P-184-

2. 1963 Population census figures.
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As can be seen, the Nigerian economy is underbanked.
There are as many as 75,187 persons per bank office and the
seographical area per office is as high as 1,216,64 square
kilometers. These ratios contrast very snarply with those
of developed and other developing countries. In the United
Kingdcm, it is 4,000 persons per bank office, 6,000 persons
per office in the United States of America, one bank office
to 14,500 persons in Japan, and 52,000 parsons per bank
of fice in IndiaE?

The distribution of bank offices among staotes in
Nigeria reveals a heavy concentration in Lagos despite the
fact that the population of Lagos state is only 2.5% of
that of Nigeria. The state also has an average density of
26,98 square kilometere per bank office. In contrest, some
states are very worse off in the distribution of banking
s=rvices; and in particular are the cases of Benue, Niger
and Sokoto states. For Benue state, we have 144,818 perscns
prr of fice and an office to 3,035.24 square kilomcterse.
Sokoto state on the other hand, has 206,309 persons per
bank ofriice and 4,299,45 square kilometers to an office.
Equally revealing is the concentration of more than half of
the total number of bank offices in the country in the six
southern states of Lagos, Ondo, Oyo, Bendel, Imo and Anambra
who jointly share between them 409 branches.

This study notes the lack of current official popula-
tion ficures; and the fact that the above analysis may not

potray the true position as at the period studied. Projections
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of the 1963 census figur=ss have how:sver not revealed a radically
different picture. But even within the above states, there are
lop--sided developments. An analysis of the location of commercial
bank offices in Nigeria at the end of December 1975, showed
that out of the 93 bank offices in Lagos state, 35 are in
Lioos city; out of the 50 offices in Cyo, 24 are in Ibadanj
and out of the 46 in Bendel state, 12 are in Benin city; and
out of the 34 bank offices in Anambra state, 12 are in
Enugu2§

The uneven distribution of banking services as demonstrated
above may be accounted for by many factors principal among
which are the adoption of the demand-following approach in
the development of bank offices by Nigerian commercial banks,
the concentration around regional capitals and commercial
centres, and the lack of a conscicus policy to dircct and
develop the interest of commercial banks in rural banking.
The establishment of state owned banks also accounts for
the disparity among states. Nevertheless, the above
factors are plausible if we consicder the expansion in
hank offices after the creation of states and more local
governments in 1976.

The lop-sided bankino development has many serious
implications for the overall development of the Nigerian
economy as it impedes the development of the banking habit
and the mobilization of savings. Most people have to travel
long distances to avail themselves of banking serviccs;

and in addition, because of the many persons per bank
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branch, services at most branches are poor. A common
feature is long queues with people strugglinag to get

“rveds. The poor services also include vital bank transae-
ticns like mail transfers and cheque clearnace which ray
tnke up to a month or more. This problem may however be
aXplained by the pecor communications system in the country;
one exXpects that the commercial banks in ordeor to provide
efiective and efficient services to their customers shouls
h.wve developed ways and means of solving this problem,.

Another 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
indugtries in Nigeria is faced with the problems of
recruiting and training the right calibre of staf&”zf
This situation has given rise to understaffing and inexper-
ienced staff in most commercial banks, Even whore banks
snend time and resources to train their staff, these arec
very often lost to competitors who may offer higher salaries
and better conditions of service., What is more, many a
staff are known to be reluctant te work in rural areas
and as such often refuse transfers and consequently withdraw
their services.
A feature which is the direct consequence of the poor

bank management problem is the high rate of fraud and
irregularities that plague the commercial banking system.

These have reached alarming proportions and range from cash
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shortages to feorgeries and collusions. There are indications
however that bank managers have not always been givph a free
1nd to manage their branches. It is therefo ¢ not unusual
for =z branch manager to rcecject a loan applicztion only to
reccive instructions from "above' to grant tii- facility.
At timss, pressurcs may come from the extended family set-up
of our socleties. Whichever of these cases npply, thzre is
ample evidence that bank managers in Nigeria ~rc¢ of ten subjected
to both family and political pressures and thay often make
decisions which do not depa:nd solely on econcmic ~nd bpanking
principles, nor in accordance with prudent b=nk management.
Banking lending by commercial banks opwrating in Nigeria
like in many other developinc countrics is ch racterized by
a heavy concentration in the financino of gen ral commerce,
short maqurity of loans and advances, and mosi important
iz the fact that only a sm21l volume of bank loans arc mide
to Niccrians. It has been shown that arounu 20% of loans
mature within 12 months and under 10% within onc to five
y:arss and it 1s also known that the hichest oprcoportion of
Lotal loans made by one expatriate bank to Higerians in 19€9,
was 35% with anather expatriate bank recording = low proportion
of 7%. Explanations to this natu e of bank lending are not
difficult to finde In the first place, the concentration
of bank lending in the fipancing of general commercc owes
1 .rgely to the dominance of commercial banks with forcign
origins whose primary interest is to finance this type of
activity since they were originally established for this

urnose, apart from their operating on the hbills-only



principle which stipulates that a good loan is self-
liquidating.

Sccondly, that Nigerians get a small amount of loans
has often been explained by the insinuation that the
expatriate (mixed) banks discriminate against them. Although
Nigerisns responded to this by establishing their own banks,
these often lack capital and in most cases are unable to
attract substantial private deposits and thus are not
alvays in a position to adequately meet the credit demands
of Nicerians., The fault in this matter may howcver lie in
Nigerians themselves. 1t is common knowledoz that our
businessmen hardly keep detailed and accurate records; and
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 arc made. Such
loane end up being spent on ceremonies and the marryino of
more wives. All these no doubt make loans to Nicerians very
risky and unattractive. Nevertheless, as the nature of
business organization in the economy is gradually changing,
it is hoped that commercial banks would also r :spond by
changing their attitudes.

It is important to reiterate at this point that all
the features of the commercial banking system highlighted
above militate against th mobilization of savings and the

cultivation of the banking habit. It is this realization
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taking into account the important role commercial banks
are exp:ct.d te play in the growth &nu develoovwent of the
Niyerian cconomy tchit hes given rise to the involvement of
government and the Central pank in the banking system. Thus,
“the aubsence of o commercial banking system, predomin:ntly
indigenous whicin would ensure aucquate zttention to local
businessmen 1n uhacever sector tney belong —s well as tne
absence of =n adequate anag flexible capital murket, dictate
that the Cencral Bank cannot stand aloof in the tasks of
expanaing capglcal formntion denmanded by the new plangs.

The abovy packground formea the basis of government
intervention in the banking system which is yet another pro-
minent T -ature of commercial panking in Nigeria todaye.
Government intervention in the bonkilng system has been in the
form of cstablishing financial institutions with the sole
objective of directly financing activities in real estate
construction, agriculture cnd inaustrial sectors as a way
stimulzting development in these sectorse. The government also
establishes certaln schemes or progreammes to be adoptea by thc
commercial banks; and example of this is the agricultural Credit
Scheme being implencnted on its behalt by the Central Bank of
Niyeriz. To furthoer enhance its position in the bunking
system, coverniaent 2l1so has embuarked upon the inaigenization
or ownership of the system tncrough direct participetion in
banking both in torms of snare participation and the appoint.-
ment of Dircctors. State governments on their part have

empark--d upon thoe escablishment of their own banks and the
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decade covered by this study has witnessed many of such banks.
This development has greatly increased the level of co-
operative bunking within the system.

The involvenent of the Central Bank on the other hand,
has been by conitrolling the volume :na direction of finance te
the private scctor through the issuing of Annual Monetary
Policy Circulars wiiich set out credit guidelines inuicating
the volume and distribution of commercial and merchant bank

credit, including lozns to indigenous persons and institutions.

2q¥r Opcurations and Policies of Nigerian Commercial Banks.

It is cownon of institutions like commercial banks, in
the face oI competition, to make claims as to their various
contributions to the realizadion of the objectives of an
economy in which they operate. 1In many cases, these claims
are deliberate and aimed at making customers to identify the
bank as patriotic 2nd thus atiracting more deposits and
business. In the light of thesc circumstances, the only
was for us to vcrceive the truc behaviour of commercial banks
is through the cxamination of their balance sheets.

The balance shecets of commercial banks coperating in
Nigeria hove beocn examined at several intervals of time.

One thing to note however is the fact that most of these

past analyses (particularly Nwani and Brown) cover periods
that give cause to their being plagued with several problems
some Of whilCh are purely statistical. In the first place,
during thcese periods none of the banks (except those operating

exclusively in Nigeria) published separate figures of their
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Nigerian opurations. FPurthermere, the figures given by thoss
banks wiio happenzd to we operating exclusively in nigeria were
often diificult to intr.:r,)retzd « Incorrectness of records in
terms of wmisciassilication and misrepresentation of coeitalin
items wore notizzables It is however a matter of fact that
these problems ar. not very much relevant now &s the compilation
and presentation of records by voth the 1ndigenous and mixed
banks has greatly imprcveds whit 15 more, since the 1969
amendments, banks cannot include tholr overscas opeérations
jointly with the Nigeriane It is therc<tore possible for an
analysis now to roveal ther real nature of policies and opera=—
tions of commcrctal banks in higeria todaye

Ti.1s cection consicers che following aspects of commuercial
bank opcrations ain Nigeria: capital, deposit liabilities,
louns and advonces, liquidity and investments including the
pelicies associci:d with thusce An examination of these aspecis
is highly importanc as it is capable of indicating the actunl
sources and usas of bank funds; and tnelr liquidity position
from whichn the profitability of bank funds can be ascertaineda
Such an anclysis iu further capable of showing how banks
in Nigeria have been able to reconcile tneir dual and apparonily
conflicting obliigaticns (of maximum liguicity to their deposi-
tors and max..um proiitability to shareholders) which give
us an ingight Apto che avallability of investment outlets and
their varacus forms. Lastly put most important for the
Surpose ol thics study, this analysis will help us show the

extent to whidh conventionzl central bank regulation and



contrel tochniques carn be or have been usea?’.

Table 2.3 depicts the capitzl ratios for Nigeria commercial
banks during the poeriod under review. An examination of the
structural cnanges that have occurred in some of the items
shows that comitercial bank caplital increased from :i57.5
miliion in 1970 to :201.7 million at the end of bLecember 1977.
This shows an increase of more than 250%. This growth which
has been steady ana gradual can be accounted for by several
factors. One of these is the increase in the minimum capital
requirement by the 1969 Banking Decree amendment which raised
minimum capital to #0.6 million for indigenous commercial
banks; and also increased the percentage of net profits
that banks nhad to transfer to reserve from 12% to 25% until
reserves cqualed paid-up capital and 12% there-after.

Another rcason for the increase and growth in commercial
bank capital is the Increased tempo of economie activity
under theé Sccond and Third National Levelepment Plans. This
means that the statutory capital requirements notwithstanding,
bank capital would have incr=ased all the same; and this
follows logically from its role in and response to increased
pace of economic activity. Bank capital while providing for
start-up costs, 1is important in acquiring frcsh assets,
absorbing operating losses und future expansion plans.

It also serves as a protection for depositors such that in
times of liguidation, it would reduce the losses that
depesitors and other creaicors would otherwise be required to

share. 1In this way therefore, “bank capital inspires the
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confidence of depositors and regulatory authorities in
addition to scrving to regulate the expansion of loans and
investments such 2s the 1:10 ratio currently reqguird of
banks in nghriadaa. Infact whereas regulatory authoritics
cannot dircctly influence the day to doay activities of a bank
and its profit wmaking capacity, they do possuess the power
to require panks to maintain adequate capital and comply
with relevant capital ratios which wowld enhance their
continuzd viability and increased confidenCe by depositorse.

The growth in thue capital of Niycrian commercial banks
has been accomp:nied by aslronomical growth in deposit
ligbilitics, Between 1970 and 1980, commercial bank
ageposit lialilities increased by over fifteen times from
+1625.8 million in 1970 to 10,009.2 million at the end of
1980. The high.sst increase in deposits occurrea in 1975
when total deposits rose from .i1,093.9 million in 1974 to
+2,839.2 million in 1975. Also significant increases
occurrcd between 1979 ana 1980. Developments in the
structure of bank deposits are also worth mentioning.
buring the period studied, demand deposits increased from
#4289.0 million in 1970 to .:+4,846.0 million in 1980. The
growth in demand duposits was relatively small between
1970 and 1973. A signiiicant increase was however recorded
octween 1274 andg 1975. This growth was short lived as it
declined in 1977 and thercafter. Developments in demand
deposits as a proportion of total deposits has also been

along the samc lincse Time depgsits which increased from
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«201.0 marllion in 1970 to .43,573.7 million in 1980 did not
however chanae as a proportion oi cotal deposits. bSavings
on thc oodies nenG, declined from a peck of 25% in 1372 to
15% in 1250,

The above Gevelopments in the growth and composition
of comuarzcial bank deposit liabilities between 1970 and 190
can be cxp.ained by several fictors principal among which
are the incroase in the level of monetization in the
economy and ths growth in banking facilibties, incrcases in
incomes us = Jdirect consequence of the Uduji Awards, gov.rn--
ment deficilt financing and increased expenditurces from the
o0ll boor.

wWwhat 15 evident is that the phenomenal increase in
deposits has resulted in a downward trend in the capital
ratios. Th. Capital-beposits Ratio wnich denonstrates the
relaticnship between bank capltal resources nu deposits
which was at its highest in 1971, declinec to 3.5% in 1977.
olmilarly, the Capital-iassets Ratio wnich is a measure
a@lmed at asc.rtaining the extent to which comucrcial bank
capital could absorb unexpected losses and still protect
depositors and creditors has also continued to declince
The cficct ¢f thoce declining capital rotios on risk and
the overall adequacy of capital need not be over-emphasized.

In the z2bove circumstances, the deteriorating capital
raotios hzve rais.d the serious question of capital agequacy
rer Nigerian commercial banks. This is despite the fact

that capltal retios are not usually excellent indicators of
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capital adequacy; they however do serve a useful purpose in
terms of the initial screening of the capital position of the
commercinal banks by supervisory and regulatory authorities.
The basic requirement therefore is for banks to have a certain
level of iminimum capital in oraer to ensure that capital
performs its basic functions. 1t 1s worth mcntioning that
the issue of bank capital differs greatly from one commercial
bank to anothcy ond the nature of their operations, the
financial system and the risky nature of loans and advancesS.
It is ingced these differences that actually make the
identification ¢f which amount of-capital is adeguate for
capital to play its normal functions difficult, if not
impossiblc.

It can howuver be observed that most Nigerian commercial
banks after discovering that the increcses in deposits
beginning from 1273 have deteriorated their capital ratios,
and hence throeatened their liquidity positions, decided to
call in their loans and advances together with restricting
their lending activities., This indeed is yet another plausible
reason that explains the high liquidity rate in the banking
system during that period o:i time; and why credit was not
extended to the several investment ocutlets which had existed.

Central to commercial bank operations in Nigeria is the
issue of how they manage their liquidity positions. Bank
liguidity in general represents the closeness of assets to
cashj; and the strategy adopted by banks for dealing with

uncertainties and emergencies forms their liquidity policye
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The importance of liquidity is borne cut of the fact that
it indicatas an assurance to depositors that they would be
able to obtain their deposits under almost all circumstancesa.
Liguidity thus can be said to represent a defense against the
effect of extreme pressures on a bank that would represent a
loss of confidence by depositors and lead to a situation
whereby depositors would collectively attempt to withdraw
their deposits.

The liquidity position of commercial banks operating
in Nigeria is statutorily defined. Despite this, it is
pertinaent for us to perceive commercial bank liquidity by
examlning certain relevant ratlos and relationships between
the balance sheet items; of importance is the Loan-Deposit
Ratio and the maturity of loans and securities. Table 2.4
shows the loan-deposits ratic for commercial banks operating
in the country. The ratioc rose from 54.7% in 1970 to 76.0%
in 1972. It fell from 73.1% in 1973 to an all time low
level of 42.8% ia 1976. The Loan deposit ratio indicates
that banks in ililgeria have a lorge proporticon of their
interest sarning assets in loans and a small proportion in
securities. This development may be attributed to the lack
of a securities market particularly between 31971 and 1973
when tha ratico soared. |

It is important to point out that banks in Nigeria are
statutorily forbidden to invest in real estate, and in the
absence of a daveloped money market, the best alternative was

to invest in lecans and advances. Also the increase in the



credit operations of the banks immediately after the civil

war explains the souring ratioj; in addition is the effect

of the indigenaization policy. It 1s however worth observing
that, with increzse in money market instruments between 1973
to 1976 and incrensed activities at rthe Lages s5tock wxchange,
this ratio has been affccted,

The liquidity ratio un the other hind has little signi-
ficance in the explanation of the poiicies and opc.rations
of Nigerian commercial banks., This 1s because what constitutes
liquid assets is statutorily defined ond this has been altwred
by polizy at aeny times during the p:riod covered by this
studye. This heppened in 1972, 1975 and 1979. The composition
of the liquid asscts portfolio oi the banks and choice of
instruments for the liquidity requirement has therefore been
greatly widened between 1970-80. 1In this way, the liquidity
ratio has not been affected or influcnced solely by develop-
ments in the banking system but thrcugh changes in specifi-
cations by policy. Nonctheless, "the ratio is of importance
particul:rcly for annual review of developments in terms of
compliance of the commercial banks with the stipulations of
central bank" 3,

The structure and composition of commercial bank loans
and advunces is worthy of further analysis. Loans and
advances are injected into four broad sectors of the Nigerian
cconomy, hamelys=

i) Production - agriculture, forestry and fisheries,

monufacturing, minning and quarrying, real estate

anu constructions;
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ii) General commerce - bills discounted, domestic
trade, exports and imports;

iii) Scrvices - public utilities, transportation and
communication; and

iv) Others = Credit and financial institutions
govornments, personal and professional and
miscellaneous.

Tables 2.5 and 2.6 show the sectoral distribution of
commercizl bank loans and acvances from 1969-70. During this
period, commercial bank loans and aavances increased by more
than twelve times from ;351.4 million in 1970 to :#4,250.8
miliion at the end of oeptember 1979. As astronomical
increase was recorded between 1969-72 when loans and advances
more than doubled from #242.7 million to #619.6 million.
another upsurdge in loans and advances was recorded between
1974-75 wh2n they increased from 24.5% to 53.2%, and have
been on the decline since then. The increase in loans and
advunces between 1970-72 owes largely to the massive
reconstruction and rehabilitation by the government following
the end of the civil war. Thus, to ensure the success
of this cfiort, attempt was made to increase the level of
loans and advances in the economy and to all sectors. In
addition, while the comme¢rcial banks in the war affected
areas resumed operations after the civil war, the other
banks also increased their scope of operations to include

the war arcase.
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On thce other hand, the decline in the growth of loans
and advancces botween 1972-75 may be attributed to the high
prices provailing at that time and the considerable
efforts made to countrol these cmerging inflationary pressuren.
Thus, attempts by government to stop tne inflationary trends
led to dircctivaes bheing given to the commerciral banks to
decrease thelr loans and auvances cspecielly in the non-
productive scctors. The structurel changes that occurred
between 197475 werc wostly os a result of the imp.ct of
the Udoji Awrrdsa In gencral however, it can be said that
most of th. structural changes in loans and advances during
the pericd studicd are as a result of decisions of the
central Bank and the state of general economic conditionse.
This is in the sense that increascs in loans and advances
tend to reflect the overall crowth of the economy which not
only gencirates doinand for bank credit but also creates
opportunitics for pank lendinge.

'ne chengyes in loans and advances are also mirrored in
their sectoral distribution. 1n the production sector,
changes ocourraed between 1972-73 following the introduction
of targct poercentage shares for cach of the sectors in
place of credit ceilings. In the agricultural sub-sector,
total loans aad advanceés have increased both in volums and
share of loans from a meagre 7.0 million in 1970 to #277.0
by the ¢nd or Leptember 1979. 1In terms of the proportion
of loans Joing into the sc<ctor, this increcascd from 2.,0%

to 6.5% during tic same period. Significant improvements
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have occurred in the manufacturing sector which is usually

a large credit user. Commercial bank loans and aavances

to the subsector experienced an enormous increase from

.+41.9 million in 1969 to #41,233.0 million in 1979. The
proportion of loans going to this subsector was for the

first time the highest outside general commerce as from
1976-78. But as at September 1979, credit to the general
commerce scctor again excecded it.

Another subscector in the production sector that has
attracted loons and advances is real estate and construction.
The proportion of loans and advances to this sector increased
from 7.2% in 1969 to 23.2% in 1979. This increase owcs
largely to tho increased government spending in this
scctor with the construction of such infrastructures as
roads, airperts, ports and alliad construction activities.
all these necessitate considerable working capital require-
ments on the part of the construction companies; and this
perhaps accounts for the increases in loans and advances
to the construction sectore.

Loans and advances to the General Commerce sector
while experiencing increascs in total volume from i126.6
million in 1969 to ;/782.0 million at the end of Leptember
1979, have declined in terms of the proportion going to
the sector from 52.2% to 18.4% during the same period.
Developnunts in this sector can be explained by the fact
that, while thec domestic trade component has shown greater

stability, imports have seriocusly declined proportionately
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following r.strictions in fiscil and trade policies adopced
by goverm:ent in the interest of the country's balance of
payments.

All the remaining sectors, while recording increases
in the volumce of leoans and aavzunces injoected nto them; have
becn reasonably stable in tneir shere of total loans and
advancaes, Thues the propertion of lcans and auvances going
to mining and quarrying has Deen consistently below 2.0%.
Loans anu advances to transportation and communication, credit
and financial institutions, personal and professional
sectors have been relativel y irreqular, risino and falling

over the years curing the period under reviewa.

2.8 Bonking Services.

Comincrcial banks apart from providing the most important
bank scrvices of acceptance of deposits, provision of
payments maechanisms both at nome and abroad, and the
provision of credit, do provide othcr ancilliery scrvices
which are vitzl ang determinist..c 7 an affective banking
systeme wlth the continued growth and expansion of the
Nigerian banking system, it s necessary for us to briefly
examine whether this growin has bLoeen accompanied by improved
quality ana acequate banking scrvices. Thes: services
range from domcstic to overseas.

In an economy like ours ithat is highly dependent on
impor tables be it raw matericls or food/consumer items and
overseas travel; and with the control of foreign exchange by
government, toCc Janks have come to play a vital role in

assisting thoe Central Bank in processing applications for
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foreign exchanye. They orfer telegraphic and mail transfers,
banker's drafts and cheques. These have meant the improvement
in the specd, safety and conveniences of economic transactions
and also provides a favourable method of scttloment for
importers.

Othcr banking services ofrfcred by commercial banks centre
on the settling of transactions through the provision of
note and coins in the right denominations at the right timec.
This service is highly expensive and time-consuming but
facilitatus transactions which would be greatly disrupted if
customecrs canrot collect money in precise denominations for
the purposes of payment for goods and services.

In a country with underdeve<loped money and capital markcts
like Nigeria, Commercial Banks play a useful role tnrough the
receipt of applications for new lssues of stocks and shares
on the Stock exchange from the public. Infact scme of the
banks participate actively in investment management whereby
it is possible for a customer to entrust the management of
his investments completely to the bank. In this case, the
customer gives the bank written authority to buy or sell
securities on his benhalf; and the bank ensures that the
customer's holdings of stocks and shares are managed in his
best interest.,

The cperation of economic and consultancy services by
commercial banks has greatly come to be of great assistance
to investors in Nigeria today. These departments study

developments in the economy, individual industries and in
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some cascs, Some overseas countries. In this way they are
always in a positicn tc provide necessary informition to
their customers including tecnnieal partnerse. 5imil.arly,
banks may provide rofcrences on their customecrs for purposcs
of their fainencial stending, line ¢f credit and credit
worthinuss to pboth incividuals and firms who may be dealing
with than,

Commercial Banks also now provide services in the line
of safe custodius for the safe=kcecening of documents and
othur valuables which may be placed in thelr strongrooms
at the various branches.

There is no doubting the fact that whilce the provision
of banking sorvices in Nigeria has greatly imprmeved, therc
is still morc room for improvement. an important thing that
must however be mentioned here is the high cost of these
services boih in terms of charg.r for ancillicry services
and the cogt of loanse The reascns for this are not very
casy to come by. But in gcncral, commwrcial bank operations
in Nigeria are apparently costly because of the high cost of
stafring and training particularly of Nigyerians who may
often have to be trailned cbroad; and the high incidence of
frauds and bad debise. nll thuese have increased the cost of
banking opcrationg and imp=dea the improvement of banking
services in additiron to increasing their costse.

The situation highlignted above however bucomes belated
if we consider the profit fioures of the commercial bankse.

against thelr total dzposits anc sharenolders' fundse.
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Toblk 2.7
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Table 2.7 aepicts this position botween 1978 and 1981. This
ruscarcher wishes to note particularly the difficultyhs had in
ocbtaining ihiese fi ures from the «nnual xeports of the
Commcrcicl banks. It is intoeresting to know that pust copies
of thuse reports viere neither availuble at the various
branches he visited nor at the arca oftices in Kaduna and
Kano. It is for this rezson that the figures do not reflect
the whole weriod cover.a by the study. s

a8 tho tablae shows, the profits of the Union Bank for
example rosc from 22.91 million weighed over total deposits
and sharcholders' funds of #:1,282.18 million and W67.39
million recspectively in 1979 to over #60.20 million against
shareholduars’ _unds of #104.92 million anu total deposits of
1124316.,28 willion in 1981. 1t is clear therefore that these
banks have ade high profits from their operations. It would
thus be¢ proper to suggest that commercial banks operating
in the couniry inves-t more ¢f their profits in order to
expand ~nd lmprove the quility of their services. The
Central Bank may moke a special provision on tills :nd monitor

the implemcntation of sane.
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CHAPTER III

THE CENTEAL PANK CF NIGCRIA

The Caontral Bank of Nigeria (CBN), established by
the Cantral! Bank Crdinance of 1958 did not start operations
until 1 July, 1959. Before its existence however, Nigeria
had experienced a currency board system - the West African
Currency Beard (WACB). The W.CR itself was established
in 1912 by the colonial government following the recommen--
dations of the Emott Committee for the purposcs of issuing
currency and legal tender. It was also te perform the
following primcipal functions: "financing the heeds of
the oxport trade of expatriate firms operating in West
Mrica; and to eradicate the confused, inconvenient and
unsatisfactory currency position in British west hfricaﬁl.
It ic ther-efore evident that ‘he WACB was established
rrimarily to serve the interests of the colonial
authorities and aid in their bid to exploit their wost
Mirican colonies to the fulless,

With its kind of cbkjrectives and mode of operation,
it did nct take long for most Nigerian nationalists of
that time tc regard and sce the WACB as beling absolutely
incapable of taking gocod care of Nigerian interests.
Indeed, their major and stronarcst arguments against the
Board were basicd on its weaknesses and defects which
wmong others included the contention that it had no room
for mcnctary management. It was thus believed that
since the currency of the Board was not independent,

the currency in circulation was directly linked to the



> B8 w
balance of payments with automatic parity with sterling and
therefore could not be managed. 1In essence, this meant that
since the WACB had no control over money supply in the
currency area, it apparently lacked the necessary powers to
initiate and execute monetary 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 ifricans in the art of
monztary management or to develop indigenous banking and
other financial institutions"z. It 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 cclonial economy and the agitations for
independence. 1t could therefore be said that the major
objective of these nationalists was thus not only to break
the monopoly of expatriate banks but also to have their kith
‘nd «in 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 independent Nigeria was to be vigorously
pursued and 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 CEN.

The above conclusion notwithstanding, the background
leading to the establishment of the CBN can best be described

as highly controversial. This is in the sense that whereas
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the colonial administration was pushed into looking for ways
and means of creating a central bank in Nigeria, the reports
of th~ varicus committees on the issue held greatly varying
ccnclusions. The first report was that by J.L. Fisher who

wag appointed to "inquire intc the desirability and practicability
of zstablishing a central bank in Nigeria as an in:trument for
promoting the economic development of the country¥. In his
report, Fisher unambiguously concluded that, "... it would be
inadvisable to contemplate the establishment of a central

banrt 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 ~conomic
developm=nt of the country"B.

»n important factor for this conclusion by Fisher was the
absence of an indigenous banking system and other financial
institutions that are necessary for the effectiveness of a
cxntral bank. It was in this regard that the repcrt had hoped
tnnt with the development and arowth of the above, the
zstablishment of a central bank would be a logical and useful
steps But given the nationalist feelinas prevalen® at that
time, thisz recommendation by Fisher was met with sirong
resistance as the nationalists saw the Central Bauk as the only
hope for their objective of rapid economic development; and
this acquired more significance as there were continued efforts
towards indcpendence.

The sccond report on the desirability and practicability
of esteblishing a central bank in Nigeria was by a World Bank

Mission which visited the country in 1953. This raport was
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of the view that the continued political and economic advancemeﬁt
of Nigeria is bound to lead to the establishment of a Central
Bank. The Mission therefore felt that if the management of
foreign assets and issue of currency were delayed, this would
amount to delaying that time when Nigerians would be able to
caerform these functions themselw—:-54° Needless to add that
this report was good news to the nationalists,

It was on the basis of this World Bank Mission Report
that Mr. J.B. Loynes was appointed to make recommendations
on the establishment of a Nigerian central bank, the
introduction of a Nigerian currency and other assoclated
matters. In particular, Loynes was to advise on:

(a) the establishment of a Federal institution to
perform central bhanking functions;

{b) the introduction of a Nigerian currency and the
administration of such a currency so as to preserve
its external value and its acceptability within the
country;

(¢} the relationship of the federal institution to the
federal and regional governments; to government
institutions, tco the commercial banks and to the
publics and

(b) the role of such an institution in the development
of a local money and capital markets.

It is often contended that had Loynes not been given

specific terms as to the fact that there would be a central
bank and he should advise as te ﬁow best it should lock like,

he too like Fisher would have certainly seen no need for it.



Nev:zrtheless, the recommendations of Mr. Loynes finally
culminat:d in the establishment of the Central Bank of Nigeria
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P | ggggpization of the CBN

The current organization structure of the CBN is
illustrated by figure I below. At the top is the Board of
Dircectors which is responsible for the policy and the general
administration of the affairs and business of the Bank. The
composition of the Board by the 1958 Ordinance was made up
of a Governcr (who was Chairman and Chicf Executive), Deputy:-
Governor and five other directors who were part-time menbors.
This sect--up was however significantly changed in 1978 when
the CBN was re-organized following the recommendations of
the Financial System Review Committee (1976). The Board of
the CEN now consists of thirteen members; Governor, Deputy
Governor, three Executive Directors, and eiaght othar part-
time Directors.

Appointment to the Board is subject to several statutory
conditions. The CBN Ordinance indicates that both the
governcor and his deputy should be persons of financial
expericnce; and shall devote the whele of their professional
experience to the service of the Bank, and shall not held any
office other than the one in the Bank. The part-time
directcrs are required to be persons of recognized standing
and experience in financial affairs and are statutorily
required neot to act as a delegate on the Boeard from any

federal or state authority, or from any commercial, financial,
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agricultural, industrial or other interests with which he
may be or may have been connected.

It is further provided that a 4irector shall hold office
for three years and be eligible for re-appointment. Members
of legislative houses, director or salariced official or
shareholder of any licensed bank under the provisions cf
the Banking Ordinance or officcrs in the public service of
the PFederal or state governments are excluded from being
appointed to the Board. Lastly, the 1958 Ordinance invested
the power to appoint the Governor of the Bank and his deputy
in the Governor-General. BRut since the fall of the first
republic, these appointments were made by the Head of State
during the military era and are presently being made by the
President-~in-council.

As Fioure 1 shows, the CBN is divided into three
bread divisions each of which 1s headed by an Executive
Director. These divisions are further sub-divided into ten
departments with departmental directors incharge of each.
Each of these departmonfs performs specialized functions in
line with the broad outlinrs of policy and the day-to--day
operations of the Bank. The Monetary and Banking Policy
Division for example is responsible for and exercises the
power to control and supervise the operations of all banks
in the country. The Rescarch Department of this division
handles research and collection of national and internaticnal
financial data with continuous systems analysis to provide

information for management and policy decisions on which
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the Bank's advisory function deponds. The division also advises
on developments in monctary management and prepares and publishes
valuable pericdicals which now constitute the most regular,
dependable and up-to-date sources of financial data in the

country.

3.2 The Relationship Between CBN and ~the Commairclal Barks

Tt is important to note that a central bank is
conventionally only one of many institutions in a financial
system except that it is an apex institution occupying the
commanding heights of the system, It does not therefore
operate in isolation but is dependent ard interrelsated with
other financial institutions. Infact in most cases, specific
laws and rogulations are made to tie all other financial
institutions to the central bank; and on the basis of this
principle therefore, it can be saiqd that tiere exists a
definite relationship between the CBN and « the: commereial
banks in the Nigerin banking system,

cne of the traditional but important funtions of a
central bank is to act as a banker to other banks (bank of
last resort). 1In performing this function, the CBEN not
only serves as a clearing house for cheque clearing
by the commercial bamks but also the banks can borrow from 1t
and rediscount bills to meet their operational problems. The
overall objective here Ls for the CBN to seek the co~operation
of other banks in order to promote and maintain adequate and
reasonable services to tha public and ensure high standards of
conduct and management through the banking system in puisuance

-

of tha national interest7o
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The CBN was also established to requlate and control
the gommercial banks. "The 1958 Ordinance gave the CBN
the power te require the Commercial banks to maintain any
given ratio between certain specified liquid assets and demand
deposits and between these liquid assets and time and savings
duposits"s. The CBN Amendment Act 1962, furth:or strenghtened
the control of the CBN over other banks by linking rates of
intaerest charged on advances and other credit facilities by
licensed banks to a minimum rediscount rate of the CBMN subject
to a stated minimum rate of interest in aadition to further
reguiring other banks to hold specific liquid assets which
were to include notes and coins, balances at CBN, net balances
at other banks in Nigeria, treasury bills, in--1and bills
of exchange, promissory notes rediscounted at the Central
Fank and money at ca119. Furthermore, the rogulatory powers
of the CBN were further increased by the 1767-69 Amendments
which laid emphasis on "the direct methods of controlling
bank liquidity. 1In addition to strenghtening the variable
liquid asset ratio technique, the CBN has becn given new
additions to its armoury of direct techniques of controlling
bank 1iquidity" 10,

It is important to mention here that the statutory
position of the CBN is not restricted to powers to regqulate
and control but also includes the power to compel compliance
with its requests and requlations. There is also a provision
for penalties for non-compliance. Thus, "each bank is

statutorily required to furnish the CBN with informatiocn to



<nsure compliance with liquidity ratios for cxample. Also
each bank is subject tc penalticrs for non-.compliance with
various aspects of the requlations: for oxample, the penalty
for non-compliance with the indicenous locan . guirement is

42,0001,

3:3 _‘:‘Ej: Relationship 'u'ith t!')f {;ovt_-rnmqnt

Like other central banks in developing countcies, the
BN did not evolve from a major commercial bhank 1ik~ the
Bank of England but rather was estaklished by government.
Ppeppite +this background, the crdinancc establishing the
CE8N is rather explicit on what is its <xpect-d rclationship
with goveinment. This relationshiv is one whoreby, the
CBM 1s concieved as an independent arm of government., Thus,
¢€heé Crdinance completely excludes government reprosentation
an the Board of the Bank; and even civil scrvanis from the
civil service of the Federal and States governnints are
excluded. In addition, the Ordinance empowers the CBH to
independently pursue monetary and ranking nclicies and other
duties with little interferrence. 1In procises terms, the
Ordinance provides that the Board of Diracteis of th. Bank
shall be responsgible for the policy and goncral administration
of the affairs and business of the Bank. Whot this mians
in effect is that the law does not recoonize any dircct
ralationship betwaen the government and thoe Board of Directors
of the CBN.

But from the practice of Central Banking, the CBN, is

both banker and finan~ial adviser to government; statutorily



responsible for the banking and foreign exchange transactions
of the Federal government both internally and externally.

It is empowered to receive and disburse Federal Government
monies and keep accounts thereof without remun.ration for

its scrvices. The Bank may also make temporary advances

tce the Federal Government in respect of temporary deficiencies
of the budget revenue. However, the total amcunt 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
yezar in which they are granted; otherwise the Bank is not
allowed to grant further advances in any subsequent financial
year until the outstanding obligations have heen made good.
The CBN 1s also entrusted with the issue and managcment of
federal government loans publicly issued in Nigaoria upon

such terms and conditions as may be agreed botween the

foderal Government and the Bank.

All the above responsibilities of thce CEN imply an
indirect and/or direct relationship with the government and
its other acencies particularly the Federal Ministry of
Finance. The constitutional functions of the Ministry of
Finance is responsiblc for the collecticn and disbursement
of all monies of government; and the formulation of mainly
short-term fiscal and financial policies. Th& primary pre-
occupation of the Ministry therefore is tc meet government

financial requirements for a given financial year. The



central Fank in contrast, his to reconcile iits cbligations
to government with its major long-term peclicics which are
wimcd at the overall long-term growth and development

of the economy, These policies include the promotion of
mon2tary stability, management of rescrves, prometion of
sound financial structure and the developm:nt of a money
and capital market.

From every indication, this relatfonship between
the CBN and the Ministry of Finance does possess in-built
possibilities for conflict. Much ag the the divergence of
opinion on monetary policy between the CBN and govarnment
bcoan to emerge as far back as 196612, an atmosphere of
scemingly quiet co-operation still exists and there has
hardly been any glaring dispute between the two for the
supreme authority over menetary matters. This is not
disregarding 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 objouctives.

Of particular interest in the CBN-Governmant relationship
is the role of the Federal Minister of Finnncc13. It is not
cicar whether Federal Ministers of Finance do adequately
perceive their responsibilities 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
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speeches (at least before 196€) was that the CAM opcrated on

the instructions of the Ministar of Financcjﬂ. Tt was in

attenpt to clarify the position that thoe 19628 CBEN Amaendment
pecree specified that:

(1) The Board (of Dircctors of the Bank) shall kcop the
Commissioncr of Finance informed of the mon tary and
banking policy pursued or intended to be pursued by
the Central Bank.

1¢) The Commissioncr shall fror time te time if he disaareces
with the Board on the monctary and banking policy
pursued or intended to be pursued by the Central
Bank, so inform the Board of his disacreemont
thereto, and the Commission r may submit his
representation and that of the Central =ank on the
disagreement teo the pFederal Executive Council.,

(3) The Federal Executive Council may in writing, after
considering the represcntation, direct the Central
Bank as to the monctary and bankino policy to bo
pursued and the direction shall be binding on the

Board which shall forthwith take all steps necoessary

or expedient to give effect theret01 #

The 1968 amendment Decrec also empower.d the Minister
of Finance to approve the cpening of accounts for other
pecrsons 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 the CBN. The Act also requires the CBN to
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submit rcturns to the Ministry of Finunce, in form of

annual and monthly reports. sall these provisions 1t must

be added croate avenues for on ambiticus Minister of Finance
te usurp the pesition of the Sdoard of the CBN by attompting
to dictate mon.tary policy pursucd Or intended to be
pursued.

The possibility of this develcpment with all its
inhc¢rent dancoers netwithstanding, this study subscribes
to the belinf thut:

If the relationship between the commissioncer and

the Governor and between their advisers is cordial

and close, there would be no room for conflict. But

conflact is bouna to arise ir the Cbh reads and
interprcis its role ana powers unuer the Decree in
complete isolation, without reference to the powers
equally ccnrferred on the cummissioner not only under
the same decree but also under other equally binding
laws and decrees. Both are dealing with the same
variables, but one is more under pressures that are
not only economic and monetary, but even more so,
are alsc political and social, whercas tne Central

Bank, in ils splendid 'cork-lined' structure, can

afford to contemplate the longer term conseqguences

of politically and socially inspired policies of

the COmmlssiunerib.

Thece is no gainsaying that the circumstances of the

relationship bcitween the CBN and the Federal Ministry of



- BY =
Finance nave goeatly influenced the types of policies
currently embar<-d upon by the panke The extent of this
inrluenc.: would however be examnined in the next chaptor
when we conoidezr tne varicus facturs undermining the

overall eifectivencss of the Chie

3.4 :.I".'_h}.._ Kegu 1..'__3.‘._1_(;‘1‘_1_ _cg.f CominciClel panks

It is oliten ergued that baiking guneral “is onc of the
most closely regulcoted and price controlled industries in
the world; capital structure, sccteral allocation of loens,
liquidity ratic, ana a host of ocher regulations which relute
to prudential and credit countrol requlrements are imposed Dy
the monstary authrutitius"17. in Wiyeric, the hictory cof
commercial bank reguliotion is no doubt a recent pnenomenine
The evolution of commercial banking was nut immediately
accompanied by regulation until the several unsavoury efrects
and tendencics capable ©f crecting instability in the banking
habit werc noticed. Regulation was therercre cnly introcuc.d
in 1952 following the Paton report of 1946. Thus the 1952
vrdinance for the regulation of the ousiness of banking
was enccied =22 a direct result oi bunk failures and
irregularitics; and the need for further guidance and
support for african bankinu as was recommencued by a world
bank reporte

The regulation, control and supervisiovn of the banking
industry an Nicgeria is the responsibility of the Coh in as
much as i1t 1o statutorlily required to wurk in close cunsultation
with tnc Feoocial danistry of rfinance. The rrincipal areas
of control hav: been establishment conditions, capital,

licensing, rescrves anc liquidity requirements.



The stablishment of a commercial bank in Nigeria is
itself rcgulatcd and controlled. ooth the Companies sct
(1968) z2ad ithe Banking act (1969) impose strict governmental
regulations on the activitices of Nigerian commercial bankse
The compéanics oct makes a distinction between a Nigerian and
a foreign ounvd company including bankse wll banks operating
in Nigeria must be locaily incorporatcd and hence be Nigerian
compani-se bven foreign banking companies which before the
»nCt were incorporated outside Nigerla were in respect of
their Nigerian oporations deemced to have become incorporated
under the act as a separate entity from the parent ccmpany
incorporated overscas, and in whose name a place of business
was established in Nigeria. "with the passing of the Banking
nct in 19692 and the Securiti.s and bxchange Commission act
in 1979, the conditions governing the establishment and
operations of banking business became more clearly stated.
Strict controls were imposed on granting of licunce,
opening and closing of branches, amalgamation, ruquirements
on minimum paid-up Capital, maintenance of reserve fund
and ccrtain othur activitics cf the banks"ia.

The 1952 Ordinance allowed banking only by a company
which in ordcr to boe registured must have a nominal capital
of 450,000 and paid—-up capital of at least half of that
amount. aspplications werce made to the Financial oecretary
who was empowcored to pay special attention to the bank's
liquidity ratio, paid-up capital and reserves. He was further

authorized to witharaw the licence of any bank if its affairs
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were conduct.d contrary to uepositors' interests. The
requiremonis were amended in the 1958 Ordinance which required
the Federas Minister of Finance to consider applications in
public intarest while also classifying capital requirement
into #25,000 for indigenous banks and w400,000 for the
expatriate bankse. ieference to nominal capital was also
droppedes But with the 1967/69 ,mendments, "instead of the
former minimum paid-up capital of 400,000, an indigenous
bank was to haove a minimum of #7Q0,000. oimilarly, an
expatrisce bank is te have a minimum paild-up share capital
of Wl1le5 million instead of merely giving the Minister as
provided under the old law, a satisfactory undertaking to
keep assets worth at least #4500,000 within Nigeria at all
timcs"ig. Only a transitional perioa of six months was
allowed to e¢xisting banks to comply with the new capital
requiremcnts,

The CBN 1s also statutorily empowcered to control the
rescerves of commercial bankse. The 1952 Ordinance required
commerclial banks to pay 20% of pro:its into a reserve fund
before the payment of dividend and until the amount in
reserve fund equol paldeup capital, Payment of dividend
was also prohibitad until cepitalized cexpenditure had been
written off. The 1958 Ordinunce later increased this ratic
to 25%e. The 1967/69 ,unendments in addition, required a
transfer of 125%% of net profits to be made where the amount
of rescrve funds is equal or is in excess of the paid-up
share capital. The CoN also huas power to require commercial

banks to maintain a ratio of 10=30% between paid-up capital
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ana statutory res:r¢ves on one hund and total deposits on
the other.

Just as the CBN plays an important role in the licensing
or comm.rciral hank's, 1t 1s also of signiiicant importarnce
in the rovocation of such licences. 1t is provided thet
tne Federal Minister of Finunce, on the recomuendation of
the C8i! ana with the approval of the Feceral sxecutive Council,
may revok: any licence granted to a benk as a separate
autnority tu opurate. The uffected commercial bank is however
entitled to notice sc tnat it may nake representations as
to why its liconce may not be revokede In the same view,
the Cdiv oy take over the mancgement of a commercial bank
and i1n cases of hankruptcy, "where a licensed benk becomes
uncwle bto mcel its obligations or suspends payments, thc
asscts of such bank in the feacrat.on shall be available
to meet all deposit liabilities of the bank in the federation
and such dcpoeit lisbilities shall have priority over all
other luibilicics of the bank"zo.

The offccts of the abuve conditions on tne formotion
and operations of commercial barks in Nigeria are quite
obvicuse In particuluar, it hus become increasingly difficult
for Nigerians to cstablash banks without some sort of
governm.at assactance or onter the banking industry. Thesc
cenditions nav. however greatly reduced the possibility
of banks failing due to undercapitalization and thus developed
more public confidence in the banking system. They nave alsc
ensured th. safety of bank deposits in adaiticn to protecting

the inture.t of depositors.



The liquivity of commercial banks is another aiea that is
closely regulated and controlled. The 1952 Ordinance requircd
commercial banks to maintain an adequate deyree of liqguidity,.
Proof of this was to be furnished to the rinancial dccrotary
on regquests although the liquidity positions of banks were
not clecarly defin.d, & bank's licence could be revoked.

The 1950 Ordinince however was more precisc. owcction & of

the Ordinance required banks to maintain a holding of specified
liquid ass~ts not less than such amount as may be specified
/by the CBN from time to time. It was an offence if a bank did
not turnish information to the CEN about its liguidity
position, or allow its liquid asset ratio to fall below the
minimum rate specified, or grant agvances without the CgN's
prior approval if the liquia asset ratio is below the

minimum specificde This definition of liquia assets was
howevier chany.d by the 1962 ,umendment which went further

to give the CBN discretion in applying the liquid assets
requiremcnt and those assets that may be used by commercial
sanks in meeting this requirement. Of particular importance
in this regard was the trcatment of balances «t other banks,
overseas asscts anc C3N specification of what forcign assets
could be trcated as liquid assets.

Thi 1967/69 Banking .~mendments in Nigeris further
increased tihc scope of CBN control of bank liquidity. The
changes incroduced affected mainly the variable liquid asscts
ratio, variable cash reserve ratio, and supplementary reserve
requirements such as special deposits ana stabilizaticn

securitiese. The possible range of liquid assets was increascd
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tu incluc. a n.w type of punlic debt instrumcnt, the Treasury
Certificate; and all externally - held foreign assets werc
excluded from th: portfolio of r.oserve-<ligiblce assets. 1In
addition, thoe CBN wus empoweresd to vary both tne cumposition
cf any specificd liquic asset and the proportion of the difleroent
categori=s or 2sseis that may from time to time be held by =z
coemmerclal banke The casn resurve ratio was @ new development
and for thce first time, the Codl was empowuered to require
commorc.il banksa to maintain a glven rotio between casn
reserves and speclried clas:es of depesit laibilitics. The
applicatiun of this tcool wes discraiminctory as the banking
system was for tads purpose classified into three categorics
in terms of sise of deposits and highur cash rescrve ratios
were to be maintained an that ordere.

Th. new amcnuments also maue provision for the Cih to
re uirc commercial banks tc meéintairn, over and above the
legal minimum cash and/or ligulu asscts, some additional
reserves in the form of special deposits ana stabilization
Ssecuritiss. Special deposits were to be mainiained by
th: comn.:rcial banks at the CBh Huad Uffice and were express.a
as 2 pvscentace of the total oi any specificd deposit
laibilicius ox increase in deposit liabilities. 5Such deposits
could not bu tranted as specified liguid asscts for the
purpose of satisfying the requirements of either the liquid
asset ratic or the cash reserve ratice The CuolN has the
discretion to chirge intercst which should not be more than
one per caxnt below the Tressury pBill issue rate. otabilization

sucuritics on thc othur hind, are issued at such rate of



interest wnd und.r such condicions of sale, amortization,

negotiability anc redempticn as the pank may deem appropriate

for the purpese of maintaining monetary stability of the

economy in Niguriae In particular, the Bank is given the

powcr to sell or nlace any such sccuritics with banks by

allocation, res.rvaing the right to levy fines against

recalcitrants and to prehibit such institutions from extending

new loans and advances or from undertaking new invcstment521o
It must be observed at this juncture that the control

of comm.rcial bank liquidity represents an indircct method

of controlling bank credit which of course is always the

aim of monatary policy. Thus all things buing equal, "a

reduction in th. volume of commercial bank ligquid assets

is expected to force these banks into curtailing their crecac

operations while an increase is expected to produce the

opposite uffuct"22. aApart rrom this, commercial banks in

Nigeria arce also subjected to dircct control of their cradit

opuraticons by the CBNe This is done through the fixing of

the annual rate of expansion of commercial bank credit, scctoral

allocation of barnk credit, and fixing of the indigenous

credit quota. Thus, the CoN is “empowwred to fix ceilings not

enly on thc voluwme of loans, advances and discounts outstanaing

at a commcrcial bank but also for the ditfcecrent categorics

of such lcans, advances and discount"23. The Bank can also

fix ceilinys on increases in such loans, advances and credits

within a spucificed future period of time.
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It can b. scen from the above that the control and
regalation of cach of the above arcas ol Commercial bBank
operatiune in Miguria requires a spuecific tocl or combination
of tcols; and tncse have becn used 2ver the ycarse. rurthermore,
as can b. scen, the regul:tion of commercial vanks in Nigeria
also involves govornment regulation particulcrly in terms
of legdslation as witnessce by the several amecndments to
the original Central Bank of kigeria Ordinance, the 1968
Companics Act, and the vanking .ct (1969); and the ilmposition
of scuveral cthur cuonditions that govern the banking
busincss. In conjunction and supplementary to government
regulation, tho CON also employs monctary policy touls at
1ts disposal in the contrel of the bohaviour cof commercizl
banks opcrating in Nigeria.

Tha Bani has the follewing tuols in iis armoury:

(i) srigblc discount rate, interest rate structure

and bank charges;
(ii) Opun market operations;
€iii) Variable liguiu wssets and liquidity ratio;

(iv) DMoral suasicn;

(v) silective credit controlg

(vi) <Cash ruscrve requirements;

(vii) Special deposits; and

(viii) sStabilization Securitiusz4.

To cuomplazment these teels, the Cbil also issucs annual
credit guidclines cor monaetary policy carculars to commercizl
banks which contain specific dircctives to the banks in
respect <f thelr gencral operations as they affuct the

Nigerian economye
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The methods mentioned above have been applied singly or
jointly at different times to achieve the prevailing
objectives of the zconomy at such times., Some of them have
however never been applied or are yet to be used. The
gquestion then that readily comes to mind is to what extent
have thesc methods been efiective in achieving the set
targets and specific objectives of the Nigerian economy?
This iqdced is the subject that would be discussed in the

next chapter.
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CHAP LK IV

EVALUATIUN Cf MeTHULS FUR RLGULATING COUMMEKCIAL

=¥ tiihb
————

4.1 Objectives of Cencral pank kolicy

- -

As pocinted out carlier, thoe rogulation of commercial
banks is usually aimed =t achieving specific wconomic
ubjuectiveses But nce of the most difficult tasks for
rcegulatory auvthoritics is the identification of
ocbjectives of policy. This is because, munctary and
banking regulati.ns are alsu cxpressions of munctary
pclicy since they affect the volume of money in the
ecunomye But the distinction boetween them exists in
the scnse thot c.mmercial bank roegulations arce often
rigid os thoy moy not be cosily amendable to changes
in econumic cunditicons; and thelr cbjectives are cften
tuy becad and hence not cleurly defineds Monctary
pulicy on the cther hand, is clearly recognized with
precisce bjuctivese Becouse f the circumstances of
the cconumy and cur level of develupment, the above
distinction connot be casily made anc is not absulutely
ncCcessarye «Woe can thus cunsiucer the specific ubjectives
of monctary policy jointly with the vver-all objectives
vf regulation authoritics and thoir instruments, morcover
they ruinforce and comploment cach othure

For the purposces of this study, the ubjectives of
the roegulatory authorities are examined from three
vicwpointse Onc is thoe broad naticnal Ubjectivuese

This is so beoausce as an integral part of the Nigerian
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economy, the banking industry also has to contribute to
their achievan.:nt. we would 1so consiaer the broad objectives
of the commercial banking system and the Central Bank;
nd lastly the spoecific objeccives of the regulation instrumentse
The National cbjectives as annunciated by the Sccond National
bevelopment Plan and re-affirmed in the Third Plan are to
establish Ni eria firmly as:-
1) a united, strong and sclf-reliant nation;
ii) a great and dynamic economy;
iii) a just ana egalitarian society;
iv) a land of bright and full opportunitiecs for all
citizens; and
v) a frec and democratic societyl.
These objuctives much as they are broad and long-term in
nature, they no doubt provide the nation with guide=-posts
in its quest for social justice, economic advancement and
political stability. How effective regulation tcchniques
have becn towards the achievement of these goals is a
subject that will soon be considered.
for the commcrcial banks, the following objectives
are pertinont and bascd on the Report of the Financial
System rReviaw Committee (1976): facilitate the transformation
of the rurcl environment by rapid expansion of banking
facilities and services and »anking habit in the rural
and near-rural communities. Unde:take more medium and
long=tcrm lending to the extent consistent with banking
prudence. They should identify fully with Nigerian
aspirations by financing those cconomic programnes of

national priority; and lastly use a significant part of
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their presits to improve the quality of the scrvices
they ufferz. Thes. objcetives arc aimed at achicving an
<ffective banking system which can help in the mobilization
£ rural savinys, bring the bunks in line with Nigerian
aspirations ano control in wunership and moncgenicent thus
aveiding the banking instituti.ons from being manipuloted
to the disadvantage of the Nigerien cvconomye

The ¢bjoctiveg «f the Central Bank of Nigeria wre also
worth furth.r mcntioninge Thoesc wre, to issuc logal tendor
currency in kicoria, maintain external rescrves in order
tv safcguerd thoe internati.nul value of that curroncy,
prumote monetory stability and & svunu financial structure
in Niyeria, ond act as financial adviscr t the Fuderal
eovernincnte Th: impurtance of thesce objectives can be
scen from thue nooC for rapid cconumic development f
Nigeria, incroasing the ponking nabit and level of
monctization in the ceinomy.

Th. monctary regulatioon and eontr:l  Ljectives f
che dank can be dervied from the above broad objects set
for it Dy th.: ot wstanlishing ite Thesce are releotive
stability of dumestic prices, cquilibrium in the cuuntry's
international payments position, anu rapid and sustainable
rate of cconomic growth; and a high rute of employment.
This later cbjoective has nut been emphasized in the
Nigerian cuntexte One impurtant thing to realize however
is that emphasis on these ubjectives anu their pursuit
has varied from time to time, uepending on the prevailing

economic circumstances or conditions. 1t is only in this
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regard tict we can apprecicte thoe changes that have
occurred in the objectives cf the policies of the Central
Bank since its inceptione.

In the immedinte poriod following its cestablishment,
particularly between 1959=62, the major objective of the
Ccentral Bank of Niyeria policy was that of maintenance
vuf a strung currency i.ee the creation of a national
currency that whuld be as strung and as respected as
the one it wos replocinge. The Bank's pusition during this
time thereforce was that of the issuer of currcncy and
currency management. It can thercefore be said that the
first ond foremost objective of the Coentral Bank of
Niyueria as was cven counceived by the government was
the issuc of currency and its management in Nigeria so as
tv command respect and cunficence both at home and
abruadae

Howwever, with the launching of the First National
Development Plan 1962-68, andg the shortfall in revenue
accruing to government fur its exccution, the lack of
public and privote savings anag the fuct that even the
anticipated oxternol finance was not rourthcoming, the
Cencral Bank of nigeric was forced tu move out of its
cunscrvative stance to adept a more dynamic role for
the development of the Nigerian ecunomye Furthermore,
the ocutbreak of thce civil war gave rise tu increascd
guvernment cipenditurce and ceficit financing by gouvernment
bucame th.o major .bjective at that time te which the
Central Baonk of Nigeriu responuede wbj)ective of policy

which initially woes for the execution of the First plan
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shift.d with the vutbreak of the war tu successful
prosceuti.n of the war and the raising of finance for
that purposec.

buring the poriod under roview, some f the
immedinte objectives after the war were the reduction
of the inZlztionary pressurcs, balance of payments which
had dcteriorated before and after the warj increasing
government revenue 3s well as roeducing 1its reliance on
the banking systene Monctary policy thus centred on the
redircetion of credit to the productive sectors of the
econumy by way of guidelincs, and ceilings on loans and
advances.

By thce sccond half of the 1970s, because of revenues
accruing from the il scator, revenue to guvernment was
no longer an objective and the guvernment depended less
on the banking systeme 7The bilance of payments position
also siynificantly improveds But as a result of increased
guvernmnent spending of oil rovenues, decrcase in its
borrowing, thce Udeji awards and procceds from indigenization,
the banking systcem startued to experience unprecedented
levels of oxcess liquidity. wxcess liquidity thus became
a major poalicy objective tougether with the cuntainment of
inflationary pressurcvses The policy emphasis thus shifted
te the cuntrol and circction of commercial bank credit with
a view tc stimulating the cutput of guods and services and
incrcasing tho levels of savings and investment in the
cCunoemy e

It has been shown that the uperations and objectives
of tho Central Bank ;n v a developing cconomy

like Nigueriat's arc aimed at mere than the control and
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regulation of bank credite They include the doevelopment
cf a financial system cunducive to regulation and
cracicaoting the defects 1n cur monctary arrangements

since "tho abscnce of a commercial banking system which

is predominantly indigenous, which would ensure ans

adequatce any flexible capital market aictates that the
Central Boank of Niguerian cannot remain aluof in the task

of expanding capital formati-n as demanded by the new
plan"B. From the abuve therefoure it can be reiterated

that the role of the Central gank cannot be restricted to
that ¢f a ruegulator in Nigeria like several other developing
countricses This 1s because whercas thce monetary and financial
systems of most developed countries were already develcoped
when thc central banks were established, these are still to
cvelve in the less developed countries. In additicn, the
instituti.ns tc be cuntrolled and the credit system tu be
rugulated have still to evolve to necessitate a regulator.
Thus, the rolc of the Central Bank cf Nigeria has to be
cunceived in the context of evolving @ swunu financial
infrastructurc rcequirced for rapia cconomic developmente.
Indced, thc Coentral Bank of Nigeria has from cur experience
taken the lead in evolving sume of these institutlions and
instruments that are essential for the <fficicent mobiliza-
tiun o¢f savings and allocation of resuources that is coensistent
with dovelopment cbjcctives.

As 1s cvvidunt, thesc ubjectives have pbaen pursued

simultancously rather than separately and whercas scme

vf thaem may bc mutually re-inforeing, mos§ < f thum are
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by definiti.n incingenial and incumpatiblce In the first
instance, measurcs aimed at contr lling inflaticpary
pressurcs may as well lead t. favourable developments
in the balance of payments; anu similurly, econumic
growth ana develepment is apporontly compatible to the
objective of full potential Cutput. on the ther hand,
the pursuit of cconumic yrowth croates monctary instability
and inflati.n through its <ffccts on aggregnte demand
and investmente, In additiong policics aimud at correcting
a balance cf payments deficit may unly defe t the full-
potential cutput cbjective. 1In this regard therefore,
the pursuit <€ monctary po-licy objectives and its exact
effccts make the task difficult .or the regulatcry

authceritiose.

4.2 pvaluati.on cf Mcthods Takon te aChieve Objectives.

It must bc realized that it is .ne thing tu have
cefincu objectives and regulatory instruments and anuvther
tu effectively apply theme To cficctively apply regulatury
instruncnts, the munetary authoricics must have knowledgoe
cf thelr strongth to ensurc that rhey are applicd in
c.rrect dusagess Similarly, the suthoritics alsc neod
knuw tu a largc extent how scon the offects would be felt
in order ti prescribe the appr .priate timing of pelicy.

The quoustion is, Jdues the Central pank of Nigeria actually
understand thoe timing and strength f its pulicy instrumaents?
Furthoermore, is therce any evidence that the applicaticn

vf instrumcnts has been relatively unpredicatble? It is

worth emphasizing that in thecry, the strength of regulation



- 85 -

pulicics is doetermined by the elasticities of the
functional relations in the <conomic systum.

Th.: above apart, it is the objoctive of this study
tu consider in this scecti.n how the Central sank of
Nigcerie has cppliod cach of
the instrumonts in its ocrm ury, . ver time with particular
emphasis on the perind cuvered by this stuay; and whether
thesc instrum.onis or meth.ds have ctually achicved the
desired ubjectives or prugucced the desircd impacts. 1t
would alsc boe ur interest to scc whoether and how the
instrumcnts hove affected the behaviour patterns of the
commereinl bankse anvther thing that we would like to
find <ut is if the Central pank of Nigeria has been able
tu achicve the overall objectives sct for ite This is in
the scnsc that some of the cbjuctives cunsidered abuve
are so fundamental that none of the instruments is

capable of dircctly achicving them,

4.2.1 Opcn Morket Operations.

Althcugh open market ouperations is .ne of the
technigques of contrel at the dispusal of the Central Bank
of Nigoriay thore is no evidence that it has c¢ver been uscd,
Open markct operati.ns as a technique of monctary control
is uscd by the Central Bank with a view to influencing and
regulating the primary roscrves of commercial banks which
cunstitute the basis of their poewer to crcat demand
deposits or their credit granting potentialitiese. The

tcul is particularly useful in ecunoumies where financial
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markets . . are highly develc ed, fully integrated and
sup, i ¢ w.-h a large variety of morket instruments. Thus
the primary objactive of open market operations is
"monutary expansion through additional reserves to reduce
shortages, or wonetary contraction to revuce surpluses
capable of undesirable cffects on money supplyﬂq. Uj-en
market opurations therefore serve to influence interest
rates, chonge the cash ruserve of commercial banks and
hence their ability to grant crodit, ane directly affect
the moncy supply as it affords the public the alternative
cf holding cash bzlances or the securities involved,
It is on this basis ur connectiun th:ot open market
operations by the central bank is capable of absorption

or relezse of bank rescerves, influuncing

of interuest rates and influcncing ¢f the structure of
inter st catise

The tucl of cpen market cperat.ons from the cbove
is not of roady and useful applicetion in economies with
unsuphisticated financial systems and undeveloped and
pocrly intograted financial moerkets. Thus, because uf
the nargow market for seccurities, small flow of savings
available for investment and thoe incomplete pattern of
guvernment sccurities available tu the public couupled
with the feors of prospective investors with respect to
the stability and liquidity ot the markcet, open market
vperations is of little relevance to Nigeria. Indecd

the technique in its truc sunse his noever bucn applied
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in Niguria by thoe Cuntral pank ot Nigeria. This is becausc
cven though the Contral Bank of ligeria has becn engaged
in such activity as tho direct sales ond purchase of
government sccurities and stucks, this actiun merely
represcnis its role as a fiscal agent than open morket
sperations in so far s the Bank hus nu control wver
theme For the action to constitute cpen market operctions,
it should first of all hove to be initiated by the
Central Bank of Nigeria and aimec at absorbing ¢xcess
liquidity funds in the money and capital markets, maintcnance
of bank rescrves at appreopriate levels for the purposes
of monctary policy, expunsion of the market in government
sccuriti.s as well as proescrvation of orderly conditions
in the markct.

Perhaps it is the effucts of open market cperations
in the absuncoe of the nccessory institutional framcwork
that has rostraincd the Central Bank of Nigeria from
experimenting with the tool. Because of the narrowness
uof the market for sccurities, large purchases and salces
uf sccuritics by the Central bank of Nigerio arc likely
tc stimul:ate large price fluctuations. 1In fact oupen market
operations in o financial system like ours in conditions
of high cxcoess liguidity, lorge sales of securitics would
be requircd to impinge scricusly un coemmercial banks!
liquidity ratios or pousitions. Huge sales would not ounly
affect sccurity prices but alsu guvernment debt; and
very orften, the menctary authoritices may end up as net

buycrs cven though they started as sellerses Central Bank
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of Nigoeric subscripticns and holdings of Treasury 8ills,
Treasury Cortificntos, Doevelopment S5tocks vindicate this
f-ct.

In any czsey <ven 1f the financial institutional
constraints arc rumoved, open market operations bocause
of its guncral and indircet effects would huve limited
if any uscfulnuess at all given the cconumic circumstances
of Niguria, =nu in particular, the need to stimulate
ccunumic urowth vithout abuicating tihwe ubjuctive of
price stabilizntivnes It romains ther fure toe be saiu that
the Cenlral Bank 24 Nigeria hus buen armcd with a weapon
which is only cffoctive and applicable in developed
ccunomics bui uf no conscquence fur its capacity tou regulcto

commercial banks in Nigeria.

“e2s2. Moral Sunsicn

Moral suasion as a method _f commercial bank
reguletion has been avzilaible to the Central pank of
Nigeris since 1ts inceptiovnes In goneral, this is the
exXpuesiti- n by the monctary authority of the rationale of
its policy mcourcse it thus consists of “oral and
written stotoments, published reports, testimony before
Jovernmcental bocl.s, anu pecches beforce memboers cf the
public by vfriciecls cof the munctary cuth.rity cnaeav.ouring
tv explain curront monetary pulicyﬂs. sut as & method of
regulation, meral suasiun rathor than being an explanation
«f mcasurcs boing carricd out by the Central Bank, is an
eXcercise of prussurc upun the commercizl banks through

exhortotionse It thus counsists of specific requests by
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the Central Bank ¢f Nigeric to the commercial banks that
they voluntarily adopt certain restrictive measurcs which
may bu quantitative or quilitative in the inter.st of tho
wcinomy or in a manner thot enhances the ochicvemoent of
o2 given sct ¢f cc.numic ubjectivese

The Centrnl Bank of Nigerin has neavily relica on
this weopon in atctumpt to yet the commercial banks behave
c.rrectlye Tho o lication of moral suasion is manitustcd
in the various guiuclines toe the commercial bankse. The
major ¢bjuctives £ thuesc cuidelines has becn tu ensure the
exXponsicn end growth of banking facilities through the
opening of rural pranches, increxsed credit to the
productive and favoured sectors in order to encourage
local procuction., cerrect anc incre.se the inadequate
credit to Nigerl ns and participation in medium-term and
long=term lending amony others.

Most of the mcral suasion is done through the Bankers!
Committee whicih ,rovides a furum for the Central Bank of
Nigeria and thic leaders of the banking community including
unof ficial and formal meeting. The objective of these
meetings is the cevelopment ©f mutual confidence ana
respect between tha Central Buank of higeria and other
bankss For instance, during every address at the aAnnual
Dinner of the Institute of Bonkers since the indigenization
rolicy, “every Governor of the Central Bank has used the
occasion to urge the banks to finance industry and agricule
ture and tc icnd money to Nigerians to enable them buy

: S ; . 6
foreign businusscs under the indiyenizotion exercise" .
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Moral sunsion as a methoo of regulation has not been
very eficctive in Nigeria. Most important among the
factors that account for this is the dual loyalty of the
dominant foroign commercial banks both before indigenization
and with the advent of nNigerian ownership. This is because,
wtheir philosophy of bank credit, sympathy for tne foreign
ceconomic Lolicics of their countries of origin and home
office directives transcended the persuasions of the
host govornacnt and the Central Bank"T. Foreign control
of the managemcecnt of the dominant commercial banks accounts
for this dual loyalty. This undcrscores the belicve
that moral sucsion is likely to be more successful where
the commercial banks hove fully identified with the
overall objuctives of the host cconomye Besides, the
number of principsl commercial banks in Nigeria is so
small that theilr persuasion need not hove peen difficult
since moral suasion is more effective where the numper
of institutions to be persucded is very small. This is
more thce reason why moral suasion hias been least feasible
in the United Statos wherce the Federal reserve Bank has
to be sursive with thousands of indcpoendent commercial bankse

The foilure te provide for sanctions which commercial
banks should look upon and expect as consequence of failure
to be persucacd has also gone a long way to weaken the
mcthod of meral su:sion in regulating the behaviour of
commercial Links in Nigeria. 7This is because, sanctions
would have greatly influenced and enhainced the bargaining

position of the Central Bank of Nigeria vis-a-vis the
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commercizl banks it wos persucding. This point is of
relevance iLf we consicver the ruesponse of commerciazl banks
to appuenls from the Central Bank of Nigeria now that they
are awar. that thae Bank may recovurse to statutory mensures
if thoey snould fail to comoly or ba porsuadeds.

Thi: non—spccitication in appeals and duration of the
period for which moral suusion by the Central dank of
Nigeria is intended has croated opportunity for oppoesition
to build against the metnod and this has rendered it
ineffuctives dost of the suasions have been for the
commercinl bhanks to adopt long-turm measures in aid of the
control of inflation, and the development and growth of
the Nigerian econcmye These suasions are therefore too
broad and the nature of the occasion for their application
is harpdly rights. The moral suasion weapon is known to be
more effective in times of war ur national emerygencies.
This appears te explain why the boanks co=operated durdng
the civil wopr but hove thercafter come to think less of

their obligationsg.

de2.34 Variable Discount Ratce; Interest fate Structure
and Bank Chirges.

One. of the principal activities of the cummercial
banks 1s landing the Funds that thoy borrow and carning
the diffcrence between the lower rote they gpay and the
highaer ratc they receive., punks 2lso engage in helding
of Treasury Bills and uther short-toerm guvernment bonds
which indeoed iIs another mojor activity. It is oun thoelr
ablility tcberrow and the roule of the Central Bank as a

lender of last resort that thoe rediscount rate as a method
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of regulation znd contrcel derives its importance.
sffictive discount policy huwever requires that the
discount rotc be related to cther morket rates and
remain in touch with theme Despite this, "a given change
in discount rotes may in some circumstoance oXuress a
shitt in dircction vr intensity of policye In other
circumstancus howoever, a chinge may merely represent a
technical adjustment designed to maintain the e¢xisting
degree of rostraint or eas<, when variatiouns in the
strength of crudit demands have causcd morket rates to
move substantially above or below the prevailing discount
rqte“a. The bank rate must thercefore lead in the
adjustment of morket rates at least in the shurt-term;
and particulcorly inter.st rates charged by the banks
are anchor.d to it,
In Nigcering the Minimum kediscount RKate (Mri) of
the Cuntral 3ank »>f Nijcris is the rate to which all
other charg.s for loans tend to adjust. But duc to "the
dependent nature ¢f the Nigerian colonial econumy, up
to the 1960s, inturest rote structure in Nigyeria adjusted
tc the rediscount rate of the Bank of bngland“g. 1t
thus reflected the credit and munctery conditions of the
London Miarkcte It wus to currcct this situation that
the 1962 Central Bank of Nigeria Act Amendments linked
interest rates of commercial banks operating in Nigeria
to the MilR of thu Central Bank of Nigeria, and indeed
this was thc first step in domiciling the contrcl and

rcegulation of our depositse This process was however
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completed by the 2anking Decroce 1969 which aport from
giving thce CEN power to prescribe the minimum aond maximum
rates cnwrguadle by evch pank, extinacd the power to
regul ate incurest rates of commercial banks to cover all
LFituSe

Thce CBH nas becn making use of the discount raete and
inturest rate wezpon for some time as incicacted abuve,
This is ceviduenced by either increases cr decreases in the
discount ratc and other inturest ratese The Mrk itsclf
was changed throc times between 1962-68. "In Januwry 1963,
whnen it was reduced by 3 per cent to 4 per cent; in
Lecember 1964 wnun it was raiscd by 1 per cent tu 5 per
cent; and in May 1968 when it was reduced by %5 por cent to
4k per cuntﬂio. Toblcs 4.1 = 4.3 snow the changes that
have uccurrced in the structurce of intercest rates during
the period studicde.

Changes wecurred in the structure of intorcst rates
in April 1975 when in view of thoe overall high liguidity
in the ccunumy, lower lntelesSt ratus were appruvedes
accurdingly, thce MK was ruducec by 1% from 4%% to 3s%e
Froduce Paper gfediscount Rote was 2lsu reduced from 6%
tu 4%%e. Thoe Ireasury si1lls K tec was roeduced tu 2%%
from 4%e Thoe chunges alsc affected the mininum and maximum
leondang ratoe wiiich wore roeducca from 7% to 6% and from
12% to 9% rospcctively. on the other hand, the minimum
wepusit rate was reoisced to 4% from 3% and the maximum

limit which had formerly becen ot 6% scrappeds
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TABLE 4da1

-

Interest Rate Structure 1 April, 1975

. TEmmmmm e mmm— Rates up to T Rates from 18t April
; ! 31st march 1975; 1975
: L E Per cent Per cent
(a) Minimum Rediscount ikate 4% 3%
(b} Produce Papuzr Discount
Rate (Markoting Board) & 43
(c) Treasury Bills | 4 2k
; {d) ?gefiiar Treasury Certl- : 4% . (To be retired as
i lcate : '  they mature)
' {e) Two-Yuoar Truasury Certi- - a3 E (To be retired as
' ficate . 1 8 ; they mature)
' (f) Lending Rates E :
, (i) Minimum 7 [
{ii) HMasximun 12 9
(g) Deposit Rates | _ _
(i) Minimum 3 4
{(1ii) Maximum & No maximum

Source: First Report of the anti-intlation Task force,
Cctober 1975, P.206.

TaBLl 4.2
Intercst Rate structure 1 april 1977

ot Before April 1977 | 1st April 1977
e o wm t Per cent Per cent
Minimum Rediscount Rate 3% 4
Treasury Bills Rate 2% 3
i One=Year Trueasury Certificates 3 3%
. Two-Yecar Treasury Certificates 3% H 3%
: Produce £2ill Rate 42 : 5
. Stabilization Securities : - : 43
: . '
' Depesit Rates 1
! (1) savings (Minimum) . 4 i 4
(ii) Time (Minimum) : Ncgotlublh 3
(iii) Federal Savings Bank 5
Lending Rates
(1) Minimum 6
(ii) Maximun 10
Source; Central Bank of Higeria, L.goS, Honetary Policy,

Circular Noe.9.
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Interest Rate otructure, 1980

— T ——— % % w4 = . R T e —— o I e N ]

Interest
— e —— N — - . & & LI T R - H::-t-l-,ﬁblqt .(-Ié}- -
(i) Mininum Rediscount Rute 6
(ii) fZreasury 3ill Lssue rale 5
(1i1i) Treasurv Cortiricate (1 Ye2r) 53
(iv) Treasury Curtificat: (7 Year) 6
(v) Fedieral Government Stwck 7=5
4 - 8 Years maturity 7
9 - 14 Y..rs maturity 7
15 -~ 20 Years maturity 7%
21 - 25 Years matnrity 8
(vi) Deposit wrius (Commercial ganks)
Savings 5]
Time Deposits with 7 days notice
Time Deposits for one month Sl
Time Deposits for 1-3 months 5%
Time Deposics for 3-=6 montns 6
Time beposits for 6-12 months 64
Time Doposits for over 12 months 63
(vil) Lending Rates:
Minimum T35
Maximum 11%
(a) Preferred sectors maximum 93
(b) Less Preferrced sectors maximum 114
(c) Agricu..tural Credit Guarcntee Scheme 5«6
(d) Residential Housing Costing not more than
4100, 00U 6
(e) Auyricul-ural Froduction 6
(viii) Specializcu Institutions:
(a) Paderal lavings gank = Savings Deposits Rate 6
(b) Nigerian Ind. Deve Bank (lending Rates) 83-11
(c) Nigerian Bank for Commerce & Industry
(lending Lates) 8%.-11
(d) Nigerian agric. Bank Lending kates for:
Agricultural Production 6
Ayricultoral Commodities mMarketing B-~11
(e) Fodural Mo-tage Bank - Savings kate 67
Lendinyg ilates 6-11
(1) Residential Housing 6
(ii) Comm :rcial Property 7-11

Sources: Central Bant of Nigeria, Annual report and Statement
of Accounts, 1981, P.9.



Nith the inflatiopary situation getting to a
critical luvily a Task Force was appointed which recommended
the wse of discriminatory rotes through a flexible interest
structur. such thnt lcaens for the non=directly productive
scctors should sttract hiyhoer intorest rates thain loans
fur the productive scectore In the 1977/78 Buaget, the
inturest rate structurc was again altered. The Mkt and
Treasury Bills itite were raised by %% frem 3%% and 2%%
to 4% ond 3% ruspoctivelye Similarly,the Produce Bill
rate was rodscd from 4% to 5%e A new instrument,
stabilizntion Securitics w:s also introduced with an
inter st rate of 4%5%e The policy ubjective of these changes
was mainly to curb the intlativnary pressures prevailing
in the cconomye

The interuests structurce was further uscd in the
1978/79 financizl ycor with 2 view to "promoting savings,
checking inflation, improve resource allocation, encuurage
domuestic nun=bank financi:l institutions to buy government
bunds, t.: financc development .rujcoccts and attroct foreign
invustmant"ii. Accurdingly, the MRa was ralscd frum 4%
to 5%« Tho Trceosury Bill kate was also increascd by vne
percentoge point to 4%. Interest on government stocks
were cloassificd and all minimum deposit rates were increasced
by bcetwein onc=half and two purcentage puintse. The
minimum nd maximum lending rotes for the liss preferred
secturs were raised to 7% and 11% respectively while
interest races for the preferrcd sectors of manufacturing,

agriculturc, mining, building and construction were put
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at a maximum of 9% « one goercentage point highere The
Agricultural Crodit Guarintec bchume, hesidential Housing
and Agricultural Production vore to attroct inter.st rotes
of betwuen 4 - 6% and 6% ruspactivelye

Yot, a guncral upwarce revision of all interest rates
by <n& pereoentage puint was introguced in april 1980,
This structurc is given by Table 4.3; and as it aupicts,
the rang. of londing rites for the preferrced soctors
nd sub-sccturs for loons maturing within three years
is 7% = 9% whil. lcans to thoese scctors maturing after
three yocars could carry up tu a maximum of 11%.

Apart from chonging the structure of intcrest
rates, the Coil alsc regulautes and controls other bank
chargese In particular, it requires banks tou use only
the Reducing Balance Mcthoua in cohlculating interest
chargus on loans repayable in agreed instalmentse
"The usc of 2any oSther method such as the Discount
Method of Simpla Intercest (otraight Lene) method for
such loans rusults in chiarging mure than the cuntracted
rates ond woula amsunt to o breach of Centrel Bank's
dircctives un interoest charghs"lz. Int. rest un savings
accounts are requir :d to be calculited un the balance
existing on the customer's account on the 15th of each
munthe Thoe CBN olso reyuires thut loans for residential
building construction shall be for a minimum of 15 years,.

Although thoe Central Bank of Nigeria as we have shown

zbuve has boucn appi-lying thoe interest rate weapon for the
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purposes i regulation, it rem.ins to be seen whether the
method is cffective and desirables To begin witn, the
various changes thot hhve occurred in the Discount rate
huve beun to say the le st of little significance. This
is prianrily becouse, with the bickwardness of the cconomy,
the responoiveness of private gewand for bank credit to
changes in inturect rates has been lowe while this may
owe to the high level of internsl financing among private
enterpcriscs, rocent studic513 on the demand for money

in the Nigeriaon cconomy indicate an intorest el-.sticity
of demand for aoncy so low and insignificant as to be
close to zZeroe This means thoat chonges in intercest raccs
are hardly likcly to be uccisive in investorst' plans

anu dueclsicns to invest; s what is important for the
Nigurian investor is not os much as the rate of inturest
but whetner or not crudit woule be cvailable at alle

AS such; thc terms on which crodit woulu be available

to a prosp.ctive Nigerian investor are harcly of any
siynificance and infact do ot matter.

The incficctivencss of the roediscount rate as a
regulatory technijue is further wsccounced roqzthu substantial
increascs in commercial bank liguidity both as o rosult of
0il revenuc, governm.nt deficit finoncing and the level
of monutization following the creation of the Federation
Account by the 1979 Consiituticne Wwith the Feacration
account cnd the Kovonue allocotion formula, 211 federally
accrued rovoenues are stotutorily shorcou out to the Stiatese

The Fedoral government cannot thercfore chosc as to whether
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these should boe monctiscd and in whet proportionss The
otite Govornments variovusly collact their allocations
which zra thon oXpondaed 43 they oeum fit. acced toe thas
is the foct that the incressea crection of dovelopmont
banking instltutions lik< Nigerisn #ank Jor Commorce and
industry, Nigoerizn Industrial Dovelopment Bank, nd the
Nigerian sgricultural ang Co-operitive Bank under
government soonsorship hove undermined the reliance of
the jrivate s.octor on looans from the commercial bankse

Bvidence oxists that the commercial banks have for
several reasons rosistod the interest rate structurc of
the Central Bank of Nigeria, une of these is the liquidity
they expericonce from the limited or lack of outlets for
investuent of thoir funus. occundly, increwses in
inturest r tes payable on Tressury Bills and other
obligations os contained in the structure hzwe been
lnadequate tu compoensats them for the high ratus they
e requirca to pay on aepusit accountse This is
wevidencoed oy Lhe £ et thot the banks an obscrving the
range oif antuscst roles, tonde tu Coply the maxamum rates
witnin the rangee 7The cunscquences ui the above are
the frustroti n of Centrol cank of Nigeria ciforts
towards th. development ot bonking habit cmong small
saversy ond th- high cust of Lunk credit widich investors
or mipuc courcrs oftun Lass tu their consumers through
higher ric.Se

sut thce Central Bank of Nigeris itsclf huas not help

matturs os it is apunrent th t its zpplicaticn of the
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interest rotoc weapon is inconsistent with its policy
objectiveses WGiven tne high riete ot inflation, rather
than promcte ssvings, chock infl tiuvn, lmprove resource
allcczation, attract foreign investment Lnu encuodrage
nuon=bank financial institutions to buy government bonas,
the negative intorost-rate structure has surely done

the cuntrarye It hées cortainly cencuuragud capital flight
from th: country in quest of higher intorest carnings
overscas and it curtainly has not encocuraged non-bank
financial institutions to invest in government bonuse.

In a must recent issuc of such bunds, the Central Bank
tovk up as much os 92 per cunt of the tutal issue in

its capacity ns the underwriter of guverninent bunds"iq.
It thercforc remains tc be said that the developments
highlightod above have indeed roesulted in the impoirment
of the cfficacy o¢f the intcrest rate structure as an
Instruncnl vs cuaiwcrcial bank regulation and countrole
Nunethelouss, the method still sorves a useful purposce -
that of an indicotor of the dircction of moencetary pelicy
and the atiitude ¢ the mounet ry .uthoritics to gencral

developments in the Nioerian cconcmye

4.2.4. Cosh Ros.rve kequiremcrits

AS incntion.d elsewhere in this study, the Central
Bank Oof Nigeri: is cmpowcered to require commercial banks
to maintain a given minimum amcunt of cash depusits
at its Hund Office in Lagosj; which deposits arc oxcl'iwed

from the liquid asscts of the banks tor fulfilling
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stututory liquidity requirements. o variable cash

rescrve ratiov like this in @ country without a developed
money and capital market which render Opoen market operations
inceffective, is an effective regulatory instrument and a
cluse substitutce to the tuchnique of open morket opceraticnse.
when thoe cash riscrve ratic is changed, an "immediate and
dircct influcnce is excerted on funds avuilable fur bank
credit = & high ratio reduces the availability of bank

funus whilc a low rativ has the oppusite :ffuctﬂis.

The cosh roscrve ratic is exXpressed as a ratio of
total domand doposits plus time depousits on which a
cummercial bank poays its depesitors interest of less than
2%% per annume The sti,ul.utued cush rescrve vary as
ratios are diffcrentially .rescribede Thus for this
purpose, comicrcial banks arce categorized into four
classes doepending on the size of thoeir oo osit liabilitiese
Class » banks are those with doposits of 300 million
or more, class B arce those with depusits of K100 millicon
or more but less than w300 millicne Class C on the other
hand cunsists of cummeicial banks with depusits of 230
million or more but luess thon »100 million while thuse
banks with depousits less than 30 million constitute

class De
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Changes in the kminimum Cosh ~eguirement for Nigerian

commerclal pBeankse

.
p— R R . L L R

Category i jsacunt of
»f Bank | Duposit Lizbilitics

hoguired Minimum Cash
jeserve Ratic (%)

. R —— )

L. ko aprll 1, npril i:
{ areh 31, 1979 1980
o s _ _3979 .
A #1300 milliovn ana wver } 125 £.25 5.0
i3 #1000 million ur moere f
E but Lloss than 300m ' 1040 5.0 4.0
C : #30 millicn or mora §
v but less than #100m : 7.0 3.5 3,0
- D D Less than 30 millicon wa0 2.5 Z2a0
b )
e T e AT

Scurces: Ceniral Bank of Niyorio, verious publications,

Trblae L.4 depicts the changues tha* have beon made
in the casn puescrve ratice Thore is ns gainsaying that
varistior  of thoe method has boeen downdard. This may as
well owe te the roduction in the high =2xcoss liguidity
ot thoe comnerclal banks. The teenniqu.: wes infact first
app.lied in 1976 with a view to mopging up and containing
the high liguidity positions of the banks. Thus with
significant droyp in the level of liquidity, the CBN has
continued €0 raduce the ratio first by half in 1979 and
bDetwesn 0.5% and 1.25% in 198U. while the decrease has

beun raticnalized in terms of the ligquidity pusitions

of the cummcreicl banks, it appesrs te be a contradiction

Wi opeldllicy objuctives during the pericd since the effort

to contain the croedit operations of the banks in attempt
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to reduce the infl tionary pressures has been a major
ubjectivies Thercfore, the rocucticn appears to only
woedken rothoer thian maintain monctary stability.

one Inportont thing to note is the fact that this
technique is discriminstorys. " uniform rotic might
penalize the suall binks whilce at the same time it may
nut bring the desired cffect unless uxtreme rotios have
been adaytud"is. Thus a uniform applicati_n of the cash
ratic to all bonks alike irresgective of size bears the
mark of inxl.xibility and would by impinging differuntly
on banks impart unfairness int. the banking system.
Nevertholess, one percieved weakness of the weapon in
this rcgoard is thoe concentration wn deposit liabilitics.
It could be vory offective if it is alse applicd n bank
asscts or other poramcters wfterall it is commoun knowledge
that “commercial bonks in Nigeidla aiffoer also in terms of
asscts structure, cajpitalizcotion, opcrasticnal expericnce,
geuyraphical concoentration and naticnality of cquity
capitale 1t is therefore importont that all thesce factors
need boe taken intr acc unt oefore arriving at any
categorization of the bonks for the basis of resorve
rcquirumant5"17.

In any cascy the cff.ctiveness of the cash rescrve
ratio dcj.ends on the aplication snd cu=crdinatiovn of
uther rogulation methods as it is ounly capable of achieving
very little on its owne Thus any varicticn in the cash
rati . not accompanicd by a.,.ropriste actions like wpen

markcet operotions, varlation in the liquid asset ratio,
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may lcad to a change in the distributi n of cummcrial
banks!' asscis as boetween bills and cash, rath.r than a
shift in thceir cverall liquidity pousiticons This is
because «f a poussible trade-~uff of some asscts to mect

the cash rescrve requirementa.

4.2.5. Stobilization opecurities

The ewer to use stabiliz_tion sccurities as an
instrument ¢f rogulation and contr.l is granted under the
1968 CBiN rmendimient Decree; thesc being its own sccurities
which can “b¢ issued at such rote of interest and under such
c.onditi ns of moturity, amcrtization, negotiability and
redemption o8 the Bank may decn uprrgkriatu"isn Under
the Duecrec, che CoN can scll to, allucate to, or repurchase
frum any banking institution. It can redecem or smortize
the scouritics. Infact thusc seccuritics are non-ncgotiable,
nun=transfcrable, and nun-elig.ble for statutory liquidity
roticse

The major cbjective of this methid is the maintenancoe
«f monctory stability. 1t 1is inuccd o very strong weapon
since the sancti-ns for nonecomplionce are scverce To
begin with, the banking instituti.ns arc under law obliged
te accup t whatever volum. of issuc 1s alloucated to them.
where thoey fail, r rofuse t accept or buy, the CBN is
cmpowercd to prohibit them from cextending new luans and
auvances and from undertaking now investments until full
compliznce with the dircetive has been cbtained. The CBN
may alsc undur the law levy finos not exceeding ;31100

against the institution for cvery day auring the period
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which the default continucse

Despite the fuct that this weapon waes acquired in
1968, and uven in the face of high inflationary pressurcs
with the commercial banks using thelr oxcess liquidity
pusiticns to furthoer worscn the situation, stabilization
sccuritics as a regulati.n technique werce not applied
until Aprily 1276, in applicati n, stabilization
sccuriti_s arc bascd on increases in a bank's savings
depu sits of individual savings accounts o1 not morce than
«i20,000 ..aches Thus in thc 1976 a, licati_n, they were
bascd on increascs 1n cach bank's savings deposits over
the louvel outstancing cn 31st M.rch 1976, and attracted
an interost rote of 4% per annume. The inturcest rate of
issuc was huowever raiscd to 4%% in 1977 with a view to
aencouraging boanks to mobilize savingse

onc cuacr important aspect of this method is its
use as a nonay moarket instrumont; they have bevn issuad
since 1970 tu mep up iule cash balances of participating
banks. Such .orticipeticn is munuatory four banks with
savings depocits of 550 million ond aboves They are
requircd to invest 50% of the increase in savings
deposies wver the level in the preceding year in the
sccuriticse .n intoer.ost rate f 5%% per annum is paid,
while the banks are required t. Loy 5% on savings depousits.

There is no doubt that the ower toe issue stabili-
zatiun sccuritics and c.nduct what lucks like wpen market
operations without necussarily going thrcugh the market

and deponding on market forces to determine their interest
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rate given the CBN cvercumes all ¢ nstraints asscciated
with them in the circumstances «f the Nigerian cconomy.

M recver, since financial institutions have no chuice

but tu comply, the technique is as g.od as wpen market
uperations and thercfore well suited and f much relevance
t. a doevel bping ceonoemy like curs. but despite its
applicaticn, the major Jbjuctive of monetary stability is
yet to be realizede One of the reasons for its failure

is the increasced mconetizati n of il revenue by the
Federal Government. The rescentment of the commercial
panks has alsc rendored the instrument incffectives

and this is roi=infurced by their tendoency te discourage
F-tentisl savers wishing t Cpen savings account depousitse
The instruan..nt would 21lso have been more effective if
wther invertoers were permittoed to purchase the sccuritics
rzther thnan thoir being rustrictud to the cummercial bankse
This indoewed woulce not .nly have diffused their munetary
impact but 2ls. whore thoere is 2 good respunse, signifi-
cantly reduce moncey su; . ly particulurly wuring timcs of

inflaticnary proessurces.

4elo0, Vorioble Liquid asscts and Liguidity Ratic,

- -

The Central Bank «f Nigeria has power to prescribe
the liguidity rcquircment for all commercial banks and
alsc vary the composition f the liquid assctse These
tw. instruments represent attempts ot the dircct contrul
~f eomm.rcial bonk liquiuity which in itsclf cntails an

incircect conirol of bank crudit zs the ultimate aim of
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oolicye The cfficacy of this mcthod notwithstanding, it is
yet to boe mcaningfully agplicde

Spucificd liquid asscts cumerisc notes and cuins
which arc lugnl tonder in Nigeria, belonces at CBN and
any licoensed bank in Nic.ria, kMouney at call in Nigeria,
Treasury illls and Coertisicrtes 1ssu..d by the Foderzl
Government of Nigeria, inlane bills of <xchinge and
promisscry notes rodiscountable at the CBNe. These should
tugether constitute not luss “~~n 40% of cuach bank's
portfolic of the spccified liquid asscts during any
m.nthe Thw C3N hos yuwer to vary both the cumpoesition
and proportion of those s ecificd liguid assctse

The liquidity ratic wes spccified at 30% under the
1958 Or<dinance ond wos recuced to 25% under the 1962
maendment 2nc has nover been altored again tou datces
mpart from this, it is important te adad too that the
ratic botueen ty, s of deposits has ulse nut been varicde
whit has only hoppened in cffcct is the variction in the
cumpusition of liquid asscts anc the reduction in the
cxocernal component in 1962 ana its final ab..liti.n in
1966, But thoe most important thing ab .ut this method
is the croeation £ a government sccuritics market as an

enhancument of une of the o licy bjcctive - the

creation of a loczl money market which providcs a
suitabl. cutlcet £for the investment o f funus in a manner
t. sctisiy the nolds for liquiuity and earnings by the

commercial bhankse JJlth ugh the priblem _f a narrow

money mark.t in the econumy still crsists, the advantaoge
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however is the reduction in the export of cash sur.luscs
by comnciccinl banks in scarch of investmoent outlets,.

worthy o f furthoer commese 26 the nonealteration of
the liquidity ratio since 1962. 1t is cbs-rved that the
actual liguidity ratic m-intained by the banking systom
has riscn an< is well ubove the logal minimume This is
attributcably to increnscd ceficit financing by guvernment
which has incruascd liquid-carning assets of the bankse
The monctization uf 2il mency @s has becn noted carlier
1s alsc cruciale In these circumstances, for the CBN
to have applicd an cffective liguiuity policy capable cf
restraining the creait operations of the commercial oanks
would have mcant n substantially high ratioe But the
preblem is that since the liquicity rotio is not
discriminotory, a level higher than the 25% minimum
is bound t. adv.rscly atfect tne small bonks anc would
thus be incyuitable, porhops t. the extrem@. 1t is common
knowledge #8 we have sald earlier that most of these
small banks [roscntly oxpoerience problems in meeting
the minimuwa liquicity requirements

Infact from zll aspects it is contenced that the
liquidity ratic Jdocs not have the potentinl for counter-
cyclical ocdjustment of bank liquidity and crecite. This
is v.causc 2 nigh ratic may only caus¢e banks tu incrcose
their portfolic of liquid carnings osscts which may
involve @ rechannclling of bank credit from the privaote
scctur Lo the Foderal Treasury. The liguidity ratio is
therefore weak and may not act as a restraint un the

expansion of bank croedite
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4.2.7. 5 .cinl veposits

Spuecinl Deposits like stabilization sccuritics are
. Suppluncntary rescrve requirement weapoen which was
given to the Contral Bank of Nigeric under the 1968
Aamendment for the purpoese of requiring commerciazl banks
toe maintain some additiovnal roscerves over and apcve the
lcgal minimum cosh and/or liquid assets. The Docree
cmp uwers the dank toe "from time to time require commercia
banks to maintain with it, at its Head Office anud fur a
specifica [ riody special dupusits expressed as a
percentaye of thoe tetal of any specified deposit
liabilitius anu/or cf an increase in deposit liabilities,
or thoe cquivalont of the absulute increase in such
Gepssit licbilitics®®, Lver an amount cutstancing at
a2 certain dntes Specinl deposits are not eligible as
onc of the coemponents o f speciricd liquid assets and the
Central bank of Nigeria may at its .wn discretiun pay
intuvrest on them, except that such intorest at its
hiyhest should ba once percent boeluw the Treasury Bill
issuc rotu.

Spuecial depousits =28 a method of regulation are
capable vi influcncing the lonuing copacity of the banking
system by froczing cash as a form of bank o#ssets which
nurmally scrve as a buffer for advances. Thoe instrument
thus has as its primary objective reduction of the liquidity
of the commercial banks and hunce restrain deposit
cXpansiony and it is fur this purposc that it has been

applicd in Nigeriae By the middle of 1971, inflati nary
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pressuc.s cjere. high snd as a r:sult of impurturs local
currency advance depoesits with the bonks for which forcign
eXchange wes yet to be collectud, bank liquidity rose
t. alarming g roportions and the Central Bank of Nigeria
wecided tou usce the special dgpsits weapon to both
moderazte the indlotionory pressurcs anu liquidity.

on 10 Jun:y 1971, the Central pank f Nigeria in a
circular lcttur directed th 't banks whose level of
shurt=t.rm cxternal lisbililies wes aboeve ;420 million
should depositc the loeal currency c.unterpart of the
excuess with it onfor before 30 Junc, 1971,

The Intrcduction of Specinl bLeposits did have sume
cftect " the liquicity f the c.mmercizl banks amcng
vther developmentse The liguidity rotic ot the cummecrcial
banking system slumped from & high 92% at the end of May
tu 69.6% at the end £ dunezo. But beciise this was well
above tne stotutoury requircncent £ 25%, commercial banks
still had cn.ugh r+m to increasce Lo2ns and advancese
an.ther important impact wis n the Troeasury Bills market
where coamcercial bank h.ldings fell from :338.9 million
in May to ;16043 milli.n at the end f Junce Trceasury
3ills Ciscounts by the Coentral oank of Nigeris also ruse
from a moere .58 milli . n in Mey t. <4150 million in June.
Lastly, th. zoility f the cmmerci:l banks to take up new
issucs of Treesury Bills was alsc greatly rGGUCudzio

Duspite tho relative offcectivenuss of the metho %
as dem nstrited ab ve, it hus never beon used again despitce

the apparent higher rate £ influti. n in the ecocnomy.
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All the samc this does not unucrmine the sceveral advantages
of this instrum.nt as a meth.od for regulio ting commercial
pankse Thu wezpen can be uscd by a simple struke of the
en and unlike pen merket  peratio ns, it does not
uperate ohrough o market. une othor acvantage is the
fect thakt it is purcly an instrument .. f regulation rather
than of treasury finonce. For the commercial banks, it
cuuld be Yan incuome earninyg assct with a comparatively
less adversce offect on the carning capacity f banks and
therefore a more palatable toul of control tu commercial
banks whe, ©8 cconomic cntitics, cperute largely by

A . . . 22
minimizine operati oncl costs or maximizing profits" .

d,2.8. sS5e¢lective Credit Cuntrol

.. - s o=omos o ow

Sclective contrel f bank credit is the major
regulation instrument most used and relicd upon by the
Cuntral Bouk of Nigerio since 964, It entails the direct
e.ntrul f bonk credit by fixing a ceiling on the annual
Late wuf cxpansion of commercial bank credit; fixing
of ceiling and pr rti n 1 allicati n ¢f bank credit
tos the various sccbirs 1 the ec.ne.myi regulating by
law advances t° inua. o us businesses and the requircement
that all o) plicatizcns four leans in excess f 2 specified
ameunt be submitted to Coentral sank of Nigeria for prior
approvale The vbjectives £ tnesce which are obvicus are
t. cnsurc thot adequate credit goes to the productive
sccturs to ex and pr.aucti n o5 a cure against inflatioung
curb ccnsum tion and thercby dampen the pressure on price
increascs andd ¢psure thrt wwequate croedit is granted to

Nigerians by thce commercial bankse.
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alth ugh the ceiline on the rte . f growth of bank
credit have buen in usc since 1964, it was not until 1968
th.t they acquirced a legal busis unucr the 1968 ,ynendmentse
but it 1s worth noting that atter their introduction in
1964, crcdit ceilings and guidelines had to be withdrawn
in Noverpmboer 1966 f.llowing the intreduction of a policy
f monctary casce given the prevailing pelitical crisis
and the prospect of the econumy agproaching a yossible
contractiine They were however re=introduced in 1969
undvr whot is now Lopularly known as Monetary kFolicy
Circu..rse By a.-ril 1972, abs.lute ceilings were removed
on the rate of oxX.ansi.n of bank credit but the Cuntral
Bank +f Niccria continued t specifgzzgttcrn ~f Jdistribu-
tin of Sank credit £ vari us sccturs with relatively
high pr p.rti.ns . f increase s,.cified fur the preductive
ScCt . CSe

nt re--introcduction foll wing the recommenuations  f
the nti=infloti n Task Force (1976), (thoe aim was to

h.old incr.ases in Dank croedit at more sustainable lovels),

the celling on aggregat. | crsessible increcsse in commercial
banks! loans and advanc. s » o iizcoa at 40%. But in the
1978/79 fiscal ycar, wuc ¢ oo nounting inflotionary

pressurcs and thoe necd bt Lurtner curtaill aggregate demand,
the 40% ceiling wos reduced to 30%; and has been muintaincd
a2t that lovel since thene H o wever, "small banks whose
lans and advances were below 37100 million were allowed

tc continuc to oporate within a credit ceiling of 40%.
Altcrnatively, they coula expand crodit up to 70% of

their tctal dopcesit liabilities excluding government
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deposits m..turing within six months"23.

aectofal allocitions usea to reyulate the distribution
or compeicinl pank loans and advances to the various
sectors of ti.. Nigesrian economy h. ve been of marginal
consaquencess oetween 1972 - 75, wuregnte loans nd
advances or coumzrclal banks fell short or exceeded the
prescrivced r .t.os for almost all sectors. Table 4.5
illustr—ces this point. Despite enphasis on the pretrerred
prouuction s:ctor, loans and advances fell belew the
prescribed ritlos except for the real estate and construction
sub=sccitor. LOans and advences to the less productive
sectots of Gen:ral Commerce ana "“others" on the otner hand
exceeded the zllocaticns, 1t cun however be obsarved
that with the introguction of sectoral allocition and
cellings, aggr.gate loans ana advances to the various
sectors .iave impioved, 5 aver gye davictions from
target huve caclinede

It was th: £23ilus. of the banks te closely adhere to
the guidelinees that c:oiseo the introuuction ot sanctions

for non-conplionce witn the credit guidclines as shown

below:
kberiod of Default penalty
1st month ~arning ®
Znd month Payment of %% of the excuss crodit
3cd month Froyment of 4% of the e¢Xcess credit
4th month Poyment of %% of the excess crodit
5th month Payment of X% of the excess crudit

Sth and esubscquunt Payment of 1% of the cxcess credit
months.
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Thus, on tnc b:sis or the zbove, "whource a bank grants

more thzn the proscribed percentage of credit to a less
ploductive scctor, it receives a warning for the first
month. Un subseguent months of default, the bank is
requircd to poy the Centrel sank of Nigoria a graduated
punalty wXpressed as a percuentage of the excess credit from
%% to 1% for the fifth month". On the othur hand, where

a bank's monthly credit to agriculture, nd residential

and construction suctors, falls short of the proescribed
minimum, the Contral pank of Nigeric is empowered to
require such bank to acposit the amount of the shortfall
with it for as leny ~s, and to cthe extent that the
shortfall continu.s. These deposits are neither to attract
interest nor count toward liquidity requircmentse.

Thcore is no doubt that the introguction of sanctions
or their thrent brought about improvements in the compliance
of the¢ comnercinl banks with the credit guidelincse The
situation i:s doepicted by Tobl. 4.6 which shows thot within
the first thrco y.:rs foliowing the introduction of pocnaltius,
comuercral onks loans .nd advances to the production
scctor were Jor the tirst time closcer to the prescribed
minimums. Howuver, only the minimum requircement for the
construction subs._ctor w s uxc.eded; but cven heic, loans
«nd advances te rosidential construction were less than
the prescriboed minimum targete By 198U, the position
had ruversaed os the loans and acvences to the less
prouductive s.o2tors once again excceded the proescribed

minimum targ..tse.
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But then, the fund sental problem with this
instrum.nt still rumains ang this is the manncr in which
lozns «nd cdveonces arc cigsifi.de 1t has pecn obscrved
th.t most oi the commercial banks tend to have difficulty
in dei oanining aow best to classify loens andg advances
to mu.t e prescriboed raciose In the abscnce of
spueClfic juiaclines and detalls on clossificqtion from
the Cen rpal 3cok oxr Nigoeria, thoey often use tiaeir
discretiona. P rhops it is this thot accounts for the
lumping of teoe muny things undcer thoe Wothers" scctor.

The cons cucences of this situition cannot boe OVer-
emphsiscd as vonks could meet prescribed ratios
withcut meoninofulliy ~ontributing to the growth and
develaopioni or sucnh scctors.

The t-ckling of the probiem of inadequate crodit
to Nigori~ns Ry the "guidelines™ hoas been with a viow to
satisfying ons fostering the ochicvement of government
policy tin €t commcrcinl activities wre gr cuclly passcd
to Nig.rrunse Tiw minimun roguircment in this regard
was fixed at 35 in spril 1970 with on indigcnous busingss
defined te mean 2 burin ss wnolly owned by Nigerians.

But in April 1072, this was r.iscd to 40% and for this
purposc, Ni.oricn businesscs were defined to wean those
businuss.as th L are owned 51 = 100% by Niycrianse. 1n

the 1979740 {fiscel year, the cuiling on bank credit to
indigenouvs borrowers stood :t 70% of which 10% was

rescerved for sncll business entorprisos; but tnis componunt

was again ruis.d teo 16% in 1v81. The distribution of this
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compon. it among small scale enterpriscs wholly owned by
Nigyeri 'ns is busud on ticlr annual busincss turnover os
foliows:

Ae U €0 125,00 = = = = = = = = = = = = 1.6%

Be Ovur .125,000 and up to /50,000 = = = 1.6%

Ce Over 450,000 and up to ;100,000 = = = 3.2%

De Cver 5:100,00C and up to 200,000 - - 4.0%

e Over .,200,000 and up te 4500,000 - - 5.6%24

Although comincrcial banks hove been adh-ring to the
minimum loans te 1ndilgjenous borrowers requirement, they
tend te £211 short of the prescribed minimum target in
respect of small scole enterprises.s pBut the potuntial
of this weapon is cbvious as it is capable of changing
the ericntztion of the lending policics of some of the
commerci- i ponks which hod hithorto been discriminating
agaelnst Nicosians, This metnod further supplements the
policy ci indigonis_tion as it provides the indigenous
enterpriscs witn the finonclal resources necussary for
thelir peiformiance of the roles expected of them.

The last but not the least zspect of the Central
Bank ®f Nig.ria “guidelines® is the requirement that loan
applications -xc.oding a sp.cificd amount should be
submitted to it by commercial panks for its approvale.

The major objective of tnis is to pruvent commercial banks
from jeopardizing their solvency with an excessive concentrztion
of risks. This apart from c¢nsuring that the stability of

the banking system is maintained, is capable of checking
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the monopnly pov L ox big businusses to commercial bank
credite It i3 nuedless to 2dd thoet this wmethod of regulation
helps in =n-uring that no commcrcial bank mukes credit
availablc to any borrower such that the sum involved 1& Ore
than 33%% of iz paideup cipital and reserves as is roguired

by the Biniiin, ACCe.

On the whols, 1t is considired percinent toc say that
whercas the ceonanzreial Zonks complied with the guidelines
initially, th. wenpon : s to fail wocefully in later years.
This called for =hz mouifications we have seen, and yet
complionce coinoc b= aencribed 5 excellent. Thoat is to
sy tnat ov .ooli puriormence cannot be regerded o3 encouraging.
This may b attraibuted to three factorss

First, the guadelines did not discriminzte
wmon. bonks .8 to the sizes and types of
morket situation they face. osecond, the
gank relicd on .occral suusion to secure
compliance and o sanctlons were either
prescrinoed or impos<d against non-comipliance.
Third, the guidelines viere restricted to
the commercial banks zlone; the mercnant
Danks wWno were operating wnd conpeting as
cormiercial banks were not lncluQudzs.
we €.n chergiore say tnat with the: inclusiun of the merchant
banks 1n the guldelines, tho potenticls of this instrument
nave been Lncreased and ic w1l continuc to remcin one
of the Central bank of Nigeria's most relisbl: methods

of reguiations
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4.3 pppreisal of FPolicies.

In the tighi of the discussion outlined above viz,
the policy objociives of the Central Bonk of Nigeria and
the measures it haz so far used in attempt to achlieve thuese
owjectives, it is important that we now consider the crucial
question of the ovarnll effectiveness of the Central Bank
of Niywria both as an institution and its policy actions.
There 15 no doubt th:t this is not an easy task. This is
so because, to glve a good evaluation we need to have "full
knowledge of tre complex chains of causation among policy
instruments, torgots and objectives"26, This is compounded
by the fact thaot monctary and banking pelicies are only
part of th. tubtasity of interlocking economic policies which
are designaed to influence thoe pace and direction of our
davelopmunt. In this regard, some of th« changes 1in
objectives may o5 well hove resulted from exogenous factors.,
It is those clrcumstances therefore that maike our task
difficuvlt; and for reason of spact we would endeavour not
te dwell on thils in greater detoil. For the purposes of
this study thoerafore, policy objectives aholl be weighed
against actwrl achievements other influences notwithstanding;
although these would be formally noted. |

It can be said with recsoneble confidence that the
Central Bank of Nigerim hus been able to a large extent
to establish a Nigerian currercy that enjoys the confidence

of the public both internally and extérnally.
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It has aiso peen ressonably able tc manaye this currency.
In addition, wnen the necd for finarncing the 1962-68
Livelopment Plan in the first instance and later the
exccution of the c¢lvil war arosa, the Cenceal vank of

Niguria responded pozitively py providing a cheap money

policy which aidad bLotn deficit finoncing by government and
enhanced tihc mobilization of lotal financial resources.
out betwecoen 197050, 1L would be proper to assess the
policics of the Central Banl: ir the light of its dual role
as a regqulsftor and that of a p.omoters

A8 = regulatory the bank L.as cndeavoured to maintain
satisfactory stondirds or =ffi~iuncy of the commaercial
banking sysieme Thus, the priicipal objectives of
monetary policy measules employed during the period under
review have bezn to rustrain the general level of credit
eXpansion; Lo suctain expansion of credit to the more
productive suectors of the <¢conomy in order to stimulate
the procuction oi yooas und seovices;y to increase the
level of sovinos wna inwvestmence and to reduce the
persistently high licuidity of the Lanling systen, «n order
to maintain monotary stubilicye

The contro. of any credit hus been relatively
successiul s Cxpansion and sectorel allocations have
been reavenably within the prescribed limits. But as
has been pointcd oub earlier, there is still room for
improvem.nt. In any case, obther measures are desirable
to chsure tnat the induced cipansion in productive

capacilty tnrough selective control of bunk credic
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yields its products. 0On the other hand, the effective
control of the liquidity of the commercial banking system
has always «lluded the Czntral bank of Niguria; regardless
of the fact that partial moderations hive peen achleved.
pven this moarginal

deflation in the liquiulty of the banking system has been
at the cxpense orf mounting unemployment, falling incomes and
declining productione. The result of this is the under-
utilization of capacitics and increasing scarcity of
proaucts and mounting inflation. This im essence conflicts
with thu ultimate objective of containing inflationary
pressures i1n the ccononiy.

we can thorefore go on to say that the objective of
monetary and price stabllity has not been achieved by
policy muasures during the period studied. Thie composite
price indcx between 1970-77 in Table 4.7 shows a continucd
inCreasee. WeC can sce thot prices increased by 2.8 times
in seven years compared to 1.7 times for output in real
terms during the samec periode The conclusion we are lcft
with thoreforc is that monctary and banking policies have
becn unable to adjust anu contain inflationary pressures
in the Nigcrian <conomy.

It is in its promotional role that the Central Bank
of Niguria has rocorded significant successes. Right from
the onset, the OLank has pursued the objective of development
of the banking habit with the realization that the banking
arrangem.nt in th¢ country was not conaucive to rapid

improvuncent in banking in Nigeria. The problems of the
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lopsidcd nacure of the banking system, inadequate, inaccessiblc
Tni..n.i.u..; ™

ALl Citics Quarte.ly Consumer Price Index,

127277,
e 23 4 GO ineress
' 1970 443.2 153.4 155.0 155.8 150G.6 -
' 1971  166.5 182.5 177.¢ 179.2 174.1 15.6
E 1972  184.7 135.6 173.6 172.9 179.6 3.2
t 1973  402.6 194.5 169.6 203.9 189.9 5.4
{1974 206.2 218.6 219.6 224.0 214.7 13.4 i
1975  26Z.1 195.7 305.0 312.4 267.8 34.1 -
© 1976 336.3 343.7 352.0 359.9 348.1 12.1
L 1977 37643 U7e4 4ibet 45849 423.1 21:5 |}
- : i
Source: Ukigbu, PeNuCoe, «pe_cCit., PelY.

and inconvenicnt facilities for the masses of the people
prevaileds .added to this were inadequate resources, under-
capitalization and the illiguidity of the banks which resulted
in bank failw oo and thus threctened the development of the
panking habit. To eradicate taese featurus, the bank has
embarkec on a host of measures backed by government policies,
Promin:nt in this direction is the Rural Banking Programne.
This proc¢runnz is designed by the Central sank of Nigeria

to extcend banking services zand habits to the rural areas,

But because this may involve increcsed operations costs

for the comincrcial banks, the following incentives were

proviacd:
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i) exclusion of credit cxtended in a rural
brancn from determination of a bank's adjusted
capital ratio to its loans and advances;

ii) a maximum of 45 percent set-off of capital
cost on a rural brainch in the year of expenditurej
and

iii) monopoly of banking services for - reasonable
period in the rural centrc of branch 1ocation27.

Table 4.8 shows that auring the first phase of the
programme (1977-80), 200 rural bank branches were to be
opencds st the ond of Decemboer 1980, the target was six
branchus shoct and these were taken over to the second
phase (1900-83). By December 1931, the total number of
rural branches had risen to 199 whilc 38 branches had
been opened unuer the sccond phnase. This programme also
achieves the .wcbilization of rural savings. "at the end
of the first phasc¢ (end-June 1980) a total of H116.4
million was oucstanding as deposits in all the rural
branches ... Total loans and advances of these rural
branches amounced to .i22.4 million. Thus, the ratio of
total loans and advances to deposits by these branches
was 19.2% at the end of the first phase varying from
9.8% for wholly indigenous bunks to 28.2% for jointly
owned bcnks"za.

This programme is in no doubt in line with supply=-
leading finoncial development that is desirable for the

developmcnt of the economy. But apart the problems
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TlLl 4.8

Kusel Banking Programme, allocation of identified
Centres
i nks zllgca- Comple- Comple~ Dec. giézca" Comple:-
- ted cnd ted cnd 1981 -0 ted znd
under : under = =
first 2f Jupe 2; gac. sccond ?f“g"°
I . ....pnese (190 980 phase MU
Jt.C.d. 1b 1b 16 16 1.9 3
aliied ﬂ-‘ln‘i(‘l‘ilg} Lic © () 6 6 7 -
sidankof Crodit and
Commerce Inter. - - - - 6 1
vank of the North 6 53 6 6 19 -
vGeoperative bBank Litd 5 3 5 5 8 .
Co-operative Bank of
L/Nige Ltd 7 - 4 7 8 -
rirst Bank(iig) Lied 40 349 39 40 37 11
l.b.h.‘\- L‘;d. 11 10 10 40 13 ‘:
Kaduna Co--or . 2% Ltd 3 3 3 3 6 1
Kano Co=Ope. o .. wtd & - 6 6 6 A
Murcantile Bank of
Nigye Ltd 3 3 3 3 5] 2
Kztional Bank of
Nigeria Ltd 15 15 15 15 19 .-
New Niger Bank Ltd - 4 £ “4 9 -
Nigeria-arab Bank “td 7 5 7 7 6 -
Pon . frican Bank Lktd 5 5 5 5 © -
Scvannan Bank of Niuwe
ntd 7 7 7 7 11 =
Socicte General Bank
of Nig. wtd - - - - 6 1
Union Bank (Nig) wntd 27 27 27 27 36 <)
UusBerie Ltd 27 27 27 27 32 ]
wema Bank Lto 5 (48 4 4 () 2¢
T/l . (HY 1t 159 199 206. 386

source: Contral sank of Nigeria, annu:l Keport and Statement cof
Accounts 1381’ F-36.
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that a¢ common to a programmc of this nature, its
implemcntation has compoundea tho situation. 1In the
tirst phase, the commercial banks were not taken into
confidence in tin: identificetion of the locutlions; rather
it was the S5tote Covaernmin'es thot were used. This
generated a lot of cenlrove=rsy as communities opposed
certain locoticns and the govermments tended to concen-
trate on local government headyuarterse In this way, the
volume ox business for many of the brarches was seriocusly
affectad; and thoe desirabloe scheme of rural banking was
"sacrific.d Lo ln.: conv:nicnce of bureacrats in local
governucint cdministraticon and political horse-trading to
the utcer nogluiact of a larger intcrest of the rural economy“zﬂ.
{'ur thecmore, . Lacentives arv subject to abuse as the
concession ou capital adequacy makes deposits unsafe and
thz rural bank credit could be extended to urbzan dwellers,
also thoe concession of nonopoly kills competition and thus
the provision of effictiv: banking services. Thecs is
thereiore need to de-emph.size the present procedures.
Close co—operation between the Central Bank cf Nigeria and
the commercial »anks in the identification of cantres is
nacessarye JUIn deino this, economic principles more than
anything elsc should be piramount in order to ¢nsure that
descrving comwunities get bani prunches which would thus
be fully cperotional.

In furthérance of this objective, the Central pank
of Nicerle has clso endeavoured to crecte money and capitcal

markets; andg the increase in financial instruments in these
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is indicstive of giant strides in the achievement of the
ultimate objective., In aduition, through bank supervision
and examination, coupled with stringent controlg,the Central
Bank of Nigeria has largely curbed bank failures which has
gre tly improved and sustained public confidence in the
banking systeme Participation in the establishment and
staffing of such financial institutions like the Lagos
otock Exchange in 1961, and othoer development financial
institutions like the Nigerian Industrial Development Bank
1964, Nigerian Bank for Commerce and Industry and Higerian
Agricultural and Co-opcrative Bank 1973, are all zmony
the Bank's achicvement in its promotional role. fThe present
impact of these institutions on the overall development of
the Niyerian ceconomy further enhances the achievement of
its objuctives to organize and provide development finance.
It would bo appropriate to briefly examine the
indigenization of the commercicl banks at this point.
This policy was cr' .rked upon by the government to correct
the lopsided ownership and man:gement of the principal
commercial banks in the country - the expatriate banks.
The aim of this gevernment participetion is to get govern—
ment intimately involved in commercicl banking activities
so0 as to gulde them to operate to the maximum benefit of
the economye. whorcas the aim therefore is to achieve and
retain for Nigerians, the ownershlp, control ona management
of the banking sector, management has been abdicated to

the mincrity expairiate shoreholderse. The objeetive was
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abdicated for the fear thet government interference in

the daily administration of banks may result in the possibl.
impairment of efficiency. The government thercfore rightly
o wrongly chosc to resteict its interforence to the
appointment of chairmen and some members of the Board or
LDirectors besed on equity porticipation uno the specification
of economic and scclal objectives for the banking systom
throcugh pelicy statements.

The qucstion to be asked is, have the behaviour patterns
of the comncrciazl banks been influcnced by thoe indigenie
zation policy in the right dircctiony The answer is
certainly in the nogativese This is because even though
majority ownciship has been zchieved, the control and
management of the banks is still in the hands of the
fereign minority shareholders. This means that, the
institutional and operational re-~orientation of the
commercial banks s yet to be achleved; and this was
tne actual problem with the leaaing expatriate banks.
we must thorcefore reiterate the fact that these banks were
esteblished primerily to finance foreign trade between
the colonies and thelr home countries, ana they have
come to vi.w their roles as suches Thus, the mere fact
that thesc banks are now indigenous by way of ownership
does not ‘make them immune from the instituticnal limitations
in the system nor absolve them from the dual and conflicting
obligations which any banker in his daily operations

undcrtakeS"so.
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whilc it hos bowen identificd that policy mcasures
during the porilod covered by this study did not achieve
most of the specific objuctives of policy instrumcnts and
the comm.reicl banking system, it can also be shown that
they wees not in consonnance with sume of the national
¢bjectivise The dircectives by the Contral Bank of Nigeria
to the comiacrcial banks te grant lcans to individuals
for the purchasce of foreign businesses under the Nigoerilan
bnterpris: s Promotion becree and the special privileges
attached toe them doos not in the least help the achlievement
of the national cobjectives of a just and cgalitarian socicty,
and a land of bright and full copportunities for all citizense
Much as it could be argucd that the Government had <nvisaged
the benciits of this pelicy to accruc to all Nigerians, thore
is no doubting th«: fact that its implumcentation has been to
the contrarye It is indeed difficult therefore to conceive
how a schome under wnich a few individuals arc given cpportuni-
ties to amass wealth achicves egalitarian cbjectives boearing
in mind thc¢ fact that it is not everyboay that has access to
banking facilitres and can wiually prucure a lcane

Furthormor., the inability of the Central Bank of
Niguric to stapilize pricus through an effective deployment
of its instrumcnis has not enhanced the achievement of
most if not all the national objectives. s has already
becn stated by the anti=Inflation Task rorce, a high rate
of inflaticn posces a great threat to naticnal unity and
swcial harmony as it affects the real incomes and standards
of living cof diffcroent classes dirferently. The persistent
inflation has lud to a distorticn in the pattern of rescource
allocativn or income distribution in the econoumy which is

no doubt detrim :ntal to econumic and social developmente.
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The point to be wade is that rather than attain a just and
¢galitarian socicty through the minimization of income and
opportunity difi.centials, inflation uoes not aid the
reduction of those inequalities as it redistributes incomes
in favoui of these with higher incomes and businessmen.
Last but not th. lcast, infl:tion afitcects our very existence
as a frece and democratic socicty. This is in Lhe sense that
a minimum level of welfare is a necessary condition for the
survival of frec and democratic institutions. This suggests
that a frce and falr soclety cannot long survive in & situation
of gross disparity in the distribution of income and wealth,
But then tnis 1is onc of the products of the inflationary
pressurcs in the Nigerian economy todaye.

A host of problums have necessitated the failures
pronounced for the instruments :nd policies of the Central
Bank of Nigeriae. Of particul.r importance is the policy-
making nd implomentation process. What has been revealed
is the fact that the main brunt has been borne by fiscal
policy with mon_ tary and banking policy consistently playing
a very minor and subordinate role. wsven these have had
cause to bhe re-iniorced by dircct measures by government.

In these circumstances, several strands of policy are
brought into ifvrce to the uxtent thiat none is perculiarly
emphasizcd and monitored nor directed at achieving any
single over-riding objuctives. This indecd has rendered
the monetary and banking policies of the Central Bank of
Nigeria incfivctivae even where they would have otherwise

been efrective.
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h: structural rigiditics ang contradictions of the

=

economy may as well account for some of the failures.
This is biscd on the pukicn that the measurement of the
cffectivencss of moncstary policics invelves the determinztion
as to whether policy is expansionary or contractionary; and
the indication of financial verixlles the central bank
should seck to controle It is an this view that a distinction
is usually nade between invicators of policy and targcts
of policy. Iuéicators of policy therefore intorm the observoer
whether policy hus become casy or has tightened. Targets
of policy on the other hand, are of two types, the ulti-
mate and intermedinte targets. The ultimeate target refers
to those¢ variables that measure the performance of the
economye. Fcr e¢xample, thce rate of inflation, rate of
unemployment and rate of yrowthe. Similarly, intermediate
targets arc generally thosz fonanclal variables on which
the central bank 1s assumed to exert a fairly significant
iniluence bearing in inind the ract that due to problems
of lags and uncortainty, the impact of policy does not work
directly boetween policy instruwncncs and the ultimate targetse.
This is duc to tne existence of relationship between the
intermedicte target anag the ultimaite target; like the one
that may exist between money supply and the rate of
inflotion.

The intermediate targets are influenced by adjusting
the instruments of oolicy which are variebles over which
the central bank has total and exclusive control. 1In

selecting a target for appraisal of policies theurefore,
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two basic criteri: are used. The good target should be

one that iz coni.rollable by the central bank. This means
that th: bank shovlc be able to deturmine the value of the
target witchin & fairly narrow range over a reasonable
peciod of timc. In aduition, thoe iinkages between the
intermudi zte toryet and the ultal e torget or policy yoals
should b2 rairly closc and predictable. This is saying
that, a given change in the target should consistently
producs: the same change in the ultimate goals.

It i1s however noteworthy thet the structurce of the
economy may be such that it we select a target over which
the central bonk has tight control,y linkage belween the
target and ultimcte geals may be weake On the other hand,
if we sclect 2 target with close linkages to the rest of the
economy, thal may be a turget wilich the central bank has
only weak control. Thic indewd is the problen we face
in the circumstances of the lNigerian economye.

This study notes the fact thot there is no concensus
among eccnomists as to what variable monctary policy
uscs as a lover to control the cconomy, 2»nd would not
draw itself into tnis controversy. sut the following key
variables ol monctary policy are worth mentioning, namely,
commercial baink deposits the quantity of money, intcrest
rates, total bank credit, and bank loans and advances among
others. It is the iLnability of thesse targets to neet
the criteria alccady mentioned above that makes the use of

4 Quanticative index in this circumstance inappropri.te,
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the general controversy notwithstanding. Empirical studies
already don. on the Nigerian cconomy demonstrate this
problem; and without necessarily abaicating our primary
objective of puinc descriptive, we would brizfly revicw a
few of them.

Osagie (1974) in cxiamining the mocroeconomic relations
ships in the Nijerian cconomy, dr w up the following

31

structural relationships™ 7:

G =C, + 92 se.e (govte revenue function eeceo.. (1)

e

F=C, + bG see. (govt. expenditure function .... (2)

Sy = C, # aF + eCX ... (moncy supply function) ... (3)

(4

£ =C, +# hSm + jZ «... (aggregate expenditurc function) ...l

M= CS + kﬂ + 1Pr sev 0 (import function} TR (5)

in ordur to raciiitate the iccentification ot the impact

+ Nnkm + gSm ... (price lecvel function) ... (6)

of sclecled kay exogenous vari.ol.:s on some endogenous
veriablis, he [urther derivea nunu. r of reduced form
equations from equations (<) to (v) as shown belows

F = Cz - ch ¥ BAZ ssssvesineiis pvevesonnin 1)

sSm = C3 + ac, + abc, + 3bys + €UX cesecccasa (8)

1

E = C4 + hcl + hac2

M = C5

+ h;bcl + hngDL + haCx + jF "o (9)

+ kcé + khc, + khac_ + khabc1 + khabgZ +

3 2
kKDeCK & P 9 2P0 ssasesvnse (10)
P=C. +qc, + gac, + gabc, + nPm + QabgZ + geCx ... (11)
The particl derivatives of cquation (11) with respect to
pm, Z, and Cx whun taken would produce the impact multipliers.

First diraivatives with respect to the exogenous variables

on the other hand, would produce the impact multipliers
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for the o<ner zquations.

Borod on data from scecondary sources, he ¢stablished
that (1) theire is a positive relationship boetween crude
oll exponis and poth governuent revenue and expendld cure;
(2) moncy supply 45 not exoyenously determined by Central
b.nk but :ndo. enously determined by developuenits in the
oil inaustry s il as the level of commerciai bank loans
and advances; (3) ay regate cxpenciture is stown to be
positively related Lhough non=signlitaicontly to cruade oll
cXports, comi.oCial Dank loans ond auvances no government
expenditure and; (1) both import prices énd crude oil
exports arv positively and sifniglcantly relatzd to the
Lndex of gdomuestic prices, while comne:cial bank lcans and
advances are ncgotively but insigniricantly related to Pj
thus sujgesting thot the nature of inflation in Niguria is
partially structura132.

ajayi ond Ojo (1981) in testiny the generally held
view that inflation within an  counciy con be explained
by variations in ta- present wrno oot valuls of the
gquanticy or mon.y, used the model,

b, = g(ﬁiJ B e ()

whure Pi is changes in prices and hi is changyes in the
money supply. Bubk sance chianyes in the guantity of
money may affect prices through some kind of aajustment

process, the apove was reduccd to,

P = x\f'.lit, Mlt-l, Mit—Z' see) aesees (13)
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Baswd oa quarterly data from 1960-72, they established
from th: rcsults that inflationary trends in Nigyeria cannot
De adeguatily explained by looking at the moncy supply

33
alone™ 7.,

Th:: list of wmpirical studies reaching similar ccnclusions

1s inexhcustibles 1In this reynrd, it could be obscrved

that govermment wonctizaticw o: 20w and increasing
volume of iorcign exchane: ©.cei, ta: “rom o:l has exacerbatud
the inilacionary pressurca. - o ,:inclipal source of the

chuange in money supply is not wie comm.rcial banks and
thus 1li s ouisicce the contrul of the ventral venke: any
extreme mons tary meosures of restraint on nank credit would
thurefore not r strict money supply substantially. Rather
it would evern oo . L. incustricl fimancial crises that could
further lead (o rcecession and stsg flation. The only
possible option hos :: for the gank to influence the
public to foccgo thelir liguldity prefer nce through higher
interest ratv s as tiozs coula 2ssist in the reduction of
money supplye 1t i1s also clear rrom the above that the
nature of Lafletion in NigufiJ 1ike othoer african countries
is basically structura134. Thus, pruvailing price increases
mcy not therefore reflect cthe inefrectiveness of anti-
inflationary .acasures ot concrol applicd by the Central
Bank, thc frct that the adequacy of such measurcs is in
doubt notwithstandinge

It could theraefore be argued that these structural

inadequacies as they aitect the transmission process of
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policy i1nstruments have ailso contributed greatly to the
ineffectiveness of mon.tary and banking policies in Nigycria.
added to this is the unwillingness and reluctance cf the
Central pank of Ni ecria to push its regulstory poiicies
further znough Lo ensurce success or wonitor the achieve-
ment of samce Th ie 15 00 ooubt that the circumstances of
tne economy call ior this cautious attilude coupled with
the fact that comneicial banks arce known to oppose strong
regulators; but thls may as well be 1ts own unmakinge

The response ¢f the commerciol banks to fugulatory
pressus 3 ir alkso vorthy of comeenc. Hathoer than confront
the author.ty of “he Bank, comm.rc: L banks in Niyeria
haove clearly inclicated a willing:-.:5 to co-operate. 1In
doing this,; ong 1s of the opinion that they have tended
to exploii som: of the loopholes in the instrum: nts and
guidelinces ¢f the Control Benk of mnigeria. . prominent
example horc 1s the classification of loans and advances
mentionid warliere. The oanks may use any of the following
to meetine the ratlo of credit to the cyricultural sector -
"a loan to < "bone fide" furmer for proauction, or to a
trinsporicr for movemant of agricultural proauce, or to 2
food processing industry oL to an importer of food items"35.
BExamplis of this n ture abounu for the various monctary
and panking measurcs belny employed by the Lentral Bank
of Nigeriae It cun thereforce be said that such attitudes
may hav: partially contribucted to the failurce of the

policy instrumcnis of the Centraul Bank of Nigeria in
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achleving Livir ultimate targ.ts.

Th. philosophy oi the Central Bonk of Nigeria may also
be responcable for the secningly incefiectivencss of its
regulatory a=thous, This is bucause most of the regulatory
wnstrucnis aim ot the reduction of or stimulation ot
aggrago e doiond in thoe economy depending on the diruection
of policy. The Central Lank of higeria nas however adopted
a supply--inducing approach rather than uanand reductions
This i3 saving that whuercas the oficetive control of
inflation Lfor extnple calls for = curtailment of uaggregate
demand, thoe sypproach of the Bank rather than do this sceks
to expand o incr.ase supply and the very efiect of this is
expansionary. Thus even though an increase in supply may
be inguccd, it}gc?‘iik;ly to be of any effect and the
increase in dumsnd as a result of that policy action would
have furth.r incenced the impotus of the inflationary
PruSSUres. Une cannot nowever blame the cank for this as
it is bas.d on thi= roalizction tnat demand-reducing
policy would only stagnite and reduce our pace Of duevelop—
ment. In any cose, we cannot lose sight of the fact
that thais approach has led to the ineffectiveness of

most of the snstruments.
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ChiarTurk V

SUMMARY alD GUNCLUSION

5.1 SUMARY,

It is now important that we bricfly summarize what has
been said sc far noting our major conclusions and suyygesting
appropriate nolicy recoumu-.nd .tions. Wwe have shown that
whereas cconomists are ayroeca that financial institutions
can play a leading role anu thu: act as a catalyst in the
development procoss of an ccenomy, they tenda te difrer on
the modality of the financial sy: tum that best .chicves this
objuctiva.

There are those wno belicve that finoncial institutions
need be pascive and cautious, uvnly responding to the demand
for their scrvicese This is to wnsure that they play a leading
role without nucessarily stinulating monstary inctebility
and inilatione Othners however belleve tnct for financial
institutions to mcaningfully concribute to the development
of an economy, they must pbe dynomic ena willing to lozd,
finance and survice the cconomy. They shoulo therefore
make thelr scrvicos available such that demand responds to
them rather than 1c beliceved by tne first school. 1t is
necessary to reiteraste that as o requisite, a good super-
structurc of financial institutions and instrumcnts is
necessary for this purposc. The study dwells on the fact that,
the mere cexistence of thuse in a developing economy does not
guarantee that financlial institutions would play the role
expectad of theme They must thereforc be closcly rogulatod

and controllcd, and thuir cffectiveness will depend on how
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wcll this is done,

we have seen that the demand-following approach to the
development oi financial institutions prevailed during the
colonial c¢ra and this resulted in the unsavoury fcatures of
the Nigerian commcercial banking system. Of morce significant
consequences was the alleged discrimincetion against nNigoerians
by the cxpatriate banks which in the wake of Nigerian
nationalism gave rise to attempts to form indlyecnous bankse.
put since rogulotions governing the commercial banking
system were very laxed, this resultcd in massive bank failucise
1t was to get rid of thesce failures and encourage the banking
habit that the first attempts at couiitrolling the banking busincss
were madce The Banking ordinance 1952 strenghtined the noose
that causcd most of Lhe mushrocom banks to fold-up.

with the poersistent requests and proessures from Nigerian
nationalists, th. controversy on the cstablishment of the
Central Bank of Nigceria was startede They won and the
Central Bank of Nigycrio vrdinance was passed in 1958.
This was indced a major landmark in monetary and banking
policics in Niguriay and a necessary condition tor the economic
advancement of the country. The Bank has itsz;rimary objectives,
the establishment and management of a Nigerian currency that
would have the confidence of the public both at home and
abroad; the promotion of sustainable ratc of econumic growth
and development; maintenance of balance of payments cquilibrium;
maintenance of rcasonable price stability; and the establish--
ment and control of a sound financial system. x»ll these point

to onc dircction, to facilitate the economic development of
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Nigeria. Emphoscs on thcse objectives we have noted have
varied over time with all bul except one being prominent
during the perioc studicd.

We hove recognized that in o developing cconomy like
ours with an underdcveloped financial system, the commercial
banking system is most prominent, and the commercial pank s
whilc operating as profit-making orqanizations, do possess
sume bchaviour patterns on which the Central Bank can act
with @ vicw to achieving some of the apove objectives. The
capacity of ths Cun'ral bBank to influence thc behaviour of
the commcrcial banks is defined by logislations as to
establisnhment conditions, capital requirements, and the
monetary policy instruments in 1ts armoury among otherse

Our cvaluation has rovealed that most or these
methods hove been ineffective in achicving tholir ultimate
objuctives for wxample price stabilization, for reascns alr-ady
mentioneds The Contrzl Bank is howoever yot to use some of
the instrumcenis ot its disposal. Some have however bocn
cmployed for differcnt purposcs =t different times. The
usc of lrcasury Bills for example has not been for the
purposus of regulotion but to proviue Treasury finance for
government and this cxpliins wny they woere phased out as the
government?!s revenue position improvede. WwWhat can be said is
that, by not applying or continocusly cxperimunting with its
regulatory mcthods, most of them have lost touch with the
overall d.ovelopment and circumstances of the cconomy in

which they ar. cXpected to operate.
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It hs howcver been obscrved thot the Central Bank of
Niyeria has becn considerably eftoective in its promotional
roles. The comunrcial banking system has expand.d and now
institutions huve been csteblishede This is as a rusult
of the unwillingness of the Bank to restrict itself to
what is cummonly rofoerred to as the traditional functionse
Rather, it his beoin adventurous cnough to move in and
attempt to doevilop the finuncial system in order to ensurc that
it does havi a systuem to rogulate, and its policy instrumonts
arc workablce In the arca of toreign exchange control, thc
Central Bank has stemmed thoe cutflow of short-term funds through
the stringuni adeinistrotion of cxchange centrol regulationse.

Hnowoever, the unsavourly featurcs still remaine. Bank
lending is still dominated by the self-liquidating principlc
and banking aovelopment is still lop-sided and lagging behind
the pace «f devilopment for the rest of thoe cconomye. Bank
scrvices arc still poor and cascs of fraud and forgerics
arc rampant as is evidenced by reports in most of the
national daily newspapers.

The relaotive incffectivencss of the regulatory methous
and ultimate inefiectivencss of monctary and banking policics
may not howev.r be blamed on the instruments entirely but
also on the circumstances of the cconomy in which they
operatc. This is because apart from improper use or
timing of c¢xisting tuols, na the structural deficiences of
the economy zre partially rosponsible for thedir fallure,

In any case we caninot rule ocut doubts about the potential

and cfficacy of mon.tary and banking policics as major
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economic <concrol devices. This notion borders on the
inability of the Countral Bank of Nigeria to influence appropri.
ate targoets. As hios been shown, Monctary and Banking policies
tund to achiuve thelr objectives in an indircct manner; they
affect thoe ultimate goals only through their cfrects on
aggregate dunand by wxuerting dircct influcnces on comnmcrclal
bank reservois, moncy sSupply andg inucrest rates.  although
the cholce of an appropricte vtarget" among thuse depends on
its ability to hove the most dircct and predictable cffoect on
aggregec . duemend; and wirich is subj;.ct to most accurate
control, our study of the Nigerion cconomy has rovealed that
not only is Ch. r.laticnship a farce but also does the
control of scme of those targets fall beyond the powers of
the Central Banke Thus, the g-png 15 not in a position to
control by way o. its 1nstrum.nts the money supply which
emanat.s from the monetization of oil revenues accruing to
government ona the fact that inturest rates are instituticnally
determin.d. .11 these coupled with the obvicus cunflicts
amonyg specific policy goals thot sre not simultancously
achievable and th. supply-inducing policy of the Central Bank
have glivun rise to the fallure ofi the policics.

Othcer con:traints on monctary and benking policies
include those imposcd by impor tant social objuctives, the
pursuit oif which may contlict. a«lso is the fact that other
policy weapons likoe fiscal policics sharce the same objectivoses
In this rugard, monctary and banking policics cannot claim
whatever successes or failures that have pecen made in achicving
or failing to achicve such gozls as control oi inflation,
balance of payments deficits and promotion of the rapid growth

of the Nigyerian cconomye.
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5.2 Recummendations:

Bascd on the structure of the Nigerian economy in gencral
and the banking system in purticular, the nature and probluems
assvciated with che regulatory instruments and thelr objcoctives,
this study now cunsiders it pertinent to make the following
policy recommundations:

1. It is tho viow of this study that for the commercial
bankiny system to achicve its objectives, thcere is need for
furthcr improvement in the lop=sidedness, investment channcls,
monagoement, scrvicos and reduction of fraudse Mcre banks

and branches arc nueeded with a view to changing the structure
of the financial system,

2 The: laws vulating to the operations of the banking
systun arc long ovirdue for a review. This is necessary

in order £o bring them in line with the prescnt circumstancos
of the ecconomye 1In particular changes are needed in the
powers of the Minister of Financees snuther important arca

to considor in Uh. revicew is the lecadership of the Central
Banke. It is cuntcnded that for the Bank tc re-asssert itsclf
and play a lcading role in the formulation of monctary and
banking pollcics, it is nocessary that its leadership be of
the highoest calibre. The appointment ¢f non-professiunals
hardly knowlcecdgeable in financial matters can largely be

saild to account for the prusent sub-—crdinate position of the
Bank vis~a-vis the Poderal Ministry of finance.

3. It has buen scen thot chuanges in ownership have not
affected the oporations and poulicics of Nigerian commercial
banksj thaore is thoerefore need that majority cwnership now

include effcctive management and control by Nigerianse.
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4. There is cvery indication that thoe average Nigerian
customer is vory much ignorant of the operations, scrvices
and requircments of the commercial bankse. For the effcctive-
nuss of the banking system to be felt, there is need for public
education contring on all faccts of bank operations,
customur crodibility and the status of the banks as institutions.
Th.sc¢ campaigns can be embark.d upon by thce commercial banks
with the Cenktral Bank monitoringe.
Se There is need for more concerted cfforts to significantly
increese crudit to agriculture, industry, and small-scalc
busincess. This will enhance the achievement of the ocbjectives
of thesc praeforicd scectors and expedite the transformation
of thc Niguerian cconomy.
6. The Contral Bank must start experimenting with the regulatory
mcthods as this would put it in a position to modify and bring
them into bearing with the objectives of the institutions
which thoey scok to influcence. Moreover, we have scen that
the dircect methods of contral like Scvlective control of bank
credit and cash rescrves among others are more effcctive and
realistic in the circumstances of the Nigerian cconomy than
the conventional regulation methods of open market operations,
meral suasion ctce This study thorcefore recommends that
emphasis should shift to thousc muthuugz;ﬁgw greater promise
ang potential in the stabilizotion of the Niguerian cconomy.
Te n developing cconomy needs a large volume of savings
if the cxpanding capital nceds are to be met without necessarily
stimuloting infloticnary pressurcs. The Central Bank of Nigoria

must thorceiore gear up the banking system which dufinitely
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is ill-cquiped for thoe effective mobilization of the savings
of the cconuwy. The stugy thercfore recommends the establishe
ment oL adequately specialized institutions which may by
legislation bo limited both in geographical spread and axreos
of uvpurntion, thus being suitably located and operated to
carry Sut sovines programmes.  Such programmnes must take into
account tiv: hebits of the people where they are located in
order to apnecal tu the gencrality of the publice.
8. Int.rest rotes as an instrument of regulition in crder
to be cifcclive, would requice a coreful anulysis and estiinmtion
of the ciroedit necds of the econumy, the degree of substitution
amunyg assets ana public preference structurce In this way,
the financial sy~ tem can be vpencd up as a free market
with the Cenvral bBank munitoring the interest rate structure
and applyine it as an instrument of regulation,
9. It has been seen that inflaticn was accentuated by
the rapid mon.tization of 01l revenuc resulting from
increascd government oxpenditure. In luture, it is
recomnended thot gouvernment oxpenditure must be limited
to enabl: the Central Benk have contrel over money supplye
Tnis indced 1s a pre-requisitce in ensuring the effective-
nuss of Lhe regulatory instruments.
10. To aveid the problem of conflicting objectives and
polici:s, 2nd inconygenial policy instruments, a cunsistent
cu=ordination of these is recommendeds Moreover their
individual cifccts cannot be casily isvlated.
11. Th= depondent structure of tie economy needs

transrormationy ana in particular, with the regcognition
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of erudeg=cil as a wasting asset, Central Bank policy
measur.s must in tne future be aimed at the diversificatlon
of the cconomy, 1t spells disaster for the economy to
continuae to depend on a wasting asset.
12. To further instil public confidence in thoe banking
systeiny, thoe Contral Bank should adopt measurcs aimed ot
stemning the high tide of frauds in the banking systume
Newspaper Reports such as these = Dailly Times, 12 Novemboer 1974,
15 npril, 19803 Business Times, 28 Novembor, 1978; and
New Nicorian 30 July, 1974 and 29 September, 1979 vindicate
this point wnd suugestion. The list is indeed inexhaustible.
13. Th- cunmurcial banks should now be encouraged €6
be more involved in term=lending. Policy measures should
alsoc bc adoptued to achieve this objuctive. This is onc of
the ways through which thoe effcctiveness of thae banking
system could be achleved..
14, The supply-~management policy of the Central Bank
despite its shorteccmings should bo c¢ontinued and
intensificd. It is recognizod thoat 1t is only this
approach that facilititates the aehicvement of acceluratoed
econemic growth and development for the country.
15. The inceffoctiveness of policies as has been identified
here can be poartly attributid to the seemingly ineffectiveness
of thu Bank Suporvision Department ¢of the Cuntral Banke
It can be said that most of the present unsavourly effects
obsurvad in the banking system ¢ould have been avoided 1f the
department had heen performing its functionse None
compliance by cuumercial banks and the misclassificaticn

of loans and advancas would have alse been noticed.
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It is thoocfoure hoped that the department would gear up 1in
its cfliorts to cnsure a nealthy banking system. Lven in
cases whwre ciicnding banks fre penalized, their activities
need not e tidten for granted os the hordships they mete
to tnoir ;uﬁtvm.rs are capable of underhiining thoe develope

ment ~f th. banking habit in hNigeria,

5¢3 Conclusiong

it 48 thi.. conclusion ¢f tnis study that tho above
notwithstanding, thoe tiest of the regulatory instrumonts
livs in onsuring the promotion and sustainment of growth
and devclopuont ccuplued with the cffuective contrel of
tendencics by the cummercial banks and government to
stimul tc monctary instepility and inflation. Thoie is
nced for continucd coeoperation botween the monctory and
fiscal ocuthoriti se oSince the treasury functions of the
Ministiry of Pinunce in su for as they impinge on debts
managesient sy aficct the moenctary policics of the Central
Bank and vice=versa, cluse cu-upcration botween the Bank
and th: Ministry of Finance does nut thorefore entail
treasury doninances A devper unuerstanding of the
techniqucs, limitotions and possibllitics of monctary
managuacnt in the 1980s must be strenghtuned for the fight
2gainst Inslaticne But then the success or tailurc of the
instrumunts in influ.ncing commuereial bank behavicur in
the right direction does not cntail finzl sclutions or loss uf
bope &n ur cnsuring that commercicl banks play their
proper rolu in the development of the Nigerian cconomye
what is expected is the acquisition of new approaches and

strenghtening ot the old oncs,
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