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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.
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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



-4 -

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.



- T -

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.
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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
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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






