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ABSTRACT

Internationalization of Stock Exchange is an inevitable fact of the globa
securities. Therefore any nation wishing to be truly global player would be left
with no alternative than to internationalize. Decree Nos. 16 and 17 of 1995 of the
Nigerian Government gave power to the subject.

To internationalized, we need Foreign investment in our great country. The
project identified some problem relating to the political economy of Nigeria
particularly in the Finance Sector. The Nigerian Economy has been in prolonged
state of recession since the era of 1980s. A series of the ad-hoc reform measures
cultivated in the introduction of structural adjustment programme (SAP) in 1996
by the Federal Government. The Economy was suffered due to poor management
of some past leaders through looting the government treasury. But debt, both
domestic and external running in billions of Naira, IMF loan accumulated.

It was discovered that Nigeria was rated the worst nation in terms of
transparency under the following areas:

» Fiscal and monetary transparency
» Banking Transparency
» Corruption accounting

* Custody and settlement
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However, the above problem could be a propaganda from the western
countries,

It was found out that the performance of the Nigeria Stock Exchange
globally is progressive as Nigeria was rated the first nation (in the
emergency market) in terms of market capitalization of other IFCG index
stocks in 1995 42.2% and considering the inflows of foreign investment of
about USS 256 hillion naira as at 1996.

Finally, it was recommended that:

* Privatization and commercialization programme be implemented by
the Government to encourage foreign inflow (investment).
a The operators should apply the Decrees No. 16 and 17 strictly as per

Government policy.
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CHAPTER ONE

1.1 INTRODUCTION

Liodd dis, £

Internationalization of stock market is an inevitable fact
of the global securities market. Therefore any nation wishing
to be a truly global player would be left with no alternative
than to internationalize. Perhaps, some fifteen to twenty
years ago, the talk of internationalization would have
attracted very little interest as capital markets were basically
domestic, with several barriers to entry.

Today, the situation is very much reversed as
internationalization has become the norm than exception.
Many markets have become “truly global” nature with
elimination of entry and exist barriers, improved
legal/regulatory and institutional framework, and efficient
facilities. Similarly, cross-border listings, securities issuances
activities global offerings of securities, harmonization of
accounting and disclosure requirements among markets,
have become important features of the international capital
market. Indeed, the link among securitics markets has

become quite pronounced that happenings in one market



could mput swiftly and significantly on other markets. This
development has been driven principally by advancement in
information technology improvement in infrastructural
facilities, issuers quest for low cost capital, the collapse of
communism, and wide-spread market oriented reforms.

Contributorv also, are the evolution of international
standards in accounting and disclosure requirements, growth
of pension funds and International Fund Managers, as well as
investors desire for high returns and diversified port folio.
Internationalization: A Definition

The word “internationalization” is now an important
addition to securities market terms. “Internationalization”
simply means a shift from a predominantly closed (restricted)
market to one which is open (free) to foreign participation and
allows residents to access other markets. Internationalization
of securities market is in other words, the easing of
restrictions on cross-border capital movement and securities -
related intermediation activities,

[nternalization usually takes the following forms:
(a)  Permitting full access to foreign sccuritics firms to

establish presence in a country.



(b)  Lifting of restrictions (m. local financial institutions to
establish subsidiaries or have affiliates abroad.

(c) Admitting foreign securities into the domestic stock
exchange and vice versa.

(d) Allowing foreign issues to be distributed in the domestic
market.

(¢) Permitting residents to buy or scll foreign securities
and;

()  Permitting foreign port folio investment in the domestic
market.

Experience around the world has however shown that
the mere easing of restrictions on foreign investment would
not necessarily bring about the benefits of
internationalization to a country. Political and infrastructural
issues usually feature prominently. Thus, a combination of
factors usually facilitates the internationalization of
securities. Itis worthy of note that Nigeria has taken positive
stepsin the area of economic, political and legislature reforms
which should engage under the internationalization of the

domestic market.



1.2 STATEMENT OF THE PROBLEM
Decree No. 16 and 17 of 1995 which gave powers fo

encourage, promote and coordinate investment in Nigerian

Capital Market, however absence of real-time information

which enable investors adjust their port folio of investment 1S

a problem as per as internationalization is concern. Other

issues which have strong implications for the

internationalizations of securities markets include:

(1) Professionalism of domestic intermediaries.

(i)  The efficiency of the trading system.

(ii) Financial integrity of securities firms.

(iv] Capital adequacy standards.

(vi Internationally acceptable accounting and disclosure
standards; and

(vi)  Adequate and effective investors. Protection mechanism
considering crises/other problem often expressed fears
by many developing countries when contemplating
initiating the internationalization process of the capital
market or foreign investment port folio investment from
the capital exporting countries is the loss of control of

domestic companies or surrender of its ownership due



(vii)

(viii)

(1x)

(xi)

(xi1)

(xiii)

because of past exploitation.

Changes of government policies particularly military
government when taken over, example in Nigeria.
Unstable monetary policies environment.

Macro economic instability /imbalance.

Policy infidelity, for instance the key policies were not
religiously adhered to. A practical example is the
privatization and commercialization programme. Up till
1998 the government has not completed the programme
and though Obasanjo government has even begun to
show signs of improvement towards the entire concept
of privatization and commercialization.

Fear by the Nigerians from foreign dominations to our
firms/company due to low capital base of Nigerian
companies when foreigners invest may have higher
shares than indigenes.

Intervention of common wealth and United Nation most
especially “Sanction”,

Poor rating in terms of transparency based on the

following:



(x1v)

1.3

. Fiscal transparency

. Monctary

. Banking

. Corruption

. Accounting system transparency

. Custody and settlement transparency.

The poor rating was basc on rating conducted by
Emergency Market Investors (EMI) - Financial Standard
Page 1 and 4 of 06/03/2000 refers. This affect our
corporate image before foreign imvestors.

Fraudulent activities in the Nigerian economy. Looting
of treasury by top Government Officials, Corporate
disintegration by some financial institution examples of

banks.

OBJECTIVES OF THE PROJECT

The main objective of the project is to find out the cause
of the stated problem and find way out so that our
economy would improve greatly through the

introduction of internationalization and privatization



programme so that investors from foreign countries
would invest without any implications to the citizen of
the Nigeria,

To recommend or suggest ways that would increase the
performance  of the Nigerian  Stock  Exchange
Commission to enhance its operations.

To give more picture on the true picture of our markets
world wide.

Government programme 0on
privatization/commercialization arc achieved.

To ensure that Government agencies (regulatory bodies)
control the economy.

Job creation to the citizen ol Nigeria are available and
standard of living of an average Nigeria is improved.
To ensure that Nigeria investor’s investment increased
both internally and externally.

To improve our current account position (External
asset) and ensure our debt is reducing.

To create good trading relationship between Nigeria and
other part of the world so that our corporate image in

terms of transparency and, accountability. It is also



hope that less corruption would minimized 10 some

extent.

1.4 SIGNIFICANCE OF THE STUDY

Nigeria has been blessed with abundant natural and
human resources yet the economic growth is “slow” or at least
not commensurate with the available resources. This
rescarch considers internationalization of the Nigerian stock
exchange market as one of the measures to promote rapid as
well as sustainable economic growth.

The study therefore becomes relevant in the sense that
it provides useful information that influx of foreign capitals
that are necessarily required for better growth.

aadudM JBRALIN Libonasnk

1.5 SCOPE OF THE STUDY

Business Executives and MBA/M.Sce. Under graduate
students would find it very useful. Also industrialists and
financial institutions operators would gain alot in the project.
Also government functionaries and SEC/NSE would use it
immensely because of the content attached to it.  Equally,

foreign investors would use it in order to have an insight of



position of the Nigerian cconomy and financial market. This
would motivate the Foreign Investors to come and invest in
the country so that our country cconomy would improve.
Fmancial research institutes could also apply the studies

attached to the project.

1.6 LIMITATION & SCOPE OF THE STUDY

The project is limited to the financial sector of the
economy and the contribution of Nigerian Stock Exchange

when compared with the emerging market countries.



CHAPTER TWO

REVIEW OF RELATED LITRATURE

2.1 CONCEPT OF FINANCIAL MARKET

Financial assets exist in an economy because the
savings of various individuals, corporations, and governments
during a period of time differ from their investment in real
assets. By real assets, we mean things such as houses,
buildings, equipment, inventories, and durable goods. If
savings equaled mmvestment in real assets for all economic
units in an economy over all periods of time, there would no
external inancial, no lnancial assets, and no money and
capital markets. Each economic unit would be self-sufficient;
current expenditures and investment in real assets would be
paid for out of current income. A financial assets is created
and it [inances this excess by borrowing or issuing cquity
sccuritics.  Of course, and other economic unit must be
willing to lend. This interaction ol borrowers with lenders
determines interest rats, [n the economy as a whole, savings-
surplus economic units (those whose savings exceed their
investment in real assets) provide funds to savings deficit

units (those whose investment in real assets exceeds their
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savings). This exchange of funds is evidenced by pieces of
paper representing a financial asset to the holder and a
financial Liability to the issuer.

The purpose of financial markets in an economy is to
allocate savings effliciently to ultimate users. 1 those
economic units that saved were the same as those that
engaged in capital formation, an cconomy could prosper
without financial markets.

In modern economies, however, the economic units
most responsible for capital formation-nonfinancial
corporations - use more than their total savings for investing
in real assets. Households, on the other hand, have total
savings in excess of total investment. The more diverse the
patterns of desired savings and investment among cconomic
units, the greater the need for efficient financial markets to
channel savings to ultimate users. The ultimate investor in
real assets and the ultimate saver should be brought together
at the lease possible cost and inconvenience,

Efficient financials markets are absolutely essential to
assure adequate capital formation and econgmic growth in an

economy. These are financial intermediaries in an economy,
———————————
i ann944



the flow of savings from savers to users of funds can be
direct. Fimancial intermediaries include institutions such as
commercial banks, savings and loan associations, like
insurance companies, and pension and profit-sharing funds.
These intermediaries come between ultimate borrowers and
lenders by transforming direct claims into the indirect ones.
They purchase primary savings and loan association
purchases is a mortgage; the indirect claim issued is hand,
purchases corporate bonds, among other things, and issues
life insurance policies.

Financial intermediaries transform funds in such a way
as to make them more attractive. On one hand, the indirect
security issued to ultimate Jenders is more attractive than is
a direct, or primary, security. In particular, these indirect
claims are well suited to the small saver. On the other hand,
the ultimate borrower is able to sell its primary securities to
a financial intermediary on more attractive terms than it
could if the securities were sold directly to ultimate lenders.
Financial intermediaries provide a variety of services and

economies that make the transformation of claims attractive.



1 Transaction Costs

Because financial intermediaries are continually in the
business of purchasing primary sccurities and selling indirect
securities, cconomies of scale not availabie to the borrower or
to the individual saver are possible. As a result, transactions
cost and cost associated with locating potential borrowers and
savers are lowered.

2. Information Production

The financial intermediary is able to develop information
on the ultimate borrower in & more efficient manner than the
saver. Morcover, the intermediary may be able to reduce the
moral hazard problem of unreliable information. Another
possible advantage is that intermediaries can protect the
confidentiality of the information.

3.  Divisibility and Flexibility

A financial intermediary is able to pool the savings of
many individuals savers to purchase primary securities of
sarying sizes. In particular, the intermediary 1s able to tap
small pockets of savings for ultimate investment in real
assets.  The offering of indirect securities of varying

denomination makes financial intermediarics more attractive



to the saver. Morcover, borrowers have more flexibility in
dealing with a financial intermediary than with a large
number of lenders and are able to obtain terms better suited
to their needs.

4. Diversification and Risk

By purchasing a number of different primary securities,
the financial intermediary is able to spread risk. If these
securities are less than perfectly correlated with each other,
the intermediary is able to reduce the risk associated with
fluctuations of in value of principal. The benefits of reduced
risk are passed on to the indirect security holders. As a
result, the indirect security provides a higher degree of
liquidity to the saver than does a like commitment to a single
primary security. To the extent individuals are unable,
because of size of other reasons, to achieve adequate
diversification on themr own, the financial intermediation
process is beneficial.

D Maturity

A financial ntermediary is able to transform a primary

sccurity of a certam maturity into indirect sccurities of

different maturities. As a result, the maturities on the



primary and the indirect securities may be more attractive to
the ultimate borrower and lender than they would be if the
loan were direct.

0. Expertise and Convenience

The financial intermediary is an expert in making
purchases of primary securities and in so doing eliminates
the inconvenience to the saver of making direct purchases.
For example, not many individuals are [amiliar with the
intricacies of making a mortgage loan; they have neither the
time nor the inclination to learn. For the most part, they are
happy to let savings and loan associations, commercial
banks, savings banks and life insurance companies engage in
this type of lending and to purchase the indirect securities of
these intermediaries. The financial intermediary is also an
expert in dealing with ultimate savers-an expertise lacking in
most borrowers.

Financial intermediaries tailor the denomination and
type of indirect securities they issue to the desires of savers.
Their purpose, of course, is to make a profit by purchasing
primary securities yielding more than the return they must

pay on the indirect securities issued and on operations.  In



so doing, they must channel lunds [rom the ultimate lender
to the ultimate borrower at a lower cost or with more
convenience or both than is possible through a direct
purchase of primary sccurities by the ultimate lender.
Otherwise, they have no reason to exist.

With financial intermediaries, we have four main sectors
in an cconomy: housechold, nonfinancial business firms,
governments, and financial institntion. These four sectors
form a matrix of claims against one another. This matrix 1s
illustrated in fig. 19-1, which shows hvpothetical balance
sheets for each sector. Financial assets of each sector include
money as well as primary securities. Households, of course,
are the ultimate owners of all business enterprises, whether
they are nonfinancial corporations or private financial
institutions. The figure 19-1 illustrates the distinet role of
financial intermediaries. Their assets are predominantly
financial assets; they hold a relatively small amount of real
assets. On the right hand side of the balance sheet, inancial
liabilities are predominant. Financial institutions, then, are
engaged in transforming direct claims into indirect claims

that have a wider appeal. The relationships of financial to

10



real assets and of financial 1i:11.>ili1ivs to net worth distinguish
them from other economic units.

The more varied the vehicles by which savings can flow
from ultimate savers to ultimate users of funds, the more
cfficient the financial markets to an cconomy usually are.

The more developed the linancial markets, the greater
the choices of saver in putting savings to work and the
greater the financing opportunities available to the borrower.
The utility of both is increased. With efflicient financial
markets, then, there can be sharp differences between the
pattern of savings and the patter of investment for economic
units in the economy. The results is a higher level ol capital
formation, growth, and want satisfaction. Individual economic
units are not confined either to holding their savings in
money balances or to investing them in real assets. Their
alternatives are many; cach contributes to the efficient
channeling of funds from ultimate savers to users.

The allocation of funds in an economy occurs primarily
on the basis of price, expressed in terms of expected return.
Economic units in need of funds must outhid others for their

use. Although the allocation process is affected by capital



rationing, government restrictions, and institutional
constraints, expected returns are the primary mechanisms
whereby supply and demand are brought into balance for a
particular financial instrument across [inancial markets. 1If
risk is held constant, economic unit willing to pay the highest
expected return are the ones entitled to the use of funds. If
rationality prevails, the economic units bidding the highest
prices will have the most promising investment opportunities.
As a result, savings will tend to be allocated to the most
efficient uses.

It is important to recognize that the equilibration
process by which savings are allocated in an economy occurs
not only on basis of expected rerun but on the basis of risk as
well. Different financial instruments have different degrees of
risk.

In order for them to compete for funds, these
instruments must provide different expected returns, or
vields. If all inancial instruments had exactly the same risk
characteristics, they would provide the same expected return
in market equilibrium. Expected return of different financial

instruments are a function of a number of things:



1. Differences in default tisk

2. Differences in maturity
3. Dilferences in the level of coupon rate
4. Differences in taxation of interest, dividend, and capital-

gain refurns.

Finally, the expected return on a financial instrument
depends upon the real rate of nterest in the economy and
upon expected inflation. It generally is agreed that the
nominal rate of interest that we observe on a fixed-income
security embodies in it a premium for expected inflation.
However, there is disagreement about the stability and

consistency of this effect over time,

2.2 FINANCIAL INNOVATIONS AND THE CHANGING
FINANCIAL ENVIRONMENT

The last 10 years have been characterized by
tremendous financial innovation infact, the greatest number
of innovations in our nation’s history. The listing of
developments in awesome; it includes such things as money-
market accounts and moncy-market mutual funds, zero-
coupon bonds, pass through mortgage securities, interest-
rate futures markets, options markets, floating-rate loans,

19



mulli-curreucy loans and l'll.(‘.(lg.;(:ﬁ, point-al-sale  terminal
transactions, and many more.

These innovations encompass new o mproved
products as well as processes,  Recognize that financial
innovations do not just happen, There are reasons for their
occurrence, both conceptual and cavironmental.

The principal force behmd any linancial mnovation 18
the profit motive. In an ceonomic sensce, a new financial and
/ ar complete. Recall from carlier in the chapter that the
purposc of financial markets is to channel savings in our-
socicty  to the  most cflicient.  uses. However, the
mtermediation process isnot costless, Costis vepresented by
the spread between what the ultimate saver recerves for funds
and what the ultimaie borrower pays, holding risk constant,
as well as by the inconvenience to one or both parties. A
financial innovation may make the market more efficient in
the sense of reducing the spread, as delined carlier, or of
lowering inconvenicnce costs, [ this ocours, the overall cost
of intermediation is reduced by definition.

Market completencessis different in concept, a2 complete

market exists when  every contingency in the world

20



corresponds to a distinet marketable security.  Incomplete
markets exist when the number the types ol securities
available do not span these contingencies. More practically
speaking, with an incomplete market, these is an unfilled
desire for a particular type of security on the part of an
investor clientele. If the market is incomplete, it pavs the firm
or finanecial institution to exploit the opportunity by tailoring
security offerings to the unsatisfied desires of investors. By
sa doing, a lower financing cost will be achieved. An example
of satislying an unfilled investor demand is the issuance of
zero-coupon bonds begimning mn the carly 1980s.

As along as the market remains incomplete, a firm or
financial institution should continue to tailor the securities it
issues to the market.,

In steady state, of course, we would not expect to be
able to make the market more efficient and /or complete.
Presumably all opportunities for profitable exploitation would
be exhausted, and no further gains would be possible. As
result, there would be no financial innovations. Indeed, an
unchanging world would be marked by a lack of new linancial

produets and / or processes, The environment simple must



change for there to be exploitable opportunities with respect
to inefficiencies and /or incompleteness. There are a number
of causes for change, and we consider them in turn.
Underlying each is a shift in savings [lows or composition and

or a change in risk or utility with respeet to risk.

J  Volatile Inflation Rates and Interest Rates

Already we have discussed the volatile nature of
inflation over the last dozen years, in conjunction with
fluctuating behaviour of nominal and real rates of interest.
New deposit and investment accounts as well as floating-rate
and variable-rate loans are an outgrowth of changing inflation
and interest rates. The increased risk associated with
uncertain inflation and volatile interest rates may prompt
financial innovations designed to reduce such risk. As ample

time has been devated to these topics, we move one.

4 Regulatory Changes
A second, and very important, factor prompting

financial innovation is regulatory change and circumvention

of regulations.

)



Beginning i the l‘)?ll.s a number of mnovations
occurred simply to get around existing regulations. In the
late 1970s and accelerating rapidly in the 1980s, we have had
a deregulation of the financial services industry.  The
boundaries that previously separated the functions of various
financial institutions ere broken, and the competitive arena
changed dramatically, As constraints were reduced, the
distinction between commercial banks savings and loan
associations, investment banks, insurance companies,
mortgage bankers, large retailers and certain financial
conglomerates, such as American Express, was blurred.
Institutions invaded the previously inviolable turfl of others.
While the major deregulatory legislative changes already have
occurred, the response to these changes is in full swing.
Indeed, the equilibration process is undergoing constant
perturbation and is far from settled.

- Tax Changes

Changes in the tax laws also may lead to financial
innovation. Where once major changes occurred infrequently,
they are much more frequent now, with major tax legislation

being enacted almost every year. When changes impact the

(]
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after-tax returns on financial instruments, new financial
products, and sometimes processes, emerge in response to
the tax law change.
- Technological Advances

The computer age has brought with it a continual
broadening of applications to the financial services industry
and a lowering in costs per transaction. As with other
industries, technology has had a profound influence.

Electronic funds transfer, automatic teller machines,
point-of-sale terminals, personal computers permitting in-
home financial transactions, and teleccommunication and
have changed dramatically the way financial products and
processes are provided and the way they are priced.
Structurally, costs have been lowered throngh automation,
and technology has reduced the need for bricks and mortar
on the part of financial institutions. Often the accuracy and
speed of a transactions is improved, which increases
customer satisfaction, whether that customer be a depositor,
a corporate borrower, an investor, or a corporate issuer of
stock, Technological advances have provided a fertile field for

financial innovation.
KASHIM IBRAHIM LIBRANK
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o Economic Activity

Finally, changes in the business cycle can prompt
financialinnovation. In a period of economic prosperity, there
is greater incentive to offer new financial products and
processes than there is in a recession. In the former period,
financial institutions are cager to try new ideas in their
ongoing guest for growth. Increases - residential
construction in particular may open up opportunities for new
financial products. In a steep recession, such as that
occurring in 1981-1982, the emphasis tends to shift to risk
reduction. During these times here is an increasing
preference for liquidity. While certain types of financial
innovations are possible with this focus, more will occur in a
period of economic prosperity, all other things staying the
same.  In summary, changes m economic activity change
preferences and the need for funds, which affect the incentive
for financial innovation. Recognize that the level of economic
activity also affects interest rates, which in turn, influence

financial innovation.



2.3 TYPES OF FINANCIAL MARKET (CAPITAL MARKET)

Introduction

The significance of the capital market is that it is an
important source of medium to long-term funds for the
acquisition of fixed assets and the financing of long-term
projects. In addition, the capital market provides a
mechanism through which long term loans and investments
can be liquidated. Specifically, therefore the capital market
performs the following generahzed functions:-

. An efficient allocation of scarce invisible resources

L] The creation of a continuous market (and therefore
liquidity) in quoted securities; and

e The aiding of new financing.

The capital market can be classified into the primary
(i.e. new issues of securities) and secondary (trade in old
issues of stocks) markets. In Nigeria, the primary market is
regulated by the Securities and Exchange Commission (SEC),
while the secondary market is regulated by the Nigerian Stock
Exchange (NSE). The two institutions constitute the main

regulatory bodies of the Nigerian Capital Market.
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Until 1993, when the on-going, deregulation of the
Nigerian capital market commenced, SEC was responsible for
pricing and allotment of new issues while the Quotations
Committee of the NSE approved only issues which will be
listed on the Exchange's Official List. The issuing Houses and
stockbrokers package ssues for governments and public
companies; however, the CBN acts as Issuing [House for
Federal Government Stocks.

Initial issuance of securities on the Primary Market can
take any of the following forms:-

(i)  Offer for Subscription

These are direct issues to public by floating a number
of shares or debenture stocks. The proceeds of issues go to
the issuer, a company, or government to finance expansion
and / or modernization.

(i)  Offer for Sale

A public offer of shares in a company bv existing
sharcholder(s), the proceeds of which go to the sellers of such
shares.  Most of the public offers under the Federal
Government Privatization Programme fall under this category.

The amount realized from the partial or total sale of Federal



Government holdings which were offered for sale went to the
Government via the Technical Commuittee on Privatization and
Commercialization (TCPC), now Burcau for Public
Enterprises (BPL).
(i) Rights Issue

Offer to buy more shares generally made fo existing
sharcholders and sometimes at concessionary prices. Many
quoted companies now use this method to raise additional
capital needed for their operations and so avoid the
excruciating interest rates hitherto charged in the money
market.
(iv) Introduction

Where a company secking quotation already has met
with the Listing Requirements, the exchange may permit its
security to be mtroduced into and listed on the market.
LASACO Ple. and First Aluminum PLC were listed by
introduction because they already had satisfied the Listing

Requirements of the exchange.



The Secondary Market

Operates after the issue has been completed and the
sccurity listed on the Stock Exchange. Secondary markets are
vehicles for providing lLiquidity to investors. In Nigeria,
sccondary market transactions in quoted securities are
carried out by licensed stockbrokers on the six Trading Floors
of the Nigerian Stock Exchange located in Lagos, Kaduna,
Port Harcourt, Kano, Onitsha and Ibadan, Buving and selling
of shares are down bv the brokers on behalf of their
numecrous clients. The transfer of shares ends with the
delivery of certificates to the new buyers. Securities traded
presently include the Federal Government Stocks, Debenture

Stocks, Preference Shares, State and Local Government

Bonds and Equities (ordinary shares of quoted companies).

2.4 CONCEPT OF NIGERIA ECONOMY

The economy of anv nation is made up of all the
productive units that produce goods and services. These
units are many and varied but they all came about as a result
of the needs and wants of the society. But the pattern of

production, especially ownership, is governed by the economic
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system in place. The economice system 1s the framework that
cnables the productive units to operate.

This brings to the fore the question of measuring the
performance of the economic system.

The total flow of all goods and services within a country
1s known as the national income and there are three ways to

measure it.

1. As the total goods and services produced 1 a given
period.
2. As the total incomes carned in a given period.

3. As the total expenditure in a given period.
These methods give a more less same figure which is
then used to determine the direction of the economy and

charts its future course.

The Nigerian economy has experienced a lot of
expansion and contraction over the vears. Prior to the oil era,
the major source of growth was the mereasing output of agric.
exports such as cotton, groundnut, palm produce, rubber and

cocoa. During this agric. era, agricultural production



accounted for more than 40 percent ol the Gross Domestic
Procduct (GDP). From the 1980s however the growth in the
cconomy came from the marketing of crude petroleum.
Nigeria especially benefitted immenselv from the 1973 oil
embargo against the West by OPEVC members during which
oil prices shot t the rooftops.

Thus, by 1979 the mining and quarrying scctor
accounted for about 37.5 percent of the GDP thereby pushing
agric. to the background.

On the whole the Nigerian economy is characterized by
a number of socio-cconomic problems. These problems
include import dependence, week industrial base, dependence
on a single economic sector - oil, regional inequalities,
massive rural - urban migration, inefficient public utilities,
unemployment and under - employment, and the complete
absence of a vibrant middle class. An analysis of all these
problems indicate that most of them are due to structural
characteristics of the economy.

All the above problems notwithstanding, Nigeria® GDP
and hence economy showed some sign of improvement lately.

The GDP for 1996 grew by 3.25 percent as compared to a
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mere 1.3 percent in 1994 and 2.2 percent in 1995, The
growth in 1996 reflected improved production in the vital
sectors of the economy.

Over the years the Federal Government has made
efforts towards charting the course of economy development
of country by the formulation of various development plans.
The objective of these development plans include:

(a)  Stable prices

(b)  Even distribution of income

(c)  Reduction in unemployment

(d)  Indigemization of economic activity

(e)  Balanced development

()  Inecrease in the supply of high level manpower

(g) An increase in per capital income,

Components of GDP

To simplily the measurement of the National Income the
nroductive units of the economy are usually divided into
sectors. A sector conuist of firms or industries producing
similar or related products, These scctors therefore make up

the components of the GDP.



Find below the performance of GDP components for
Nigeria in 1960/61 and 1970/71.

TABLE1 COMPARATIVE PERFORMANCE OF THE
ECONOMY GDP COMPONENTS 1961 AND

1970/71.
Components of GDP 1961-62 1670-72 | Change | Component
Percentage
Charge
1971.70.
1. Agriculture and Forestry 01.6 44.7 16.9 29.9
1.1 Agniculture 48.0 4.1 14.5 0.4
1.2 Lvestock 5.4 3.4 2.4 25.2
| 1.3 Forestry 5.4 3.1 23 2.1
| 1.4 Finishing 1.8 4.2 2.4 325.2
2. Mining and Quarrying 1.8 11.9 10.1 1082.8
2.1 01l B 11.0 10.2 2430.4
2.2 Metalliferous Ores 4 2 .2 122
2.3 Goal .08 005 076 900
2.4 Ouarrying 5 b - 1221
3. Manufacturing and Craft 2.2 7.0 2.3 157.4
3.1 Manufacturing 3.6 0.5 29 519.1
3.2 Crafts 1.6 1.0 -.b 3.5
4. Electricity & Water Supply 0 .50 07 122.2
4.1 Electrieity 4 47 07 104.4
4.2 Water Supply 0.4 = 00 300.0
5. Building and Construction 4.4 5.2 8 110.5
6. Distribution 12.2 (2.2 0.0 78.5
6.1 Marketing Boars -3 o b 3 43.2
| 6.2 Other Distribution 12.5 12.1 -4 72.9
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7. Transport & Commumceation | 5.4 3.3 -2.1 8.8
7.1 Transport 4.9 2.9 -2.0 0.5
7.11 Road Transport ) -1.4 -8
7.12 Railway 1.0 4 -0 -28.1
7.13 Harbours ke .0 .1 92.1
| 7.14 Water Transport N 5 0.0 16.6
[ {a) Inland 75 001 75 77.8
i) Overseas 006 .01 -.05 (4.3
| 7.15 Airport 1 B 0.0 158.3
7.2 Communications - b -2 33.3
7.21 Post and Telegraphs 4 3 -1 22.7
7.22 Broadcasting .08 a1 02 80.0
8. General Government 3.3 7.8 1.5 326.6
9. Education 3.0 3:1 = RO.6
9.1 Government 46 1.4 04 451.9
G.2 Missions Private 1.1 1.1 0.0 84.6
9.3 Universities 1 4 3 571.4
9.4 Others 03 2 AT 1.16.7
10. Health .b 93 o353 178.0
10.1 Government 5 60 16 156.4
10.2 Mission Private % 27 R & 253.1
11. Others < 2.8 & 135.2
TOTAL 100 100 78.8

Source:

Since the late 1960s, agricultural production has shown

a persistent decline as a percentage of the gross domestic

product, GDP, from 62 Percent in 1960 to about 18 percent




in 1979. The decline in agricultural production has been

attributed to the ollowing factors:

(1) The emergence of erude petroleum as a major source of
government revenue.

()  Greater emphasis on manufacturing and other modern
sectors as a strategy for rapid economic growth; and

(111}  The drift to urban areas.

The official policy of import substitution also caused
agricultural exports to collapse, as local demands for raw
materials outstripped the supply whilst food imports
escalated are to the drift of the rural population to the urban
centers in scarch of ‘o1l money’.

Mining Sector

The expansion in the mining sector (especially the oil
sub-sector) has causes a serious distortion within the
cconomy. Consequent upon the ‘monetization’ of huge
revenues, the Government embarked on rapid development
of the infrastructure. However, the growth, development and
expansion of the oil sub-scetor has been exogenously

determined, thereby making the economy vulnerable to
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changes in the world economy. The experience of the past few
vears has brought out clearly the dangers of relying solely on
a single source of revenue for economic growth.

In its efforts to diversity the cconomic base, the
Government is now determined to revive agriculture. Other
major projects like petrochemicals and the liquefied National
Gas. LNG, are also being considered seriously in order to
reduce the country’s over reliance on oil.

It is estimated that Nigeria's gas reserves are in the
region of 3,120 billion cubic meters. Gas experts have agreed
that Nigeria has one of the largest reserves in the world. With
regard to oil reserves the estimate of reserves is 2.400 million
tones. This 1s equivalent to 17,500 milion barrels of crude.
If this is exploited at the rate of 1.3 mbd Nigeria's reserves

would lat of 37 years.

Manufacturing Industry

Manufacturing and Industrial sectors have also been
expanding over the years. The share of these sectors in GDP
increased from about 5 percent in 1960 to about 10 percent

in 1980. This rapid growth observed in the manufacturing



sector 1s due largely to the import substitution policy of the
Government. The led to restrictions on various imports and
consequently there has been a spurt of domestic investments
i manufacturing beginning with consumer goods and inter
mediate goods. Major areas of substantial investment include
breweries, beverage, textiles, toiletries, bakery, sugar and
confectionery and  soft drink  botiling. Investment n
intermediate goods has been mainly on consumer durable
such as vehicle assemblies, metal manufacturers, electronics
and other houschold equipment.

Due to the heavy reliance on imported raw materials
and spare parts, the Government has recently shifted the
emphasis towards the iron and steel industries which should
form the industrial base of the country. To this end, a major
iron and steel project has been completed at Aladja while the
gigantic Ajakuta iron steel works project 1s still vet to be
completed. These two major projects are in addition to the
Inland steel rolling mils located at Katsina, Jos and Oshogbo.
Also in the agro allied industries, investment in tractors,
fertilizers and other agricultural equipment are taking place

in many parts of the country. For example many fertilizer



blending plants have been established and industries that

produce agric. chemicals.

External Trade

Despite some restrictions on international trade, Nigeria
1s basically an open cconomy. There is to a great extent, a
free flow of goods and services. Total imports as at 1981 were
estimated at N12 billion. Breakdown of the imports by end-
use shows that capital goods and raw materials constitute
more than 55 percent of total imports, while consumer goods
constitute the remainder. The growth in the import of capital
goods and raw materials have been necessitated by the huge
investment in the infrastructure and other basic industries
since the beginning of the 1960s.

Total exports as at 1981 for example were estimated at
K10.5 billion, with oil exports constituting nearly 98 percent
of total exports. Agricultural exports were almost non
existent as output is consumed locally. The same situation

still persist today.



In terms of direction of trade, more than 53 percent of
Nigeria's total trade (imports and exports) is carried out with
Western Europe. This is followed by America (33.99 percent),
while trade with other Alrican countries is only 2 percent of

total trade.

Building and Construction Sector

Building covers residential  houses  and  office
developments, while construction refers to public highways,
ports, airports, railways, dams and other related projects.
This sector has recorded rapid growth rising from about 4.8%
of GDP in 1960 to 11% in 1980,

There have been massive investment in this sector since
independence. During the last two decades, the Federal
Government has undertaken and extensive expansion of the
networks of roads linking the North and South on the one
hand and East and West on the other. Also international
highways linking Nigeria and other parts ol Africa have been

constructed.



The growth in external trade in the 70's brought a lot of
pressure on the Government as the port facilities became
inadequate to handle the increased volume of trade. This
made the Federal Government to expand port [acilities,
especially at Apapa and Tin Can Islands, Warrt and Calabar.

Equally important is the growth on air travel, both
domestic and international.  The has also necessitated
investments in both aircraft and airports. Virtually every
major town in the country is now linked by arports. The
growth in urban towns and the quest for education resulted
in increased demand for residential buildings and schools
blocks. Other areas of construction were heavy investments
have taken place in the last decade are railwavs,
communications, water supply electricity and building of

dams.

.

Financial Sector W

The financial sector which embraces banks, imsurance
and other funds mobilizing institutions constitutes the main
engine of growth in the economy. This sector has grown

considerably from 10 percent of gross domestic product 1960
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to about 36 percent in 1979, The growth was made possible

by three principal factors:

(1) The growth in urban centers and the concentration of
population in these areas meant an increase in the
demand for financial services.

(i)  The Government has relied increasingly on the financial
institutions to provide finance to exccute its large
capital investments.

(i)  Corporate organizations are increasingly relying on
banks and other financial institutions to fund their
business activities.

The Nigerian financial sector especially the banking
sub-sector has of late been racked by a lot of erisis. Many
banks had been known to be operating without adequate
capital and has accumulated a mountam debt that can hardly
be recovered. As a result of this, various decrees and agencies
were established from 1988 to check the situation. First the
Nigeria Deposit Insurance Corporation (NDIC) was set up so
as to ensure close supervision of the operations of all the
banks. This followed by the prudential guidelines which

requires banks to shore up their capital bases. Then there
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was the banks other financial institutions decreed (ROEID)
bank decree which gave more powers to the CBN in its
supervisory rate.  All these measures however proved
inadequate as banks continued to loan recklessly. The
situation reached a state in which several banks were on the
verge of going under the depositors were beginning to panic,
This means that bank runs were in the offing. A bank runs
has catastrophic effect on the entire economy and no
responsible government would allow that to happen.

As a result of above the Abacha government had no
choice but to enact the Failed Banks’ decree with a view to
recovering bank debts and other sundry amounts
fraudulently removed from the bank coffers. Another aim was
to sanitize the system. The operation of the decree is still
going on the some success has been posted with regard to

recoveries.

Structural Adjustment Programme

In the early 1980's Nigeria’s economy was in deep crisis
so much so that by October 1985 the Government had to

declare a state of economy crisis. Factors that let to this



crisis are well known - but include the over reliance on oil
(whose prices in the world market crashed to the lowest in
1980) and the reckless spending of the then ruling civilian
government. The International Monetary Fund (IMF( was
approached to provide succor bu the negotiations were deed
locked.

The IMF laid down a number of conditionalities that the
government was not willing to comply with. In fact, the issue
was thrown to the public for debate and the consensus
turned out that most people were against taking the loan,

As an alternative solution therclfore the government
designed a homegrown program which was thought to be
capable of getting the country out of the woods. This was the
Structural Adjustment Program (SAP) which was launched in
January 1986. This program was meant to produce effective
and more lasting solutions to the basic economic problems of
the nation. The program was also meant to help revamp the
economy - quickly. In short SAP has three objectives:

L. To restructure and diversify the productive base of the
cconomy in order to reduce dependence on the oil

sector and imports.



2

To achieve a fiscal and balance of payments viability
over the medium term.

To lay the basis for a sustainable non-inflationary
growth over the medium and long terni.

Several measures were taken or initiated so as to

achicve the above objectives. These include:

The introduction of the Second Tier Foreign FExchange
Market (SFEM) so as to find a realistic value of the
naira.

Promotion of greater use of local raw materials coupled
with the rationalization of imports and excise tariffs,
Rescheduling of Nigeria’s external debts.

Improvement of internal revenue generation and
collection.

All the above led to a stringent package of austerity

measures. For example prices ol both domestic and foreign

consumer goods shot to the rooftops. The resultant suffering

and hardship on Nigeria was such that the stability of the

nation was ﬂll'(‘.:ﬂ(:ll(‘.(l.;Sll'ikt‘h‘ and riots became rampant.

Government had to come out with SAP relief measures so as

to reduce the suffering.
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Review of the Economy

The Nigerian economy has been in a prolonged state of
recession since the turn of the 1980's. A series of ad-hoc
reform measures culminated in the introduction and adoption
of the Structural Adjustment Programme in 1986 by the
Federal Government as an economic recovery strategy. This
was aimed at redressing the series of macro-cconomic
imbalances and structural rigidities confronting the ecconomy
at the time. At the time SAP was introduced, the economy
was in a bad shape characterized by widespread
unemployment, serious balance of payments deficit, import
licensing, inefliciency, rising inflation and sluggish outpnt.
The Structural Adjustment Programme was a beautiful blue
print, designed to correct the distortions in the economy,
promote efficiency and put the economy on a self-sustaining
growth path. The implementation, however, fell far short of
cxpectation. Even where minimal successes were recorded,
concerted efforts were not made to consolidate such gains.
On the whole, the economic deregulation programme helped
to create a more favourable environment toward the

dismantling of administrative controls and a greater
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inclination towards market f(l.l‘(‘(‘.'b}. A number of factors that
militated against successful economic reform include:
(1)  Policy Infidelity

Some of the key policies were not religiously adhered to.
A practical example is the privatization and commercialization
programme.

Up till now, the government has not completed the
programme and has even begun to show signs of ambivalence
toward the entire concept of privatization.

(b}  Unstable Monetary Policy Environment

Monetary Policy Environment has been very unstable
and that has adversely alfected the performance of banks.
The management of monetary policy has been  quite
worrisome, with shock doses administered from time to time.
For example, the liquidity crisis in banks following the
consistent issuance of stabilization sceurities up till1994
contributed to the poor financial condition of many banks.

(c) Macro-Economic Instability/Imbalance

Macro-economic instability has become a disturbing
feature in the management of economyv. The instability has

been created by lack of harmony between monetary and fiscal
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policies. While monetary policy has been contractionary, fiscal
policy has been expansionary up to at least 1994, T able
shows the rising trend of budget delicit which has put
consistent pressure on money supply and price levels over the
vears. Financing fiscal deficits has been identified as the root
cause of excess liquidity in the financial system and which
Issuance  on

has necessitated the banks ol mandatory

stabilization securities to mop up such excess hquidity.

Table 2:

FISCAL DEFICIT (1990-1994)

YEAR 1990 1991 1992 1793 1994
Fiscal Deficit (Nm) | 22,116.1 35,7562 39,5832.5 107,186.0 70.818.5
GDP (N) 90.36 90,30 94,42 99.60 100.98
Deficit /GDP ratio | 8.5 11.0 10,2 154 79

Source:

Generated from CBEN Annual Reports

The table shows that a deficit /GDP ratio of 8.5 percent was

recorded in 1990, 11.0 percent in 1991, 10.2 percent in 1992,

15.4 percent and 7.9 percent in 1993 and 1994 respectively.

The financing of these deficits was mainly through the

banking system, especially the Central Bank. The immediate

implication was sustained injection of huge amounts of money

into the economy, which has resulted in the overshooting of the

targeted growth of money supply.
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Table 3:

MONEY SUPPLY 1990 - 1994

YEAR 1990 : 1991 19092 1903 1094

M1 Narrow Money (Nm) | 37,2337 | 49,3645 79,4005 116,390 7 172.004.7
Percemage Change 44} 2.0 52.8 54.4 47 .8
Targeted Growth for M1 | 13.0 14.0 243 2000 214
(Narrow Money)

N2 (Broad Money) Nm 64.902.7 | B6,152.5 128.517. | 192.358.0 267.759.8

7

Percentage Change 40.4 32.7 49.2 4098 30.1
Targeted Growth for N2 26.8 18.0 14.8

(Broad Money %)

Source:

Generated from CBN Annual Report.

Table 2 displays the tremendous growth in money supply

following the financing of the huge liscal deficits over the years.

Other thorny issues include the poor management of the foreign

exchange market, which at a point created a vawning gap

between the official and the parallel market rates. The latest

policy of ‘guided deregulation’ introduced in 1995 can be said to

have achieved a measure of stability but realistic exchange rate

for the naira is far from being achieved.

The poor capacity utilization and shut downs being

experienced in the real sector, as a result of inereasing difficulty

in obtaining foreign exchange, also proved a stumbling block to

the success of economic relorm.




In the manufacturing scctor for instance, the index of
manufacturing production has been on the decline since 1991
from 178.11n 1991 to 168.5, and 132.8 in 1992, 1993 and 1994
respectively.

A nation-wide survey conducted by the Central Bank of
Nigeria covering 509 manufacturing establishments in 29
industrial groups with response rate of 6 1.3 percent put capacity
utilization in the manufacturing sector at 30.4 percent in 1994,
That is a drop from the 37.2 percent recorded in 1993, The
performances in the mining and eleetricity sub-sectors exhibit
similar epileptic trends.  Even the government sector has not

fared any better.

2.5 BANKING AND THE ECONOMY: THE NEXUS

It is difficult to over-emphasize the importance of banks in
the modern economy or the need for a good working relationship
between banks and other sectors of the cconomy.  This i1s
because of the crucial role of financial intermediation, which
banks play. Adam Smith in the 18" century highlighted the
importance of banks in economic growth when he said, ‘I have

heard it asserted that the trade of the city of Glasgow doubled in
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about fifteen years after the first l‘.;]'l‘(‘.li()ll of the banks there; and
that the trade of Scotland has more than quadrupled since the
first erection of two public banks at Edinburgh... that banks
have contributed a pood deil to this inerease cannot be doubted’.

Besides Adam Smith, Schumpeter in 1934 observed that
the banking system was one ol the kev agents in the whole
process of development. Generally, banks are known to not only
facilitate but also speed up the process of economic development
through making more funds available from resources mobilized
as well as created by themselves.

The Nigerian banking industry has heen playing supportive
role, indeed a leading role in the development of the Nigerian
cconomy. The banks have mobilized and disbursed tremendous
volumes of funds to both government and private sector
investors for the growth of the economy. Between 1990 and
1994, for example, the aggregate credit to the domestic economy

rosc from N57,674.9m to 8350,622.7m, as shown in table 4.
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Table 4:

BANKING SECTOR CREDIT TO THE ECONOMY

YEAR

DEC. 1990

DEC.1991

DEC.1992

DEC.1993

DEC.1994

Total Credit to Domestic:
Feonomy (net) (Nmy)

57,6749

B3.823.7

141.735.7

271.350.0

50,6227

Credit to Private Sector
{(Nm)
L

36.631.0

45,325.2

61,0203

92.501.6

122,273.3

|

the economy

Proportion of total credit to 63. 51% 54.07% 43.058% 34.009%, 34 .87%
the economy credit to

Government Sector (Nm) 21,0439 38496.5 | 80.715.4 178.849.3 228,349 .4
Proportion to total credit to | 36.49% 45.93% 56.95%, 65.91"% 65.13%

Source:  Generated from CBN Annual Reports 1994, P. 17

[t is clear from the table that both the credits to the private
and government scctors have shown increases in absolute
terms. However, while the private sector share of total credit
was decreasing that of the Government sector was increasing.
Credit to the private sector rose from K30.031m in 1990 to
N122,273.3m in 1994, in absolute term but its relative share of
total credit to the economy decline from 63.51% in 1990 to
34.87% in 1994. Conversely, the credit to the Government
sector rose from N21,043.9m in 1990 to N228,349.4m in 1994,
resulting in a rise in its relative share of total credit to the
economy from 36.49% in 1990 to 65.13% in 1994,

This is a disturbing trend, as government borrowing has
continued to crowd out private sector investment. It becomes
even more disturbing when viewed from the perspective that in
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a deregulating process, one expects the private sector to play an
increasingly significant role.

Table 5: FINANCIAL SECTOR CONTRIBUTION TO GDP

YEAR 1990 1991 1aa2 1993 19094
Contribution to the 7.88 8.20 8.52 8.85 9.11

Financial Sector (in Nhj

Proportionate share of | 8.72 8.07 8.75 8.88 9.02

GDP (in %)

Position in Sector 4™ 4" g LA S

Ranking

Source: Generated from CBN Annual Reports

As shown in table 5, over the period 1990 to 1994, the
financial sector an average share of 8.8 percent of the GDP per
vear. Ranked by value of activity, the Financial sector came 4"
in 1990 and 1991, coming after agriculture, crude petroleum,
and wholesale and retail trade. From 1992 and 1993, the
financial sector came 5", having been overtaken by Producers of
Government Services. It maintained this position 1094,

It is thercfore clear that the financial sector plays a
significant role in the growth of then economy, bot directly and
indirectly. The figures show that despite the poor financial
condition of the bank in the period under review, banks still
performed creditably as agents of resource mobilization and

promoters of economic development. They emerged as one of the




highest performing sectors of the economy, consistently out-
performing the manufacturing section. This shows that if the
banks were in a healthier state, they would have recorded an
cven better performance,

Thus, the distress syndrome ravaging the financial system
has been a loss to the economy, in many ways than one and is
itself the direct result of the distressed condition of the larger
economy. It is a well known fact that the Nigerian economy has
been in a state of coma, since the carly ‘80s’. As result, many
businesses have failed industrial capacity utilization has
contracted to a fraction of what it used to be, high levels of
unemployment have become a key leature of the economy, the
naira has been massively devalued and prices have gone through
the roof. It was only a matter of time, therefore, before this
pervasive economic distress syndrome manifested in the banking
industry in the form of financial distress of a bank.

The distress of financial institutions is nothing new,
however, it happens in even very healthy cconomies, like those
of the United States, Germany and Britain. What has been

worrisome about the Nigerian case is the magnitude and the

extent,
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Many businesses, organizations and individuals have lost
huge sum of money because of the technical insolvency of their
banks. So, like the proverbial chicken and the egg, the banking
mmdustry and the economy are inextricably intertwined - which
1s why they government and all stake holders in the economy
should do all in their powers to contribute positively to the
turning around of the banking system, in the larger interest of
the economy.

The State of Banking Practice

Perhaps, a good measure of the state of banking practice
today is the poor financial condition of many banks. For the
avoidance of doubt, banking practice has to do with the banker-
customer relation. The draft code of Banking Practice
development by the Institute in conjunction with the General
Assembly of Bank Chief Executives has these to say about
expected standards of banking practice:

Banks and bankers alike will obey the law,

Banks and bankers will follow the best professional

practice in the global industry.

Banks will always piace their depositors’ interest before all

others.
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(a)

(b)

(c)

,_ia\ﬂ- 1BRAHIN Ugﬂ,

Banks will always meet  their  commitments such
commitments will not be lightly given, and should never be
broken. Banks will repay depositors at maturity on the
agreed term. Banks will meet their trade engagements.
They will meet delivery on their trading contracts at
maturity at agreed rates. They will always lend on agreed
terms.

Banks will deal only with respectable parties. They will
take all reasonable steps to establish that all parties they
deal with are bonafide. Individual bankers should not ask
for, nor even accept, any form of gratification, cither in
cash or in kind, for performing their normal services.
Banks should not pay brokerage to members of their staff.
The code is governed by the following principles:

To set out the standards of good banking practice which
banks will follow in their dealings with their customers:
To provide guidelines for banks to make them act fairly
and reasonably in all their dealings with customers and
other banks:

To cause banks to help customers to understand the

operations of their accounts and to give them a good
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understanding of their b:mlking services, including known

risks relating to the operations; and
(d)  Tomaintain confidence in the security and integrity of the

banking system. DBanks must recognize that themr systems
and technologies need to be reliable to protect themr
customers and themselves.

Another important aspect of banking practice is the need
for banks to operate in accordance with the requirements of the
prudential guidelines in order to preserve the integnty and
stability of the banking system.

Thus, banking practice is defined by the professional
relationship between the banker and his customers. This
requires that bank services be rendered in a highly professional
manner, with the highest degree of transparency and probity;
and so doing, ensuring the security of customers’ deposits and
other instruments as well as safety of bank assets.

We are aware that one of the key reasons many banks are
experiencing  poor financial conditions today 1s the
unprofessional way of number of them have been managed.
Many management teams have been inept, asset quality has

been poor and insider abuses have been rife.



As a professional banking institute, the Chartered Institute
of Bankers of Nigeria has been very concerned about these
developments. The Institute exists to determine and uphold the
highest standards of professional practice.  Section 1, sub-
section 1(a) of the Chartered Institute of Bankers of Nigeria
Decree 12 of 1990 charges the Institute with the general duty of
determining what standards of knowledge and skills are need by
persons secking to become registered members of the banking
profession. The decree indeed requires every bank emplovee to
be a member of the Institute. Section 10 stipulates that a
person shall be entitled to be registered as a banker if he passes
the qualifying examination accepted by the Institution under the
Decree and completes the practical training prescribed; or he
holds a qualification granted outside Nigeria and for the time
being accepted by the Institute and is by law entitled to practice
for all purposes as a professional banker in the country in which
the qualification was granted and, if the Council so requires, he
satisfies the Council that the has had sufficient experience as a
banker. Section 10, subsection (2) states that ‘subject to Section
IT of the Decree and to rules made under section 8 of this Decree,

a person shall also be entitled to be registered as a banker if he
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satisfies the Council that immediately before the commencement
of the decree he had not less than five years experience as a
banker’.

The Institute has been pursing the implementation of the
decree as it regards the mandatory membership of all bank
employees as pragmatically as possible. Recent developments
make it imperative that the Institute pursues more vigorously
the membership registration programme so that every banker
can be subject to its professional requirements.

Under powers granted to it in Section 13 of the decree, the
Institute has established an Investigating Panel and a
Disciplinary Tribunal to consider cases of prolessional
misconduct preferred against members. The Institute is
determined to enforce the highest standards of professional
practice in banking and shall use every power within its reach to
achieve this,

Against the background of recent developments in the
banking industry, I wish to assure all and sundry that the
Institute is doing all it can to come to terms with the enormous
powers its enabling decree grants it. Plans have reached an

advanced stage to amend the decree so as to block a few
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loopholes and in order to enhance the overall effectiveness of the
decree.

Adequate care will be taken by the Institute fo proteet its
long term institutional interest as well as the global interests of
the banking industry, especially as far as maintenance of the
highest ethical standards of professional practice 1s concerned.
This will be done without sentiments.  The sanctity of the
professional code of banking practice will be maintained at all
Cost.

The Institute s determimed to maintain a level playing field
for professional banking practice in Nigeria. Therefore, all
members of the Institute, without exception and it all times, will
be governed by the same set of rules and subject to the same set
ol sanctions as contained in the enabling decree and the code of
conduct of the Institute and the Code of Banking Practice of the
banking industry. Every banker who runs foul of these statutory
and professional codes of conduct will without fail, be firmly
subject 10 the appertaining sanctions.

The Institute must now greatly emphasize its role as a self-
regulatory organization (SRQ) in order to minimize the incidence

of court cases, prosccutions and other forms of statutory
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interventions by the government. Having said that, let me add
for the avoidance of doubt that the Failed Banks Decree 1s by
and large a good omen lor the banking industry. It is my
considered view that it will go a long way to sanitize and stabilize
the banking industry.

It is public knowledge that a number of top bank
exccutives have been sentenced by the Fatled Bank Tribunal and
quite a number are also being held, pending investigations and
possible trial. It 1s a sad commentary on the state of our judicial
process today that the burden of proof of innocence has been
placed on the accused, rather than the burden of proof of guilt
being placed on the prosecution. A situation where people are
already considered guilty before there cases are even heard is to
sav the least worrisome. It is true that a few of our key members
have been detained under the Failed Bank Decree. That
certainly 1s bad enough for the image of the professional body of
the banking industry.  This development has been more
distressing to the Institute than anyone can imagine. The
gentlemen involved certainly represent some of the best
exponents of banking professionalism this nation has ever

produced.
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It is my considered position as well as that ol my
professional colleagues that it is only fair to assume that they
are innocent until they are proved otherwise. The same applies
to other bankers being detained under the same decree. 1t 1s
better to be patient and et the facts of the matter speak for
themselves as they certainly would. 1t 1s only then that we can
form an opinion that will be fair to all concerned. It is only then
that the Institute can take a position or any necessary action on
the basis of objective facts. To do otherwise would be unfair,
anticipa ry and miscarriage ol justice.

Certainly, the institute and indeed the banking industry is
passing through a stormy period. But alter the storm, there
would be calm. Bevond the cloud, there would be a silver living
and bright new down of sprightly banking practice.

2.6 POLICY ENVIRONMENT IN THE NIGERIAN STOCK
MARKET.

fa) A major hindrance in the past to foreign investment in the
sapital market was the Foreign Exchange Act of 1962,
With the repeal of this Act and its replacement with the
Foreign Exchange (Monitoring and Miscellaneous

Provisions] Decree No., 17 of 1995, the doors to foreign
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(b)

(c)

(cl)

mvestment in the Nigerian capital market became wide
open, with most of the bottlenecks clearly removed from
the statute books. The Foreign Exchange Decree of 1995
established an Autonomous Foreign Exchange Market
where transactions in foreign exchange can be conducted
in any convertible foreign currency.

The promulgation of the Nigerian Investment Promotion
Decree and the Foreign Exchange (Monitoring and
Miscellancous Provisions) Decree has accorded both
forcigners and Nigerians the same rights, privileges and
opportunities for investment in securities in the Nigerian
capital market. According to the Securities and Exchange
Commission (SEC)’s Guidelines on Foreign Investment in

the Nigerian Capital Market, (SEC’s Guidelines).

Foreign institutional investors, e.g pension funds, unit
trusts, investment trusts, institutional portfolio managers,
nominee companies, assets management companies, or
any other corporate bodv;

Individual investors who are foreigners and Nigerians

resident abroad, who are investing in foreign currency.
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The Sec’s Guidelines Also Provided the Following

(a)

(b)

fc)

(c)

Any person, in accordance with Part 11, Section 26 of the
Foreign Exchange (Monitoring and Miscellaneous
Provisions) Decree 17 of 1995 mav now invest in all
securities traded on the primary and secondary markets
(both in the Nigerian Stock Exchange and the Over-the-
Counter (OTC) market) or by private placement in Nigerian.,
Such securities and Exchange Commission in accordance
with SEC Decree of 1988 and Part 17 of the Companies
and Allied Matters Decree of 1990,

Foreign capital market operators wishing to establish
sccurities business are required to register with SEC
before operating in the Nigerian capital market.

Any person investing in sccurities m Nigeria with foreign
capital is required to bring in such capital through an
authorized dealer and should obtain a certificate of capital
importation, as prescribed by law,

The certificate of capital importation will entitle foreign

mvestors to:-
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(1)

(i)

fiv)

Open a foreign (:lll'l‘(‘.l.‘]('._y Domiciliary Acconnt with
any authorized dealer for investment purposes in
accordance witl Part i, Scection 17 of the Foreign
Exchange (Monitoring and Miscellancous Provisions)
Decree of 1995;

Open a special non-resident Naira account to which
could be credited all receipts from the capital inflows,
proceeds from sale of scourities, dividends and
mterests;

Make investment in sccurifies i Nigeria out of the
halances in the Nara account;

Repatriate the capital, or any capital gains, dividends
and other income received by way ol mtercst, elc,
through an auihoerized dealer at autonomous market
rates, subject to  deductions of appropriate

withholding and capital gains taxes.

(¢}  Foreign portfolio investors can appoint market operators

registered by SEC:

(1)
(ii)
(i)

To act as custodians of their securities;
For conlirmation of transactions in securities

For settlement of purchases and sale; and

04



(2)

(tv) For information reporting.

Recently, SEC issued some guidelines on cross-border

sccurities transactions, which are intended to provide full

disclosure of information in respect of a public offering of

securities in the Nigerian Market by a foreign entity, The

Guidelines are  modeled after the International

Organization of Securitics Commissions (I0OSCO)’s “Initial

Listing by Foreign Issuers”. By these Guidelines, SEC has

finally opened the door [or foreign companies to get quoted

concurrently on the Nigerian Stock Exchange.

The Nigerian Stock Exchange (NSE) also has restructured

it self recently in order to attract foreign investors mto the

market, by embarking on mnnovations and removing

observed obstacles to foreign participation.

These measures have been the NSE for instant,

(1) “mbarking on the computerization of its operations;

(1) sstablishing the Central Securities Clearing System
(CSCS);

(iif)  Introducing the automated clearing, depository and
settlement system (CDS) under the CSCS; and

(iv) Introducing the automated trading system (ATS).
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The ATS 1s a c:()mpui.(_‘.r-hzilscd trading system, which s
being introduced to replace the current call-over svstem, which
is a manual system. The ATS has thie potential for increasing
the efficiency of trading and market transparcncey, as well as
cnhancing price discover, as the system allows traders to view
the entire market, especially during the pre-opening period.

[t 1s therefore glaring from all of the above that the Nigerian
stock market has been substantially opened to foreign
mvestments, with all the past stumbling blocks removed and
new initiatives introduced to enhance foreign participation in the
stock market. We will consider below the prospects of foreign
capital inflow given all the incentives introduced at both the
macro and micro (stock market) levels of the cconomy in order

to attract foreign direct investment into the country.,

Prospects For Foreign Capital Inflow

(a) There is no doubt that a credible window for [orcign
investment has been opened through the various policy
measurcs, including the specific incentives targeted ot the
foreign investors, as outline in Section 2 and 3 above,

{(hy Since 1995, the magnitude of forcign investment in the
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equity market is an indication that foreign investors have
begun to embrace the various innovations and incentives
that have put i place. For instance, foreign portfolio
investments through the Nigeria Stock Exchange were
USD 9.5 million in the first hall of 1998, showing an
increase of USD 3.7 million over the USD 5.8 million
invested m the corresponding period of 1997, The
International Finance Corporation (II°C) in its recently
released 1997 ranking, rated the Nigerian market as the
second best in dividend yield, out of 39 stock markets
assessed globally. Foreign investment transactions as at
June 30, 1996 amounted to USD f-}.H million. The
Chairman of the Nigerian Investment  Promotion
Commission (NIPC), Alhaji Lema Jibrilu informed the
African Business Round Table summit recently in Abuja
that since the inception of NIPC in 1995, 93 business
permits have been granted to new companies covering the
agro-allied sectors. He estimated the net loreign
investment at N554 million while the local counterpart
investment amounte:d to N23.3 million. The Commission

has also granted pioncer status to 16 deserving companics,
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(d)

which will enjoy a five-year tax holiday.

The prospects for foreign capital inflow into the Nigerian

stock market are very high. The Federal Government has

created and sustained an enabling environment which has

opened up the cconomy in general and the stock market in

particular to foreign investment. For instance, the Federal

Government in its 1998 budget  announced  a

comprehensive package of measures aimed at reforming,

modernizing and internationalizing the Nigerian capital

market. Some of these measures include:

(i  The provision of new capital market infrastructure;

(i)  The establishment of a Stock Exchange in Abuja and
Capital Trade Points (CII’s) in designated locations in
the country;

(i)  Manpower training and development and  the
establishment of Capital Trade Associations;

(iv)] The establishment of an Investment Services
Tribunal to try speedily capital market disputes ete.

With the internaticnalization of the Nigernian Stock

Exchange and its greater use of information technology via

the Central Securitics Clearing System (SSCS) and the
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2.7

Automated Trading System (ATS), confidence in the market

by both local and foreign investors is rising:

Regulatory Framework For The Internationalization of
The Nigeria Stock Market

The principal laws regulating foreign investments are:

(#)  Nigeria Investment and Promotion Commission
Decrec No. 16 of 1995; and

(b}  Forcign Lxchange (Monitoring and Miscellancons
Provision) Decree No. 17 ol 1995,

The repeal of the Nigerian Enterprises Promotion Decree of

1989 effectively abolished any restrictions in respect of the imits

of forcign sharcholding in Nigeria registered or domiciled

enterprises. The only enterprises which are exempted (rom {ree

and unrestrained foreign and local participation are thosc

invaolved in:

(1)  Production of arms, ammunition, eto;

(L) Production of and dealing in narcotic drugs and
psycho tropic subslances;

{c) Production of military and paramilitary wears and

accouterment, including those of the  police,
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customs, immigration and prisons services.
()  Such other items as the Federal Excoutive Council

may from time to tme deterimine.

2.8 The Provision of Nigeria Investment and Promotion
Commission

The enactment of the Nigerian Investment and Promotion
Commission Decree of 1095 and the subsequent establishment
of the Nigerian Investment Promotion Commission (NIPC) was
meant to climinate the multiplicity of processes or procedures in
company registration and/or establishment of a new businessin
Nigeria. The NIPC was thercfore established 1o centralize,
coordinate and accelerate all approval processes and ensure that
all required approvals are given within 14 days. The NIPC is
therefore a “onc-sop” agency for all pre-investment approvals.

Some key provisions of the NIPC Decree with regard to
foreign investment include the following:

(7} A non-Nigerian may invest and participate in the

operation of any enterprise in Nigeria,

() A forcign enterprise may buy the shares of any

Nigerian enterprises in any convertible foreign
currency;
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() A forcign investor i1”1 an approved enterprise is
guaranteed unconditional transferabihty of funds
through an authonzed dealer, in [reely convertible
currency:-

(i} Dividetids or profit (net of taxes) atiributable to
the investment;

(i)  Payments in respect of loan servicing where a
foreign loan has been obtained; and

(i}  The remitiance of proceeds (net of all taxes)
and other obligations i the event of sale or
liquidation of the enterprises or any mnterest
attributable to the investment.

The NIPC Decree also provides that:-

() No enterprises shall be nationalized or expropriated
by any Government of the Federation, and

(b} No person who owns, whether wholly or in part, the
capital of any enterprise shall he compelled by law 1o
surrender his interest in the captal to and other

Persons.
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There will no acquisition nfjan enterprise by the Federal
Governmend unless the acquisition is the national interest or for
a public purpose under a law which makes provision for:-

(]  Payment of fair and adequate compensatton;

(h) A vright ol access to the courts for the determination
of the investor’s interest and the amount of
compensation to which he is entitled.

(¢}  Compensation shall be paid without unduce delay,
and authorzahon given for ds repatriation in
convertible currency where applicable.

Apart from the investment guarantee assurances ol the
NIPC Decree, countries arc welcomed to exeeute and enter into
bilateral Investment Promotion and Protection Agrecments
(“IPPA") with the Nigerian Government.

Within the past few years, the Government  has
progressively introduced a number of incentives designed to
promote both domestic and forcign investment. These incentives
ETICOMpass:-

() Fiscal measares;

{(b)  Protection of Local Industries through tariffs;
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(c)
(d)

Export promotion of Nigerian made products; and

Forcign currency facilitics {or international trade.

Some of The Specific Incentives Include

()

(b)

()

(€)

Pioncer status - 2100 pereent (ax-free period for 5
YCars.

Export orienied Industrics - a 10 percent income tax
concession for 5 years, This concession applies to
mdustries that export not less than 60 percent of
their products.

Research and Development - 1200 pereent 1ax
deductible expenses provided the reseasrch and
development is carried out in Nigeria and 140
percent {or R & D on local raw materials.

Abolition of excise duty - In order to boost local
industrics, stunulate trade and reduce cost, all
excise duties were abolished with ellect from 1
January, 1998, ‘The 1999 Budget has however
reintroduced excise dutics on 1obaceo, cigarettes,
spirits and their derivatives.

A 25 percent Import Duty rebate.
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(N Doble Taxation Agreements:- Double  Taxation
Agreement are being negotiated and concluded with
various countries, in order to climinate double
taxation on mvestoent imncote.

(¢)  Investment and Re-investment Tax Allowance:- The
Remnvestment Allowance 1s in form of a generous
allowance of capital expenditure incurred by
companies for the following reasons:-

(a)  Expansion of production capacity;
(b)  Modernization of production facilities; and
(¢)  Diversification into related products.

The scheme aims to encourage the re-investment of profit.
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CHAPTER THREE

METHODOLOGY

3.1 Data Collection Procedure

The main source of data for this project s secondary
source.  Thus, scninar's contritbutions lrom stock market
professionals, journals and magazines. News, theories from
relevant text books of managerial [inance investment analyses
and portfolio management were all consulied.  In addition,

interview was also adopted for the same purpose,

3.2 Data Analyses Technique

This project is intended o provide useful information that
will be of great assistance towards better internationahization of
Nigerian Stock Exchange Market. Consequently, the research
tends to observe, analyze, and describe situations as the
methods of data analysis, There is no regions statistical
analyses however, some data have been analyzed using simple

percentage and presentation of tables.
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3.3 Background of The Nigerian Stock Exchange

Introduction

In the late fiftics, at a 1‘imc.whcn it was becoming certain
that Nigeria wns going to become an Independence Country,
coupled with the growth in commercial activities at that fime,
some forcigners notably British, who were managing Dritish
interest here, were beginning o see the need for the
establishment of an institution 1o be used as an avenue for
funds mobilization and development of local capital formation in
Nigeria.

Previously, all the funds needed by these foreign interests
were obtained from local banks which were predominantly
foreign, and very little attention was paid to the possibility ol a
local market to deal in long-term financing. This lor a capital
market culminated in the appointment by the Federal Minister
for Industry in May 1958 of a4 committee to advice the Federal
Government on ways and mcans of setting up a stock market in
the country. Thus, with the establishment of the Central Bank
of Nigeria and the incorporation of the Investment Company of
Nigeria Limited in 1959, the stage was already set lor a more

streamline financial system for the country. In those years,
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there were very few banks and lll.u: oncs that existed performed
commercial banking functions only. The Investment Company
of Nigeria Limited’s programmes were many but he principal
reason for its existence was to provide long and medium term
finance for the promotion and development of local industrics.
To have a stock market which will satisly the aspiration of the
proposes of a securities market in Nigeria, there ought to be
satisfied, three basic requirements, namely:-

(i)  There must be local participation in the cquities of

local industrics.
(i)  There muust be the need to protect public confidence.
(i1}  There must be regulations to monttor the operations

on the market in consonance with (1} above.

Local Participation

Local participation would necessarily have to be in the form
of forcign investors locating a few Nigerians to partake of a new
project or companics making offers of shares to members of the
public m general.

The reason for this, apart [rom dispelling the feeling that
fareigners in this country have constifuted themselves into a

sclfish interest group denying Nigerians the oppartunity of the
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fortunes of foreign investiment; in '.1he country, it would provide
the wares for the market to function. llowever, the first offer of
shares to the public in response to the above aspiradion waos not
{ulfilled until FFebruary, 1959 when the ordinary shares of the
Nigerinn Cement Company Limited were offered 1o the public.
The offer of this company's shares was the first ever pubhc
oflering in Nigeria. Two other offers were made on Aprib 25, 1960,
These were the ordinary and preference shares of John FHolt
{Liverpool} Investiment Company Limited and the ordinary shares
of Nigerian Tobacco Company Limited.,  With the Federal
Development Bonds which were caclier offered, the three equities
and two preference stocks, what remained for a sceuritios
market was the arrangement that woulkd be made with London
for some of the Nigeman sccuritios listed there to be traded also

in Nigeria.

The question of protecting pubhe  confidence  was
something which gave the people who wanted a sceurities

market some initial probieins.
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There was no institition in the country at that time with
the knowledge of a4 sceurities marvket in the size desived nor did
they have the resources even if the expertise existed.  The
sccuritics market is a complicated mechanism requiring certain
checks and balances.  There must be in existence market
freedom on which invesiors’ confidence hinges,  liven the
Investment Company of Nigeria Limited (ICON) which had shown
interest all along was scen as lacking in the desired experience
needed for protecting public confidence bhecause as & sole
operator on the market it could easily Iay itsell open “to charges
of mismanagement to a greater extent than if other firms existed
to give alternative viewpoints and advice for stock brooking
operations”. The solution to this problem was found in the fact
that the Stock Exchange must be independent while its
members take charge of protecting public confidence.
Regulation

The prerequisite for public confidence is an ceffective body
of regulations to guide members ol the Stock Exchange in their
relationship with members of the public.

By the middle of 1960, there were already suificient Federal

Government Development Loan Bonds and (three) equities
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needed for mitial trading. The stage was therefore, set tor a
sccuritics market for the first tune m Nigera,

Incorporation

The Lagos Stock Exchange IW:IS incorporated as a Limited
Liability Company under Section 21 of the Companies Ordinance
of Scptember 15, 1960. The provision under which 1t was
incorporated pertains to the establishment of a non-profit
making organization imited by guarantce and formed to promote
commeree in Nigeria, Its aithorized share capital on formation
was N10,000 1 hve hundred shares of N20.00 cacli,

The following arc some of the objectives of the Lagos Stock
Exchange:-

“(1)  To provide facilitics to the public in Nigeria for the
purchase and sale of {unds, stocks and shares of any kind
and the investment of moncy.

(1}  To control the granting of quotation on the Lagos Stock
Exchange in respect of funds, shares or stock of any
Company, Government, Municipality, Local Authortty or
any other body corporate.

(2) Torcgulate the dealings of members with their clients and

members with members.
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(3)

{4

{9)

(6)

To standardize and from I.lim(: to time review and if
necessary or desirable, increase or decrease charges to be
made by members for services rendered 1o (their elients or
modify the methads of assessing or caleulating such
shares.

To correlate the stock brooking activitics of members,
facilitate the exchange ol information lor their mutual
advantage for the benefit of their clients, and to offer
facilities wherehy the public can be informed of the prices
of shares dealt in by members.

To cooperate with associations of stockbrokers and stock
cxchanges in other countries and 1o obtain and make
available to members information and facilities likely to be
of advantage to them or to their clients.

To investigate any irregularities or alleged irregularitics in
the dealing of members with their clients, any diferences
or disputes between members and their clients, any
complaints made against members by other members, or
any parties, provided that such diffcrences, disputes or
complaints and to take necessary steps for  the

enforcement ol its decisions and awards”. The subscribers
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to the Memorandum of Association of the Lagos Stock

.Exchange are:-

1. C.T. Bowring and Company {Nigeria) Limited
2.  (Late) Senator Chief Theophilus Adebay Dherty
3. John Holt Nigeria Limited
4,  The Investment Coﬁlpany of Nigeria Limited
5. {Late) Sir Odumegwu. Ojukwu, K..T.O.B.E.

6. Mr. Akintela Williams

7.  Alhaji Shehu Bukar.

The Stock Exchange Act, 1961

Concomitant tot he preparation to start trading, efforts
were being made behind the scene for legal recognition and
backing fro the Lagos Stock Exchange. On June 6, 1961, Her
Majesty Queen Elizabeth II gave assent to aﬁ Bill which has
earlier been passed in the Nigerian Parliament. This Act .is called
the Lagos Steck Exchange Act, 1861, |
. The provisions of the Act were to regulate the business of
stock brooking in Nigeria. Henceforth nobody other than a

member of the Exchange can undertake the business of stock

btrocking in Nigeria. This means in effect that a person cannot



offer to the public any shares currently quﬁted on the Lagos
Stock Exchange without becoming liable to a N2,000.00 ﬁne.
unless such a person is an accredited member of the Exchange.
In the alternative, a person found guilty can be sent to jail for a
term of not less than two years or both. This penalty of
¥2,000.00 obtains for individual persbns cnly. A corporate
person will liable to a more severe penalty: this is a fine of not
less than KN10,000.00. |

For the purpose of monitoring the activities of the
Exchange, the Act provides that the “Chairman of the Exchange
. shall, as soon as poSsible after the end each quarter (of each
year) that is to say, March 31, June, 30 September 30 and
Deccmbér 31 forward to the Ministry of Finance through the
Governor of the Central Bank cof Nigeria a written report on the
activities of the Exchange dufing the previous quarter”.

On receipt of the report, the Governor will forward to the
Minister of Finance a written report and comments on the

nformation sent to him by the Exchange.



Commencement of Business

On June 5, 1961, the Lagos Stock Exchange actually
 commenced operation from a small office provided by the Central

Bank of Nigeria. On that day, there were three dealing members,

namely:-

1. C.T. Bowring & Company Nigeria Limited
2. Investment Company of Nigeria Limited (ICON)
3.  Nigerian Stock Brékers Limnited {as associate of John Holf).
Inlaks was the fourth stock brocking member to operate on
the Lagos Stock Exchange but subsequently ceased to operate
as a broker. |
For the purpose of the day-to-day édmmistration of the
Exchange, Mr. T. F. Griffin, an employee of ICON was seconded
to the Exchange while a Nigerian was attached to him to obtain
the necessary expertise for cventual take-over. In order to
| perform wed in his new function, Mr. Griffin was sent to the
‘London  Steck Exchange -te\ familiarize himself with the

operations of a Stock Exchange.
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When dealing commenced on the Lago.s Stock Exchange,
there were altogether three Nigerian industrial securities, two
Federal Government devcldpmf:nt bonds in four and three
trances respectively and seven other securities which were
subject to the U.K. stamp duty.

The Lagos Stock Exchange was managed by ICON from thé
osutset because of the keen interest it has always shown in its
development and when ICON subsequently became the Nigerian
Industrial Development Bank Limited followirig'a reorganization
of its activities, i‘E sounds natural that the management of the
Exchange should pass to the new company, NIDB. Until the-
transfer, there has always been the arrangément beiween the
Federal Ministry of Finance and the Central Bank of Nigeria to
pay an annual subvention to enable the Lagos Stock Exchange
defray all its expenses such as salaries and outgoings. This
responsibility naturally would devolve on the NIDB from the
moment 0i transier of the management of the Exchange until the
- time it was sufficiently in a pésition to be revenue generating.

The Stock Exchange has always moved with its managers
(ICON and then NIiDE). It operated first from a single office at

No. 6 Labinjo Street, Lagos until ti moved to Mandilas House
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when NIDB moved to that House but as soon as the Exchange
became mature enough to handle its own affairs, the expected
- parting of way was fulfilled. In 1972, the Lagos Stock Exchange
moved to No. 114 Broad Street, Lagos until 1979 when it moved
once again with its initial manager, but this tiﬁc, the move was
not for the vrovision of the necessary facilities but for improved
facilities to handle the work being foisted on it by te country’s
economic circumstances. At the time of writing, the registered
office of the Lagos (Nigerian) Stocck Exchange is as 63/71 Broad
Street, Lagos, but it will soon move to its permanent secretariat

at No. 3, Custom Stre.et, Lagos.

Tabiéé

The Lagos Stock Exchange
Officiza! List

{Published by the Autharity of Council of the
Lagos Stock Exchiange)

No. i
Nigerian Sccurities
Interest Wlhen Last interest Name _ On Business
Due On:- Ex. Div. Duc % Done
20 May . Ty 5% FNDS 1964 11.00
20 May 24 51 FNDS 1904 f1.0Q
20" May _ 3 6YENDS 1964 fl.og
22 March 24 5%FNDS 2 jus7 1.00
22" Sept. 2% 5% FNDS 2™ 1977 fL.o0
22 Sept. 3 6% FNDS 2™ 1983 f1.o0
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On June 3, 1861 when the Lagos Stock Exchange became
operational, dealing was done in only one security as shown in

the Daily Official List of that day reproduced below:

Table 1?

Nigerian Industrial Securities
(Mot Subject 1o Stamp Duties)

Na. 2
When Last Date of Totaj for Name of Unit On. Busmess
Ex. Div. Payment Year Securitias
Johi Holt
Ordinary Stock 3/ Y- Af-
John Holt :
7'4% Pref. 10/- (/- 32/-
Nig. Cem.
Co. Ord. fl 276- 3243
Nig. Tobacco .
Co. Ord. fl. 25/- 2773

The economic acﬁvitif:s were low in line with the low level
of saving in the country at that time. The average per day
volume of trading on the market was about three deals with a
value of about N18,000.00. This low level of trading was
considere¢ not in consonance with the aspiration of the
prbmoters of the Exchange and the Federal Government was
looked upon to for a way of redressing the position. As part of
the Fedérz - Government’s efferts in fostering a solution, there
were enacted two .aportant legislations that were to give

succour to activities on the Exchange in later years.
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Tabic g

Nigenian Indusirial Securitics
{Subject to U, Stamp Duties)

&)
When Last Date of Rate  Toial  Name of Unit Business
Ex_ Div. Payment Yezr  Securitics Qn. Dane
8/3/61 8/6/81 6% % Bank of West il 2.4/9
Adrica Qrd.
6/3/61 : 6/4/61 5% i5%  John Holf (L.PL) Ord. 5/~ 12/-
20/5/63 12/3/63 245% - John Helt 11/6-
5% ref. fl 13/-
20/2/61 21/3/61 100 - Amalg. Tin 5t~ 1273
Mines of Nig.
23/4/64 6/6/61 55%  35%  Exland Nig. Lid. 2/- 3/6
2444161 1545/61 224%  22%%  Bisich Tin. Co. (Nig.) 2/6- 5/1%
15/6/60 28/0/60 TiAY T Gold Metal Base Mincs
of Nig. Limitcd 2/6 24-
28/11/60 14/12/60 7% 7Y% Linuied Tin Areas
of Nig. Ltd. 2/6 179

After the initial trading, dealings continued to be low due
mainly to the fact that the leve! of awareness was low.

These are the Income Tax Management Act,. 1961 and the
Trustees I~ vestment Act alsc of 1961. These Acts passed for
purpose of removing disincentives to investments and for the
purpose of encouraging the development of the new local capital
market. The pensions and provident funds for which these

‘egislations were passed provided the most liquidity on the
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market {they still do incidenzally) and the Government, in
encouraging them to invest in government bonds, must be
known to be abreast of the important contributions of these
funds. While debating the meotion on the National Provident
Fund in 1941, the then Federa! Minister for Fmance said.

“In effect, these monies constitute a trust fund to

secure the benefits assured to each individual

contributor. We have, therefore, taken great care in
deciding upon the manner in which they should be
invested. Clearly the morey must be invested safety
whilst yielding a satisfactory return. We have,
therefore, decided that investment will be limited to
those securities enjoying irustees status and for the
presenit will be further limited to investment in

Federal Government Securities”. :

Despite these encouragerment, activities did not improve on
the Lagos Stock Exchange, the exchange had, therefore, to wait
till 1870 for the turning point.

In the meantime, some four more companies with local
experience had been admitted to listing, yvet dealing remained
very low. Therefore; as part of its efforts for the promotion of
local Capital formation and savings, as well as ensuring
increased participation in the industrial and commercial

activities ir: *he country, it soon dawned on the Government that

whai was responsible for low activity was the paucity of shares
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available for trading and that it was ﬁecessary that something be

done. The belief that activities would grow with more shares on

the market led o the passage of the Nigerian Enterprises

Promotion Decree 1972, The indigenization exercise increased

the number of listed securities to 23 companies, yet activities

remained as low as ever.

The solution has not been found. In practical terms, what
was initially considered as the panacea to the problem stunting
the development of local capital market did very little to solve the
problem, as a new cure must be found in the future.

Dufing the period of the post-mortem, various reasons
were found to be responsible for the early failures. Among these
were, that dealings in few shares on the market would not
increase activities, and the lack of awareness about the Stock

Exchange itself led to the apprehension by members of the

Investing public that the management of the Exchange was

meddling with share prices and consequently, holders of
securities became lethargic in using the market,

With all these facts present, it was strongly believed that
growth in activities would result if the number of securities

increased and the pubilic ts made more aware of the functions of



the Exchange through the information disseminated to them.
Educating the operators and investors was necessary to change
the orientation of the people with regards to their knowledge of
investment in sharcs and stocks. In order words, the more
knowledge the people are about the advantage of the Stock
Exchange, the greater the leve! of activities will be flowing from
these juxtaposed situation, the Government in 1975 appointed
a Panel known as the Indusirial Enterprises Panel (Popularly
called the Adeosun Panel) to take a look at the entire industrial
set-up of the country and recommend solutions to our industrial
problems. Particular emphasis must be placed on indigenous
participation in foreign enterprises in this country. Concomitant
to this, the Military Government appointed yet another panel
known as the Financial System Review Committee headed by Dr.
Pius N.C. Okigbo to take a critical look at out financial system
with a specific emphasis on the capital market.

The purpose is to encoursge prescription, by the Panels, of
solutions to the problems which for long have stunted the
development of our financial system. The reports of these two
panels were to have a tremendous impact on our total economic

and social development and they do indeed on the local capital

market,



The Adeosun Report et to the S;t‘(:().lld phase of
indigenization requiring a regrouping of enterprises into three
sections in place of two. In consequence more éhares became
listed on the Stock Exchange. The report of the second panel led
to the establishment of Stock Exchaonge branches while the
E.:agos Stock Exchange itself wz—is transformed into one which
more reflects a nationalistic postrre and renamed the Nigeria
Stock Exchange.

What Does the Nigerian Stock Exchange Do?

In orcer to appreciate the workir~ and organization of a
Stock Exchange, it is necessary first of all to know what
functionis it performs. The factlﬂlat a Stock Exchange :s a
- vehicle for funds mobilization seems to have universal
application but there are some other things it does.

These other functions are:-

-

3. The provision of a central facility for the purchase and salel
of securities such as stociks (shares)
The furnishing of continuous information to dealing
meibers to enable them perform their functions well.

3. The histing requirements compel companies to release

promptly and z"egﬁlaﬂy or make disclosures of pertinent
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information regarding thief financial position and other

matters, relating to corapanies performances.

4. Asan organi-ed facility, the Stock Exchange regulates its
own operating mechanisms to check against irregular and
unfair forms of trading.

In addition to the above, there are ancillary functions of
the Stock Exchange which for our purpose here, can be
categorized into three namely:-

(a) The provision of an efficient market.

(b) The provision of a reliable market.

(c) The provision of an informed open market.

The provision of a reliable market ensures that buyers and
sellers can count on the integrity and financial stability of their
agents. A market will be an efficient market if it is informed
regularly on the progress of the companics whose shares are
dealt in therein. All these three ancillary attributes or are dealt
in therein. All these three ancillary attributes or functions will
be focus for our discussion in later chapters.

Notes and References

1.  Laws on Nigerian Companies

2.  The Lagos Stock Exchange Act, 1961.
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3. The ificial ¥st of the Exchange on 5% June 1961. (By
arrangement, some Nigeria Securities which were quoted
aﬁ the London Stock -E_}:cha.nge were listed and traded
under foreign Register).

4. Budget Speech i96l.

The Laws and Bye-Laws of the Nigerian Stock Exéhange

Introduction

The Stock Exchange any where in the world is seen as a
club and its constitution and bye-laws are also regarded as a
contract betweenl its members. The regulations is binding on
members in their rei'ationship to the Exchange and as between
themselves as dealizg members.

Being a voluntary association and a private grouping of
intellectuals or more appropriztely an elitist assaéiation, it may
ne regarded as a private association providing a private market
place, but in concept it is a public market place representing a
pivotal role in the whole capital market <, stem. If this is then
_ so, the need for reguiations for .cs day-to-day operation becomes
very clear. The necessity for regulation of the operations of the
Stock Exchange is on the one hand and the need for public

confidence and public accountability, on the other.
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Vario>s statues are avaiiable for guiding ﬁlc conduct and
operations of the Nigerian Stock Exchange. Among these are -
The Lagos Stock Excllxange Act, 1961, ‘the securities and
Exchange Commission Decree, 1978 which replaces the Capital
Issues Commission Decree, 1973 and in a very little way, the
Companies Act, 1968.

All these héve prescriptions for protecting the investing
public. In addition to these external regulations, there are the
Rules and Regulations of the Lagos Stock Exchange 1961, and
the Listing Requirement 1975. Each of these regulatory
documents will be considered in detail in -the ensuring

paragraphs.

The La_gbs Stock Exchange Aat 1961

The Lagos State Exchange Act of 196 1 was the first of such
regulatory statutes and it camce into use immediately the Lagos
Stock Exchange started operations in 1961, The Act of 1961
coes not in itself establish Definitive rules for dealing on the
market: it cnly gave guidance on the following:-
1. Conduct of the Exchange’s Business; and

..  Membership of *he Exchange.

W
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The Lagos Stock Exchangs Act, 1961 haé not been repealed
by any subsequent Act of pariiament, to bring into it all the
rcgulatdry suggestions made in the Adco_s.un " Report on
Endustrial Enterprises Panel set up by Military Govermunent n
1975. But it is plausible to szy that considerable efforts have
been made by the Council of the Stock Exchange to expand, in
anticipation of any statutory measures that may be taken in
regulating its business, its rules and regulations. All these and

cothers will be considered in this chapter.

The Securities and 'Exchange Commission Act, 1979

Origin

The origin of the Nigerian Securities and Exchange
Commission can be traced to the Securities and Exchange Act,
1934 and its subsidiary legisiation in the United States of
America. This Act came into existence in America following the
 great national disaster provoked by a handful of market
- manipulators.

The Securities and Exchange Commission Decree of Nigeria
was promuigated in 1979 to replace the Ccopital Issues

Commission of 1973 and it is = all embracing decree passed for



profection of inve‘stors. Quite apart from the fear of scandals on
“1e Nigerizn Stock Exchange and prevention of fraudulent
practices on the investing pubiic, there aré other reasons why
the Decree came into existence. With the promulgation of the
Nigerian Enterprises Promotion Act in 1977 it Wé.é expected that
the securities market would be very busy in later years and the
delivery system would be strefched to the point that it might
bscome.ineﬁicient. In order, ti:erefore, to ensure thé success of
the new eceniomic order it was feit that the power of the then
Capital Issues Commission be widened to inclide some
surveillance work over the securities market. Sincé its functions
now include regulation and supervision, the change of name
was, therefore, necessary to appropriately describe the duties of
the Comm ision. |
Composition of fhe Commission

The Commission i1s - body corporate with perpetual
existence and having a common seal. It is made up of
representatives of the Central Bank of Nigeria, Nigeria Stock
Exchange, the Federal Ministry of Finance, Commerce and
Industry, Nigeria Enterprises Promotion Board. and five private

individuals who by reasons of their invelvement in Securities
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and Ext;hange matters or business or personél attainment could
contribuite to the work of the Ccmmission. There is an Executive
Director of the Commission who 1s also a member.

The Chairman of the Commission is appointed by the
Minister <f Finance from among the members of the
Commission, but usually it is the representative of the Central
Bank of Nigeria. All members of the Commission other than
“adividual members, hold office in perpetuity; the five individual
members appointed shall hold office for five years and be eligible

for reappointment.

The Work of the Commission

in the first paragraph of this chapter, it was mentioned
that the Commission came into came into existence on thé
promuiéation of the Nigerian Enterprises Promotion Decree of
1977 and it has as its primary function the determination of
nrices at waich securities shall be offered to the primary market
and suggesting the mode and timing of offers. Other functions
of the Commission include registration of the Stock Exchange an
dits branc..es, maintaining surveillance over securities market,

registering investment advisers and couns.’ors, securities
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Cealers an” register. The Commission also acts as a regulatory
apex for the Nigerian Stock Exchange and its branches and it is

at liberty to delegate powers to it.

The Control Over The Nigezian Stock Exchange By The
Commission

The rzgulatory function of the Commission is necessary for
the protection of the integrity of the security market against
abuses arising from practices of insider trading and prevention
of those practices which will subvert free and ordinary capital
market operations.

That this is not the practice meanwhile does.not detract
from the pu.cpase for its com mg into existence and for the future,
it has established for its own administration a set of rules that
seek to regulate the activities of the institutions under its
survetllanc:. Tomany operators and informed outsiders the new
creation of the apex organization is another interference by
Government in capital market operations which for severalyears
ahead will v emaiﬁ impotent unti! the Stock Exchange itself is re-
organized. To these people, the Commission 1S seen as a

transport of a foreign apparatus into our own system at a time
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when the need for it has not arisen. Their 0\&11_ view is that it 1s
~not und_csﬁ*able to have some forms of Governn:ient 'mte_rgst‘ in
the affairs of the Exchange but aﬁy interest to be introduced
cannot, ﬁey argue and should not be contemplated to replace
the self-regulation of the Exchange itself. Against their
argument, it is plausible to say that the Exchange found it
difficult to employ its laissez-faire attitude in the growth of
activities and in terms of the number of securities listed without
some form of Government intervention. The Enterprise
Promotion Decrees of 1972 and 1977 did the Exchange a lot of
good, théy argue. These arguments are very valid considering
the kind of Government interest that one would wish on the
Exchange. But considering the state of development of the
Exchange ‘= Nigeria; the lack of professionalism and the
expertise that will be needed to implement the various regulatory
prescriptions of the Securities and Exchange Conmission, it is
doubtful whether the timed was ripe for it.

Self-regulation as provided by the Exchange’s rules and
regulations is still as potent and effective and in the ensuring

chapter these regulations will be dealt with in detail.
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The Exchange’s Rules and Regulations

The need for regulation, it was mentioned earlier, was
necessary to gain public confidence. These regulations are
covered in the Stock Exchai}ge’s Rules and Regulations. They
are prescriptions which are .int'ended to guide and regulate
conduct of brokers on the floer and outside it. The Rules and
Regulations as they exist now are neot exhaustive as panacea to
all market practices, but they still serve the selffregulation
functions of the exchange.

Under the rule, a member is bound to another as if they
have both entere.d into a covenant with one another to observes
certain rules, Everything done by a member with another must
be done subject to the Rules and Regulations and usages of the
Exchange. As every membsar must sign the constitution
indicating that he is bound by all the contents of the Rules and
Regulations, it then becomes impossible for a member to claim
ignorance or non-existence of & particular rule of which he is in

breach.



Resfrictions On Business

Adveztisemnent

All dealing members are under vcry“ tight restrictions
regarding advertisements of their services. Section 6 of the
existing rules provides that any effort to intimate its services
with the public by brooking firm can be made by advertisement
but such advertisement must first be cleared with the Exchange.

The guideline provided by this Séction is that the
advertisément must be 61“ a véry simple layout and of the size
that does not give too much information about the services
provided by a member.

The purpose of this is to prevent unhe~lthy competition

which may happen if there were not restrictions.

Securities that can he Dealt in

According to Section 34 of the Rules and Regulations of the
Exchange only securities quoted on Stock .Exchange can be
_ t;aded in on the _ﬂoor. What this section 1s saying its, although
it is possible to wish to dwell in the plurality of the meaning of -
the Stock Exchange, shares not listed on the exchange cannot

be dealt in on the floor. The purpose of this rule is to prevent
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abuse in quotation of shares plji(:cs as the Stock Exchange will
not be up-to-date with regards to the financial situation of the
companies not listed to be able to express opinion. However, the
Council of the Nigerian Stock Exchange may waive requirenents
if an application is made under Scction 45 of the Rules and
Regulations of the Lagos Stock f5xchange. There is no doubt
that this rule if not relaxed, 1s likely 1o stunt the development of

the Exchange espectally on dealing by over-the-counter method,

Default of Members

The Rules and Regulations deal exbaustively with defanlt
by members. A member will be guilty of default 1 he fails to
meet a debt abligation to a {ellow members,

Thereforc, as soon as a member finds himself unable to
fulfil a debt obligation to another member, he should notify the
Exchange immediately. This same action, must be taken by the
other party whom the default affeet s,

It is an offence by any member to make our arrangement
for a compromise in the way of partial settlement of account

without the knowledge and consent of the xchange.
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Upon notification of a delault, the Council of the Exchange
shall meet and appoint a Conunittee to examine the books of the
defaulter and if by their investigation a person is lound to he
auilty, Council will prescribe the method of discipline to impose
on the defaulting members.

In rate cases of defanlt which may be proved, the penalty
mav be suspension of the member or in extreme cases involving
a criminal act by the member, the penalty is cessation of
membership.

In view of the disciplinary arrangements that exist, Council
further preseribes that no member shall institute legal
proceedings to enforce a claim against another member arising
out of any stock brooking transaction without its consent. So a
member cannot sue another without the support of the Council

of the Exchange.

As members of the Stock Exchange are limited liability
companies, it is imperative that they must keep proper books of
accounts in accordance with Section 140 ol the Companies
Decree 1968. Details of what is required of member firms by the

Exchange are contained in Appendix 1 of Rules and Regulation,
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but for ordinary day-to-day supervision of members, the Council
prescribes tiat all members should keep clients’ monies in
separate accounts to the described “Clients Accounts”. In
addition to this, every member firm shall within seven days after
its accounis have been verified by its auditors, remit to tﬁc
Secretary & Certificate signed by the auditors in the manner
prescribed by Council.

The model of communication is a simple statement
resembling *he usual auditors notice to shareholders, Quite
apart from the usual audit or poéition report that should be
made by the members, the Council can organize a surprise audit
o be condu~fad by external auditors separate from the firm’s
auditors. This extreme case can only happen if it has been
dgiscovered that a firm is not acting with some responsibility. If
the Council =5 directs, the audi;e:or, in charge will be given terms
or r;eference by the Counci and will be required to report its

finding to Council.

The Excha:..’s Articles of Association on Discipline

The first section of the Rules and Regulations of Exchange |

~ states that The “Regulations shell be binding upon members in
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their relaticnship to the Exchange, as between themselves as
Dealing Members and as regulating the business which they
contract as Members of the Exchange with the general public”.
This regulations seems to be emphasizing the quintessence of
the contractual propriety of members’ actions in that intention.
Therefore, a member will be presumed to have violated the Rules
and Regulations if his taken oath to respect. As regards
discipline the Articles can be said to be rather panoptic than the
Rules and Regulations. Any member who is found guilty by a
Committee of Council of failure to comply with the nrovisions of
the Rules and Regulations or is guilty of a dishonourable
conduct or conduct unworthy of a person transacting the
business of stock brooking, shall be liable to be reprimanded, or
fined, or suspended by a resolution of Council. In the case of a
flagrant disobedience of regulations, such a member may be
expelled from the mcmbérship of the Exchange. However, a
disciplinary measure by Council calls for the exercise of the rule
of natural justice. Thisisnecessarily so because it will be wrong
for any disciplinary body to punish anybody without first of all

allowing him to defend himiself.
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Anything done otherwise will be repugnant to the rule of
common law and the person will seek remedy, as in Neagle V.

Feilden.

3.21 Regulatory Role of the Companies Act 1968

Perhaps the most consequential limitation on operations
of the Stock Exchange by the Companies Act, 1968 is that
provided under Section 393 of the Act. The Section prescribes
as follows:-

“No person other than a recognized stock exchange

shall without approval of the Commissioner carry on

or purport to carry on the business of dealing in

shares or debentures or as the casec may be under

any unmt trust scheme, however, constituted or

established where the shares or debentures of rights

or interests thercin have not been granted a

quotation by the Lagos Stock Exchange”.

The essential import of this section of the Act is that a
person must be a member of the Stock Exchange to be able to
handle the work of a dealer in securities. In Corporate Affairs

Commissian V. M.C. Securities Australia Limited, the presiding

Chief Judge Street succinctly put the meaning of this in his

judgement as:-
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“I have stated above the conclusion that the rights

offered by the defendant to members of the public

are “interest” within the Companies Act. It is clear

enough that the defendant has offered to make, with

a view to, acquiring, disposing of, or subscribing for

such interests. The defendant has thus brought

itself within the statutory definition of dealing in

securities”.

The fact of this case is that the defendant operates a
mortgage banking business whereby subscriptions were made
through solicitation in the newspaper from members of the
public.

The complainant sued the company for being in breach of
a section of that country’s Companies Act, and won. Other
prescriptions by this Act are those on Prospectus and Certificate
of Exemption. These two important matters will be dealt with in
detail in Chapter 7.

List equirements S T

Deriving from the regulatory provisions of the Companies
Act, 1s a book published by the Stock Exchange called the
“Listing Requirements” or, as it is popularly known, the “Green
Book”, it deals with disclosure requirements of the Exchange and

its provisions are more stringent and exacting than those

provided by the Act itself. It deals specifically with what a
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company has to do to be ;1tllﬁi1 ted into listing on the Stock
Exchange. It considers the disclosure requirements of the
prospectus and what a company is expected to do after it has
been listed. This letter is called “General Undertakings” and it
deals with the relationship between the company and its
shareholders on the one hand and between the company and the

Stock Exchange on the other.

3.22 Conclusion

Gone are the days when it was possible to argue that a
Stock Exchange being a private club owed no duty to the public
to account for its operations and be guided by regulations
external to it, in this chapter the various regulations both by
Government and the self-regulation machinery were considered.

Government intervention was seen as desirable but it
cannot replace the sclf-regulation role that the exchange still
plays or has delegated o it. This delegative function was seen
in the section dealing with the Securities and Exchange
Commission but since the consideration of the Listing
Requirements was deliberated deferred, it is not necessary to

consider the dispensation given to companies which applied for
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listing in the matter of capital raising this chapter. All these and

others will be considered ater.

3.23 ORGANIZATION OF THE NIGERIAN STOCK EXCHANGE

3.23 Introduction

The Stock Exchange was incorporated in Nigeria an 15
Scp‘rcmlier, 1960 under the name of Lagos Stock Exchange to
provide facilities in Nigeria for the purchase and sale of funds,
stocks and shares of any kind and the investment of moncey
generally. The Act giving eflect to the establishment of the Stock
Exchange was not promulgated until 1961, the Act is known as
the Lagos Stock Exchange Act, 1061. The purposc of this
chapter is to discuss the organization of the Nigerian Stock
Exchange to enable readers have a [ull appreciation of its role

and functions.

3.24 Constitutional Documents

Apart from the enabling Act, the Stock Exchange in Nigeria
operates within certain constitutional guidelines as contained
its:-

(1)  Memorandum and Articles of Association
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(1) Rules and Regulat i;ms

(i)  Listing Requirements.

Each of these, guides on how a person can become a
member but it is the Articles only that give any definitive
guidelines on management and other matters relative to the

Stock Exchange’s organization.

3.25 Membership

Membership of the Nigerian Stock Exchange is open “to
firms or institutions intending to seck dealing membership” and
to those who are in a position to financial and investment advice
but the Council of the Exchange may, in exceptional cases
consider applications from individuals, who by virtue of their
position of experience, are likely to contribute to the achievement
of the objectives of the Exchange.

From the first part of the eligibility clause it will be seen
that the Exchange contemplates only one king of membership
i.e. “Firms or institutions intending to seck dealing member”.
These types of membership, which are ordinary and dealing
membership will be considered in detail in the succeeding

paragraphs. However, a note may be made here that no person
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or institution shall be considered a dealing member unless he or

she is a Nigeria.

3.26 How to Become a Member of the Exchange

Before going to the discussions of how to be a member of
the Stock Exchange it will be apt first, to give the definition of
each type of membership. These definitions are provided.

Ordinary Member

An ordinary member of the Nigerian Stock Exchange is a
member who has in accordance within the articles of the
Exchange taken up five shares of the issues share capital of the
Exchange and has been admitted into the Regulation of
Members. Such a person can describe himsell as a member of
the Stock Exchange.

Apart from the powers bestowed upon his by Section 393
or the Companies Decree 1968, he does not have any other
benefits that accrue to him.

Dealing Member

A dealing member 1s a member of the Exchange, who, in

addition to being an ordinary member, is allowed to trade in

stocks, and shares on the market and is bound by the Rules and



Regulations of the Exchange as a dealing member. He deals in
stocks and shares on the floor of the market and usually for a
principal. His remuneration is his commission.

His other sources of income could be through advice to
clients and/ (:lrt taking part in"a public issue of shares. Such a
person is generally known as stockbroker.

Having described the types of membership of the

Exchange, it is time to shift our focus tot he procedure of

becoming a member.

Application for Membership

Section 4(4) of the Articles of Association of the Nigerian
Stock Exchange states that:-

“Every candidate for admission to membership of the
Exchange shall make application, in writing to the
Secretary in such a form as the Council may from
time to time prescribe and such application shall be
sponsored by the Branch Exchange to which the
applicant wishes to affiliate, and supply, orally or in
writing, as the Couricil may think fit, such further
information as Council may deem desirable for a
proper consideration of the application”.

In practice, a new application for membership of the
Exchange is usually made by the proposer of an applicant to the

Secretary but not directly by the applicant himself,
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This 1s because the mexll.lbel' proposing an applicant is
saying that the applicant is eligible to be 4 member, even though
no particular qualification or previous experience is specified.
From what has been said so far, it is doubtful if the Exchange
will be disposed favourably to'considering any application whose
subscribers are bankrupt or previously expelled from its
membership. Although the section of the Articles of Association
dealing with application for membership requires submission of
an applicant to oral or written interview, Council seldom invokes
this requirement.

Applicants arc only required to give minimum information
such as the issued capital directors’ interests, resume of
directors and such other matters as would cnable the
membership application commit{ee to ascertain eligibility of the
applicant. The points usually considered include the financial
integrity of the applicant or his professional sunitability and
experience in finance or kindred discipline. It is a requirement
of the Articles also that a notice that the application will be
considered on a particular date should be posted in the
Exchange room. The reason for this is to enable objections to an

application to be made to the Secrctary, and if not objection is
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received, an applicant may b(g sakd to have scaled the first
hurdle,

According to the Arlicles, nobody can be admitted to
membership of the Exchange except by a resolution of the
Council passed by a majority of not less than two-thirds of those
present and voting, and provided that each applicant receives
not less than four favourable votes. This requitement derived
from the old Articles of Association of the Lagos Stock Exchange
which did not contemplate an enlarged Council and
membership. Once an application is successful, the branch
council will remit the resolution to the National Secretariat for
ratification by the National Council. The National Council can or
may reject an application but it 1s a right which 1t l.tXCl'CiSCS
cautiously. The reason for caution is that the Council has to
give reason for the rejection of application to the Minister of
Finance and in most cases, the reason cannot be more than that
obtained personal contact and which cannot be proved without
committing a civil crime.

On notification to the applicant that is application is
successful, the applicant will be required to pay a sum of

N100.00 being the payment for five shares of the Exchange.
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Nothing in the Articles of Association of the Exchange
precludes a simultaneous consideration of an application for
both ordinary and dealing membership.

The same ritual is performed whatever the intention of the
applicant. Therefore, if an applicant has applied for both types
of membership and has been notified of its success, he will be
required to pay, in addition to the payment for the five shares of
K520.00 each for his membership, the following:-

fa) Adeposit of N10,000.00 which can be in cash, a legal

mortgage of land or any easily realizable security.

(b)  An annual membership fee or X300.00

() An annual fee of N50.00 for each dealing clerk that

is to be introduced.

3.26 Is Council Competent to Reject an Application?

An organized body has its own rules and regulations for
accepting members. The Stock Exchange being an organized
body is not different. As the Stock Exchange relies on public
confidence for its existence, it will be ludicrous for it to have as
its members a thief or a person of questionable character. But

when it comes to the question of who can be allowed to be a
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member of the Exchange, on the point of nationality, a case of
public interest will appear to have emerged. The Article 3 of the
Nigerian Stock Exchange expressly excludes any foreign
participation in stock brooking work in Nigeria. This decision is
in line with the indegenization policy of the country. However,
it 1s correct to say that the discretionary power of Council to
accept an individual may not be entirely unfettered; it should be
exercised in line, with the Articles of Association of the Exchange
and be seen to be honest.

Since it is an elitist and monopolistic organization, as it is
for the moment, there is the duty on Council to bring the use of
natural justice to bear in its decisions.

In Neagle versus Feilden and Others, Denning M. R, had
the following to say:-

“The Common Law of England has for
centuries recognized that a man has a
right to work at his, trade or prefession
without being unjustly excluded from it.
He is not to be shut out from it at the
whim of those having governance of it. If
they make a rule which enables them to
reject his application arbitrarily or
capriciously, that rule is bad. It is
against public policy. The courts will not

give effect to it”. Also see Cassel vs.
Inglis in Appendix 1.
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3.27 Administration of the Nigerian Stock Exchange

3.28 The Council

The supreme body of any organization is the body of
shareholders at the annual general meeting. The shareholders
themselves are required to be informed of the company’s state of
affairs annually by the Board which has stewardship of the
company. The situation on the Stock Exchange states that:-

“The government and management of the
Exchange shall be vested in a Council
who for the purpose of and to the extent
to which the election of directors is
necessary in law shall perform such
functions”.

Therefore, for the purpose of determination of internal
administrative policies, the Council is at the top. There are four
councils on the Nigerian Stock Exchange, the most powerful
being the National Councils and the Branch councils are

responsible mainly for keeping trading floors and accepting new

members.

3.29 Election of Council Members
Article 6(1) (d) of the Nigerian Stock Exchange, as it is

presently numbered, prescribes that:
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“Members of Councit shall be chosen by clection

from the members of the Nigerian Stock Exchange

whose names appear on the Register of Members at

a date not less than thirty days before the date of

any General Meeting at which an clection of council

members is to be held”.

This prescription presuines that anybody to be admitted as
a member of Council should not, as a rule be a person who has
just joined the Exchange earlier than the preseribed date,
because of nomination and acceptance requirements.
Nomination of members to sit on the Council is usually in
writing and it should state clearly the name of the member being
proposed for election and signe& by at least two other members
as Proposer and Seconder.

This nomination is not just done by a member who has
become suddenly interested in another member. The whole
process of nomination is usually started by the Secrctary to the
Council who will, sometime before the Annual General Meeting,
send out letter of nomination to all members whose names
appear on the Register of Members requiring them to nominate
their candidates from the names supplied on the nomination

form. The names supplied are usually the names of members

retiring who have given consent to scrve on or be re-elected to
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Council. After nomination, the “Director-General shall cause the

names of all members proposed for election to the Council and
the names of their proposers and seconders to be posted on the
notice board of the Exchange and in all Branch Exchange room”.
Subsequently, voting for the candidates will be as “prescribed by
the Council from time to time”. All the foregoing presumes that
at the Council mecting at which the election 1s taking place the
quorum will be present.

If quorum is not present (and quorum for the General
Meeting as provided for is six by the Articles of Association of the
Exchange} the election will be null and void.

Once the votes are counted at the meeting of Council
which is properly convened for the purpose of Council and at
which quorum is present, the person who has the majonty of
votes case becomes member of Council and shall held office till
the next Annual General Mecting at which he shall retire.
Members of the Exchange who are firms or corporate bodies and
are clected to Council shall nominate individual persons who are
Nigerian citizens as their aceredited representative 1o represent
them on Council and may, with the consent of Council make

changes in the person representing them as their circumstances
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dictate. All Council members ;m.-. subject to annual retirement
in the order in which they come in, but only one-third of their
total number shall do so at any one time. Any member who so
retires shall be eligible for re-election unless he decides that he

does not wish to continue in office.

3.30 President of Council

The appointment of a Chairman or President of Council is
provided for in the Articles of Association of the Exchange. This
section of the Articles states that:

“The Council shall, immediately after each Annual

General Meeting elect by ballot one of their number

being an individual Nigerian member of the

Exchange as Chairman or President and any other

member as Deputy Chairman or President who shall

bear the titles of Chairman or President and Deputy

Chairman or President respectively of the Exchange”.

Since the change over to the Nigerian Stock Exchange and
consequent upon the establishment of branch trading floors in
three new locations in the country, there are three additional

subordinate councils each with powers under the Articles to

appoint its own Chairman and Deputy Chairman respectively.



3.31 Functions and Powers oi‘ the National Council

As will be expected, the National Council i1s the supreme
policy maker of the Stock Exchange. Its role as the governing
body is a kin to the role of directors in any organization. The
powers that can be exerciseéd by Council in addition to the
granting of license and accepting new members include the
following:-

(a) Enforcement of the Articles and Regulations

(b)  Setting disputes and complains

(c) Making, altering or revoking regulations for effective

operations of the Exchange.

(d) Appointment of Committees

The foregoing functions are aimed at ensuring that
discipline is maintained for the purpose of protecting integrity
and public support of the Exchange.

Therefore, any member or member-firm who has been
found guilty of a failure (o comply with any prescription of the
Articles and Regulations or has committed any act unworthy of
a member is liable to suspension, fine or expulsion. In the case
of flagrant disregard of rules, Articles 4(xi)(a) prescribes that

Council may recommend expulsion of any dealing member who



bas been found guilty of an},? dishonourable, disgraceful or
unprofessional conduct. However, the Council’s recommendation
for expulsion will have to be confirmed by the majority of not less
than two-thirds of those members of Council who are present at
a subsequent special meeting and, at each such meeting voting
shall be by ballot. The need to temper justice with mercy was
mentioned in this chapter (Case decision on Neagle versus
Feilden & Others) and it is essential that Council should be

careful in the dispensation of Justice.

3.32 Powers and Functions of Local Councils

The Branch Councils are appendages of the National
Council and have very reduced functions.

They are only responsible for the initial vetting of
applications for membership of the Exchange and making
recommendations to the National Council. They also make bye-
laws for the effectiveness of the trading floors in their areas.

In theory, branch councils of the Nigerian Stock Exchange
are nothing more than sectional or local group of little
competence who are prepared for future power club - the

National Council, but for the moment impotent because their



existence is only sinecure. Thaft they are important and second
rate cannot be controverted. There is nothing they do. They do
not even make bye-laws because of the very scant appreciation
of the purpose for which a Stock Exchange exists by some of the

members.

3.34 Director-General

Article 17 of the Nigerian Stock Exchange, asit is presently
identified, prescribes that “ Council shall appoint an officer of the
Exchange to be known as Direc‘ror-Generai who as Chief
Executive shall be answerable to Council for superintending the

‘general working of the Exchange. He shall be in attendance and
participate in all meetings of Council, but shall not have a vote”.

The Director-General has overall responsibility for the
Smooth day-to-day running of the Exchange at the National
level. His responsibility is wider, as can be imagined, than the
responsibilities of Branch Directors.

Further Notes on Membership

Further reading on Courts’ decisions on Council’s power to
refuse membership. See Cassel vs. Inglis (1961) 2 chapter 211

decision of Chancery. U.K}. The plaintifl who was a British
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subject but a German by birth became @ member of the London

Stock Exchange in 1908 having been previously accepted as an

Agent.

Since his admission, he had annually been re-admitted
into membership in accordance with the Stock Exchange’s rules
until 1915 when certain members who belonged to the Anti-
German Union presented a petition of the plaintiff and other
members of German and Austrian origin. In all 16 members
were so refused re-election that vyear. However, on
reconsideration of their case, only five members were actually
refused re-election1, and Cassel was one. The plaintiff wrote to
the Stock Exchange pointing out that he had not acted contrary
to any of the Stock Exchange rules or acted disloyally to his
adopted country.

He also requested to know the reason for the Committee’s
decision. A meeting was arranged but nothing of substance was
discussed and the plaintilf sued, contesting the procedure
adopted claiming that he was entitled to be heard.

Ashbury J. in dismissing the case, said among other things

that:

125



“The primary duty of the committee is to exercise
their discretion as to whether they deem the
applicant for re-election eligible, and a question of
vital interest to the Stock Exchange is whether in a
case where an objection has been lodged, they have
the duty not only to arrive at their decision, but the
right also solely to determine the method and
procedure of doing so, as in my judgement, they
clearly have in a case where no such objection has
been made”.

The decision seems to be emphasizing the sanctity of the

Articles of corporate bodies.

“The validity of the =xpulsion of a member of society
for misconduct whereby he is deprived of poverty
vested in him as a member, as, for instance, under
Rule 16 of the Stock Exchange Rules, depends upon
the observance by the body to whom the power of
expulsion is confided or recognized rules of
procedure in the absence of contractual provisions to
the contrary and requires, except in exceptional
cases, that an accused shall be informed of the
character of the charge to be investigated and that
he and his witnesses, if any, shall be heard in
defense. Further, and this applies to both of the last
mentioned categories of authority”,

3.34 DEALING ON THE STOCK EXCHANGE

Dealing on the Nigerian Stock Exchange is by a call-over of
the Board using the auction method. The dealing room occupies
a huge hall in the Exchange’s premises while the call-over board
itself is covered with the names of companies that have obtained
permission for quotation and are listed. There are three sections
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on the board and each section :s called a market. There are, for
example the Government Stock Market, Industrial Loans,
Preference Stock Market and Equity Market. The operators on
the floor are called Stock brokers but as these are companies
themselves they are represented on the floor by their dealing
clerks. Also present on the floor at the dealing period 1s a floor
supervisor and a call-over clerk. The floor supervisor is called
chairman of call-over. The chairman ensures that dealings take
place in keeping with the irﬁlcs and regulations and that there

fair play. The call-clerk calls the board.

3.35 Time of Trading

Trading period is Monday to Friday daily, excluding public
holidays, at 2.30 pm. And continues until brokers have nothing
more to sell to or buy from one another.

3.36 Floor Procedure

As soon as it is 2.30pm., the call-over chairman calls the
call-over to order and the call-clerk begins to call the securities
moving from one market to the other. Each call incites a bid or
offer reactions of dealing clerks who normally do so by naming

the price or prices at which they with to deal. A bid is an
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intention to buy and it is rcpre.ﬂ;ented on the call-over board by
a “plus” notation. An offer intention is an interest to sell and it
is equally represented by a ‘minus sing’. There 1s a great
amount of secrecy during this period as each clerk will try to
protect his own position or take advantage of a situation. The
system used is the two-way auction system but the quantity of
what is being purchased or sold is not indicated on the board.
Also, only the highest bid price or the lowest offer price is
recorded. When, as it frequently hélppens, the offer and the bid
prices agree, a deal will be recorded as having been struck. As
soon as a clerk indicates that he 1s buying what another clerk is
offering or where there is cross deal when a clerk is both the
buyer and the seller at the same time, the call-over clerk will
record the price and the date of the deal on the cali-over board.
After the deal bad been struck, the call-over chairman will
ask how much is being offered and how much is being bought.
A buying broker is not obliged to take more than he has
been requested to buy or can a selling clerk be required to see
more or deliver all that he has. Regulation 42 of the Rules and

Regulations requires that a dealing clerk must indicate that he

15 selling more than 200 or a Parcel.
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When a deal has been 1"(:('01‘(]1.-(1, the parties to it will
exchange bargain slip with one another. This bargain slip,
which is in triplicate, reccrds the quantity sold or bought, the
price of the deal and the security in which the transaction took
place.

All deals are subject to the rules and regulations and
usages of the Stock Exchange and unless a request to have a
bargain annulled has been made, in which case the bargain slip
becomes of no effect, the bargain slip is the imprimatur of
legality for the deal done. The three copies of the bargain slip are
routed in the following manner, one copy to the buyer or seller,
one copy is retained by the buyer or seller and the last copy is

left with the Stock Exchange.

3.37 Volume of Delivery

Regulation 42 of the Exchange states that “all efforts to
buy or sell stocks or shaies at a price named when quantity is
mentioned will be binding to the amount 100 shares only”. But
if there is an intention to deal in quantity bigger than 200 units
of any security, that intention must be made manifest by overtly

announcing that a dealer wishes to deal in a parcel. However,
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dealing in unites less than 100 is regarded as Odd Lot and is not

usually marked on the board.

3.38 Permitted Dealing

Regulation 38 makes it an offence for any member firm to
deal in securities other than the ones listed on the board.
However, there is an abatement of this regulation in Regulation
46 which proved that if an application has been made to the
Council of the Exchange and Council is convinced that no
confidence will be lost by permitting a member firm to deal in a
security not quoted on the National Stock Exchange, it may give
approval for such a deal to take place. The securities that can
give rise to this, may be securities quoted on 6thcr Exchange
which have foreign exchange implication; and such a deal may
not be encouraged.

3.39 Pricing of Securities

Since the setting up of the Capital Issues Commission
1973, and the Securities and Exchange Commission in 1977 to

take over the work previously done by the Capital Issues
Committee initial prices of securities listed on the board of the

Exchange were determined by these bodies.
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Subsequent prices are made by brokers during trading
sessions. Prices of securities quoted on the Nigerian Stock

Exchange are made by brokers in reaction to several factors,

chief among which is supply and demand and operational
performances of companies. It is doubtful, however, that prices
on the Nigerian Stock Exchange have anything to do with supply
an demand since nobody knows at the time of offer or bid the
number of shares available for trading. It is possible to react to
large supply of shares of the same company on the market if the
units produced for trading represent such a percentage that will
make the market jittery.

Therefore, the only acceptable way or pricing on the
Exchange is that which considers the economic performance of
the company, future growth potentialities, and the case by which
diversification exercise can be carried into effect. Even then,
there are only good vehicles, they cannot themselves assure good
pricing approach. For the purpose of clarity on the subject of
pricing which people consider to be full of inconsistencies, it is
necessary to discuss the matter as comprehensively as possible.
In doing so, it is necessary to explore the rationality of the initial
pricing mechanism and then move to the irrational situation on
the market.
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3.40 Initial Pricing

The securitics and Exchange Commission’s method of
valuation employs the empirical forinula together with their
weaknesses for valuation of a company.

They use, for example, both the earnings basis and net
asset basis for valuation shares. These bases, seek principally
to put values of shares of companies in relation to their earnings
capacities and assets growth potentials.

However, most attention, these days has been focused on
the question of whether th= valuation of the Commission reflects
adequately the true value of ownership of a company. There are
some who argue that if share prices are to be an effective
medium of allocating resources, they should confirm to earnings
potential and risks of companies, otherwise, funds will not be

channeled to the most deserving and productive investments.

3.41 Ex-Rights and Ex-Scripts Prices

Certain adjustments are often made to prices of securities
by brokers on the call-over board. These adjustments derive
from the declaration of dividends, scripts and sometimes when

rights offers are made.
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In the case of a dividen&, it 1s not uncommon for an
investor to notice a drop in the price of shares in a company
during the period when a dividend has been declared what the
Stock Exchange does is that, 14 days belore the closure of the
register of a company the full amount of dividend natified to it
will be deducted from the price of that security. Before the 14
days, dealers on the market are expected to have reflected the
increase in operational performance in the price of the security
such that when the dividend is eventually taken out no
impression of a fall in price would be given. However, that this
is not done and the impression is created that price fallen, is not
the fault of the Eﬁchange but that of dealers. When a company
notified the Stock Exchange that it wishes to make a rights offer,
the preliminary pricing of the sccurity will be the duty of the
Securities and Exchange Commission.

As soon as the offering price is given, the Stock Exchange
1s required to adjust the price on the board so that the existing
holders do not suffer a loss from the dilution created by the new
shares release.

In preventing this, the Stock Exchange will presume the

possibility of some of the holders selling their rights and
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accordingly, makes some adj.-us‘rmcn‘rs in the price. The
foregoing can be explained by using an example of ABC
Company Limited whose Issued Shareé Capital at a date before
the rights offer was N2,500.000.00 and price on the market for
a 50k ordinary share is K¥1.20. A rights offer, of new share for
every ane held is to be made at 80k per share. The issued share
capital consequent upon offer will now be N5,000.000.00. Ina
situation of a rights offer, the shareholders have the option of
subscribing to the issue of renouncing the offer in favour of
other persons; i.e. he can sell his right to the offer. If a
shareholder decides to sell it, he would only be able to do so at
the offer price and he would have made a loss. It must be
remembered that a rights issue is an offer not made generally to
the public but one made only to the existing shareholders. For
the example above, it is to be assumed that the security
concerned 1s quoted on the Stock Exchange. Given all the above
facts, what will happen is that on notification tot he Exchange
that subscription list is open, the price of the offer will be
adjusted to N1.000 as shown below by the Exchange using the

formula:-

PV + PV1
Sn

Np
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Npis the new price on t};_c board and it is obtained by
finding the market value of holdings before the rights offer which
is Pv plus the value of offer which is PV1 divided by the total
units i.e. old holdings plus the new offer units which i1s Sn.
ASSUME: One share (old holding) is N1.20; one share of new

holding is 80k. Value of two shares is K2.00 price of
one share is N1.00.

The attempt to have the adjustment made derives from the
fact that nobody shouild be allowed to suffer as a result of not
having money to pay for his rights in an offer as rights. If
therefore, our investors decides to sell his provisional allotment,
his position will be as follows:-

Price of Offer is NO.80

Market Price N1.00
Gain NO.20

Since the market value of one share was N1,20 before the
offer of rights and is now being sold at N1.00, the gain of 20k
compensates for the drop from the original valuc to N1.00 and

this 20k he can keep.

135



3.42 Secondary Market Pricing

Prices of securities on the secondary markets are made by
stock brokers daily during trading sessions. The brokers’
valuation of a company’s security is usually emotional, make on
the basis of rumours and whims of the people making it.

The result is that prices of securities fluctuate rather
wildly. However, it is necessary to recognize that these sharp
movements in prices of certain companies are not necessarily in
conflict with rational judgement. For example, a broker’s price,
in addition to complying with client’s instructions usually
contains a reflection of dividend and scripts expectations
consequent upon a report of good performance, the dividend
yield result and the future expectations. This will be in order if
id is remembered that the greater the expected growth of a
company, the more likely will its price move upwards all the
time.

The foregoing only describes the valuation of equity stock
and not fixed-interest securities whose prices are based on the

movements in interest rate.
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3.43 Delivery and Settlexnentr

Once a bargain has been struck on the Exchange the
parties to it are required to exchange bargain slip to evidence the
contract between them. The bargain slip is usually in triplicates,
and it records the quantitiesthe price of f.]lgt deal, the name of
the security dealt in and the date of the deal. Once it has been
signed by the parties involved, a binding obligation to deliver the
security and pay for it is in motion. [t is relevant to note here
that both delivery and settlement are subject to the rules of the
Stock Exchange which bind members and clients for whom the
deal was done. Therefore, it wil_l be immaterial mn law for a

member or a client to claim ignorance of the rule of delivery.

3.44 Delivery

Delivery must be made in accordance with Section 48 of
tee Rules and Regulations of the Exchange which provides that -
“The seller of Stock or shares for cash shall make or tender
delivery within a reasonable time but not later than 21 days after
the day on which transaction has been made. Delivery shall in
all cases be made or tendered at the office of the broker effecting

the purchase, on a business day and at least one hour before
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banker’s closing hour on that dﬁy”. Delivery of shares must be
made on the date specified for deliveries.

Time is of the essence in delivery and failure to deliver in
accordance with contract can be a good reason for other party to
repudiated the contract of purchase. Parker J. in Reschwabacher
Said:

“With regard to contract for the sale of shares, I

think that time is of essence of the contract both at

law and in equity. Shares continually vary in price

from day to day, and that is precisely why courts of

equity have considered such contract to be one in

which times is of the essence of the contract, and not

line a contract for a sale and purchase of real estate,
in which time is not of the essence of the contract”.

3.45 Settlement
Settlement for the securities bought on the market must
be madc: in accordance with the rules. Section 76 of the Rules
and Regulations of the Stock Exchange prescribes that:-
“Every year the Council shall fix the period of
scttlement of Account amongst Dealing Members
which will be operated for the Calender Year”.
What happens in practice is that a month is divided into
two periods, One period which is célléd the accounting period is

the period during which stock is taken of the money owed to and

due from other brokers. The other half is calted the settlement
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period when money passes am(;ng others. In other wards, a
month is allowed by the Exchange to enable brokers sort
themselves out and pay one another. Payment for tjhe moment
is made under close supervision of Exchange as settlement must
be made on the floor of the Exchange on settlement day.

Failure by a broker to receive payment for shares sold
entities him withhold delivery and by a notification to the
Exchange in respect of a default, the defaulting member can be
penahized under Section 77 of the Rules and Regulations.

There are certain activities preparatory to settlement.
These start with notification td the buyer by the buying broker
and to the seller by the selling broker.

The medium of notification is the Contract Not {Fig. 4.2).
Under the rules, a bought and sold contract note must be made
up by the Buyer and the Seller Brokers within 24 hours of a deal
to the clients for whom a deal for purchase or sale has been
made showing the number of shares bought or sold, the price
and consideration whether for ex-benefit or not, the commission
of brokers and stamp duties which put legality to the binding
contract. The bought contract note enables the buyver to know

how much he has to pay for the shares purchased on his behalf
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while the sold contract note en“ables the seller know how much
to expect. Once a buying client receives his note, he must remit
to his broker the exact amount shown in the total column of the
note otherwise delivery to him may not be made and he forfeits

his right to ownership.

3.46 Buying - in and Selling - our Rules

The rules of buying-in and selling-out are intended to
redress the position whereby a dealing member, having sold
securities fails to deliver on due date or when having bought he
fails to accept delivery or make payments in respect of the

securities bought or sold. Sections 12 and 13 of the Rules and
Regulations of the Exchange provides that:-

Buying - in

“When stocks and shares are not delivered in
accordance with terms of the purchase, the buyer
shall have the right to cause the shares or stocks to
be bought in and any loss occasioned thereby shall
be borne by the scilers”.

Selling - out

“When stocks and shares have been duly tendered
and not paid for in conformity with the terms of sale,
the seller shall have the right to cause the buyver of
the shares or stocks to be sold out and any loss
occasioned thereby shall be paid for by the buyer”.
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The procedure in o huying-in or sclling-in is thus, the
aggricved party (o a contract 1o sell or buv on the market makes
a report to the Director-General of the Exchange who will
consider and determine merit of the case made and give
instruction which will be copicd to the defaulting party to enable
him prepare for the sale or purchase. The huving-in or selling-
out must be on the floor of the Exchange. 1t 15, however, at the
discrefion of the Dircctor-General of the Exchange, il owing to
any difficulty on obtaining the shares (o be botght-in or sold-
out, or the price to be paid is inadequate to call an emergency
meeting of Council to decide on the price differential. Any short-
fail or surplus consequent upon the exereise of the seiling-in or
buying-out arrangement shall be settled by the parties on the
next trading dav following the day ol the transaction.

- £,

3.47 Commission

The payment made by a client on the cost of buyving shares
or stock consists of commission and stamp duty. Commission
paid belongs to the broker and represents his reward for
undertaking a purchase or sale for a client.  This rate of

commission charged is prescribed by Council, and no member
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can charge more or less than the atount prescribed. There 18
aminimum amount chargeable where the prescribed rate on the
consideration is less than the minimuny, Al commissions arce
based on the value of shares or stocks bought or sold. In the
case of Federal Government stocks and state bonds, special
rates apply. These rates depend on the maturities of the
Government bonds.

3.48 CLIENTS/STOCK BROKERS RELATIONSHIP

Who is a Stockbroker?

A stockbroker is a person who is a member of the Stock
Exchange and holds a certificate on which the Council of the
Stock Exchange has given him permission to deal in stocks and
shares on the floor of the Stock Exchange. From the above
definition, two basic requisiics qare necessary for one to be called
a stockbroker. First, he must be a member of the Stock
Exchange. This is in conformity with Section 393 of the Nigerian
Companies Act, 1968 which makes it an oflence for any
organization or person o engage i dealing in shares or
debenture quoted on the Stock Exchange. Secondly, not all
members of the Exchange can act as stockbrokers hecause the

work of dealing in stocks and shares is seen as a professional
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one which demands great thl)tl;l‘li&;(r in mvestment and funds
management. The licence is usually 1ssued under the authority
of the Council of the Stock Exchange after the Couneil has been
assured of the integrity and professional competence of the
person desirous 1o enable in the work ol stock brooking. The
definition should now remove any confusion that makes a
stockbroker such a mythical personality.

A stockbroker serves members of the public in carrving
into effect their investment plans. As it is nof possible for every
member of the public to go to the Noor to buy or sell shares as
their situations dictate, the work of doing what they wish to do
is performed for them by the stockbroker, Another service which
a stockbroker renders s advisorv service. e gives this
implications of Tus {the client) instruction, and since publc
confidence 1s the essential ingredient to his own survival, the
rcliance that can be placed on the advice given is very important.

In Re-Bonds and Security Limited 1971 the occupation of
stockbroking was described as “that which demands high

standards of integrity”.



in (f&ll’l'yil]g()llf.]liH()(?(‘.tl[).’ll}(lﬂ, astockhroker acts not ondy
for himself, but also for his client. His remunceration s his
brokerage, or commission. Clients, some with great, others with
little, business acumen and ability to protect themselves, seek
aml act on his advice and periit him (o handle ther monev and
their shares. Those clients are entitle to expect from a broker
not anly competence, buat also iotegrity and absence of
conflicting personal interests. 1is position is one of trust and
responstbility.  Hy the recognition and “pursuit of the high
traditions of his occupation, a broker has aspired to a Ingh
status in the great and honourable profession”.

All the aspeots having bearing on his work are usually
contained in the rules and regulations binding hus conduct vis-a-
vis his client. The relationship between a broker and his client
can be the result of a change mecting or by introduction. 1t is
also possible that a communication could have been made to
establish a future relationship from newspaper ov other media.
Once his relationship takes ofl, if usually continues for a long

time unless something happens which [rustrates .
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3:49 Giving Orders to Brokers

Instructions to stock brokers are usually made orally, or in
some cases, they may be in writing when the clients arc
corporation or institutional investors. Indeed individuals may
also give instructions in writing. Their orders may be special
and or specific with regards to how the broker is to perform. For
cxami)le, a client may just stay 1o his broker f:hnt. he isinterested
in a particular security. This is a specific instruction and no
variation is allowed without the client’s specific order. N some
cases, the client may not sale be done as “best”. In some cases,
the client may not know what sccuritics are going in which case
he leaves the execution of the order to the discretion of the
braker.

This is an epen instruction in which the client relies on his
broker's judgement. Another case can be that the client comes
for advices; it which case, no decision by him is made until after
the broker’s advice. In the performance of his work, a broker
has the implied duty under ethics to do as he has been
instructed, unless there is an open position which obliges him
to the position of best adviser. The broker could do otherwise,

acting hon his discretion owning to certait difficalties whereby
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the broker cannot obtain the security which he has been
instructed to buy. However, it is of very lundamental importance
that a broker does as he has been required and this will be
determined by the usages, rules and regulations of the Stock

Exchange.

3.50 Giving Advice by Brokers

Unless the client is himself adept in the work of
stockbroking he will need the broker’s advice. The broker can be
relied on for his comments on a particular security with respect
to the promises and price of securities on which advice was
sought. When a broker gives this kind of advice, he can only be
seen as merely offering or promoting his technical competence,
and the client is not bound to accept his advice.

'

This fact was contained in R, H. Deacon & Co. Liumited
versus Barga where the issue of whether a broker has a duty to
advice his client against an imprudent purchase was considercd
comprehensively. In the case, the defendant pleaded that the
broker has failed to caution him in making the purchase of a

large quantity of shares in ac company which was under serious

financial stress. The trial judge in his charge to the jury stated
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that, “the law required the brok“er to advice his client honestly
and without negligence”.In their submission, the jury discharged
the defendant on the charge of failure to perform a contractual
obligation to pay for all the expenses of the broker.

However, the Quarter’ Court of Appeal reversed the
decision, holding that a stock broker’s primary duty was to carry
out the instruction of his client, and if the chent authorized te
broker without secking the advice of the broker, to make an
improvident purchase the broker was not bound to disclose facts
.that would reveal the improvidence of a transaction where there
is no conflict of personal interest. The opinion of the court as
given by Evan J. A. was as follows. “The duty of the disclosure
arises when thcre is a conflict of interest between the principal
and agent or where the principal has imposed a term in the
agency agreement”.

From the foregoing, it will be seen t.haf. the function of
advice giving by a broker is on instruction and he may not give
an opinion if he does not wish to do so. However, if a broker
volunteers assistance to give advise whether this is solicited or
not he would be deemed to have observed the duty of the care

otherwise he may be liabis to a charge of misrepresentation.
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In the celebrated case of Hedley Bryne & Co. Limited
versus Heller & Partner Linited the House of Lords held that
“though there was a complete absence of a contractual
relationship or even a fiduciary duty, a person could be liable for
a loss resulting from misstatement made by him to another
under circumstances where, #4s a reasonable maie, he ought (o

take reasonable care to establish the reliability of his statement”,

3.3]1 When is a Broker the Principal?

The relationship which exists between a client and o broker
is that of a principal and agent. In other woflds, A Mman may
make a contract through the instrumentality of another person
appointed by him to act on his behalf. In such arelationship, we
have the man himsell being called the Principal and the man
acting for him being Agent A broker is an agent who buys or sells
stocks or shares for members of the public who have approached
him to so act.

He is the servant of the principal, as we have seen when
orders are given to him. Therefore, lor the scrvant to turn
master, there must be a clear-cut circumstance as Lord Cairns

(Q.C.} Puts it in Parker vs. McKenna.
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“Now the rule of this court as | understand it, as to
agents, is not a technical or arbitrary rule. It is a rule
founded upon the highest trust and principles of
morality. No man in this court, acting as agent, be
allowed to put himself in a position in which his
interest and his duty will be in conflict”,

This opinion succinctly puts the general view of the experts
on the position of a broker becoming a principal at the same
time. But where a broker is acting for himself, that is, when he
is buying into box or creating a provident fund for his own
account, for as long as the rules and usages to not prohibit him
otherwise, he will be unlikely to be held for misdemeanour. This

practice 1s known as houses trading and for the moment has not

been proscribed by the Nigerian Stock Exchange.

3.52 Secret Profit

Parties to a fiduciary obligation are not allowed to make a
secret profit and if they do, then they are bound to account for
it. A broker is in a fiduciary relationship with his client and is
not allowed to charge morc than he has paid for the shares or
stock bought for his client. This point seems to emphasize
further the reverence of Contract Note. In the case of strange
versus Lowitz where a firm of stock brokers sued its client for
money owed in respect of various transactions done by him, the
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Cljcnt who was ready to pay, pleaded that besides charging his
commission, the broker has added some thing (o the total
charge.

The firm admitted the overcharge and the delendant was
acquired.

The question is that a client who does not read the Daily
Official List regularly for the particular pur&msn is not likely to
know that the contract note contains an over-charge but once he
discovers that an illegal addition has been made to his charge he

-1s bound te protest.

3.53 Accounts

The requirement for members acconnis are contaimned 1n
the Appendix ] of the Rules and Kegulations of the Lagos Stock
Exchange and includes among other things that:-

“Members shall keep books and rccords lor the

purpose of recording their transactions in a form and

manner which will enable an auditor 1o supply the

information requircd by paragraph{h} below relating

to the audit of members’s book”.

The paragraph(b) referred to above requires members o
keep proper books of accounts such as will enable an auditor to
see whether the keeping of records show o true and fair view of

150



the state of affairs of the member firm. Keeping proper books of

accounts is very important to a stock broker as it is to any other
businessman. Butitis more important to a stock who by reason
of his work, suddenly finds himself as a custodian of other

people’s money. Section 17 of the Rules and Regulations in force

requires a stock broker to keep in scparatc account clearly
marked Client’s Account all monies he has received from his
clients. In no case and under no circumstances is a broker
allowed to mix or bank together in only one single account his‘
own money and his client’s moncy. A broker is also required to
keep in safe depository all certificates which are not in his name
for the time-being. This Is to ensure that no temptation cxists

for any act of unlawful conversion.

J.04 Stockbroking: A Business or a Profession?

This question has eluded answer for a long time; even the
setting up an examination body on most Stock Exchanges has
not helped in solving the problem. But efforts in the past few
years appear to be indicating the possibility of a definition that

may clear the doubts.
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In the concluding dictunm.’of Rowlatt J. in the appeal filed
by Christopher Baker & Sons versus C.1.P. the following came to
light:-

“Now is a stockbroke~’s business a profession within

the meaning of this section? It seems to me that

what a stockbroker does is to buy and sell a

commodity on the market. It is true that he does not

expect to have to pay for it himsclf or to be
responsible ultimately to satisfy the contract himself

as he is a buyer and seller in the market for an

undisclosed principal to whom he looks to indemnify

him from liability. It does not seem to me that it is

a profession within the meaning of this section”.

Even the provision of advice which is adjust to the main
function performed by the stockbroker does not make him a
professional. The fact of the case was that the appellant, a firm
of stockbrokers has been found to be liable to tax on its excess
profit. The appellant clained that as a firm of stockbrokers
professionals within the meaning of the United Kingdom Income
Tax Laws. The court decided that they were in business and any
advice that they gave to their clients were only ancillary to their
other functions. Unfortunately, the decision of the court as
shown above seems to be placing took much emphasis on the
reverence of the law of that country where the breach was

committed. Most professions pay tax and the clarity in definition

which is hoped will emerge is still elusive.
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The pointis simple, whether the people called stockbrokers
are carrying on a profession the profits of which depend mainly
on the personal qualifications of their owners or in which no
capital expenditure is required. This docs not appear to be so.
Rowlatt J. while summarizing the above said that:-

“It is quite clear from those cases and from language

of the section itself that what is made liable to excess

profits duty is every business and what is taken out

of liability is a profession. Al professions are

business, but all business are not professions...”.

Even if the summary from which the above is taken is a
case dealing with taxation liability of a stockbroker, the fact

remains that a stockbroker is in business to make money and so

he is a businessmari.

3.55 When Can a Broker be Sued by Clients?

In R.H. Deacon and Co. Ltd., versus Harga, we saw that a
broker must be careful in giving advice te his clients. The law
requires the broker to advise honestly but without negligence.

The advice often given by brokers is nothing but an
exercise of superlative analytical skill by them and the client may
or may not rely on it. However, a broker may be liable to a
negligent mis-statement of material fact. Indeed, the questions
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is not whether an asserted xizisrepresentation is made but
whether if it 1Is made, either expressly or by implication, it will be
material. The question of materiality itself depends on whether
the statement can 'mduce'a person to act in a particular way.
This question was the themein the case of George vs. Dominick
Corporation of Canada. In the case, the plaintiff brought an
action of negligent misrepresentation of fact again st a broker and
won.

The fact of the case is that in December, 1967 and January
1968 George had given instructions to the defendant to purchase
on margin the shares of Data Processing Financial and General
Corporation (DPF). The margin requirement was that there
would be an initial deposit of 70% of the sale proceeds which
both the defendant and plaintiff understood to mean that in
return for the brokers agreement to “borrow” and deliver
certificates for the shares sol_d, the client was dbliged to pay into
the account by the settlement date an amount equal to 70% of
the proceeds of sale. Any increase in the market price of the
shares which have been sold short would mean that the
customer will have to pay an additional amount as

“maintenance”.
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However, in November, 196% the American Stock Exchange
had increased margin requirement to 100% in respect of certain
designated stocks which include DPF stock, Although the news
of the new requirement was disseminated, the defendant did not
learn of it utile January, 1968%and he took steps immediately to
inform the plaintiff. In his request to the plaintiff, the defendant
asked for more money or he would “if this request fails”, buy
from the market sufficient shares of DPF to cover the short
positions. The plaintiff did not comply with that request and the
defendant fulfilled the ultimatum and closed the account of the
plaintiff. The plaintiff then sued for damages on three grounds:-
1.  That the defendant had induced the plaintiffs to make the

short sales by misrepresentation of material fact namely

that the initial margin requirement was 70%.

2.  The defendant’s failure to inform the plaintiffs in due time
of the specific margin requirement on trades in DPF, was
negligence amounting to a breach of contracted duty.

3. Defendantwasin brcac.h ofits customer’s agreement when
defendants covered their short position.

In his judgement Verchere J. found the defendant guilty of

negligent misrepresentation on the third ground.
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CHAPTER FOUR

DATA ANALYSIS AND INTERPRETATION

Introduction

Before analysis the problem that mmay have implication for
the implementing internationalization in {he Nigerian Stock
Market it is pertineﬁt to review the Nigerian Economy with
special preference to the Banking Sector who pay prominent role
in the Market and the problem associaled with the poor
performance in the market as at 1998,

The chapter would also address solutions to the above and
would highlight the contribﬁtion of Stock Exchange and find
whether the contributions arc cnough (o encourage Forcign

Investors to invest in Nigeria.

4,1 Growth and Structural Changes

The process of {inancial sector relorm gathered further
momentum in 1988 with the revocation of the operating licenscs
of 26 distressed banks (13 - Commercial and 13 - Merchant) by
the Central Bank of Nigeria (CBN). This reduced the number of
distressed banks from 50 in 1997 to 22. With the liqquidation of

the 26 banks, the number of banks it operations fell from 115
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at tl-le end of 1997 6 to 89 in 1998. The number of Commercial
banks fell from 64 to 51 while that ol Merchant banks from 51
teo 98. The Branch Network also decline from 2447 to 2220
during the period, comprising 2107 Commercial and 113
Merchant bank branches while the number of branches and
representative offices of Nigerian banks abroad remain 5.

The restructuring of the banking I.‘;_\’S't.cm in terms of
takeover, acquisition and recapitalization made further progress
during the year. Notably, Nigerian-Arab Bank, formerly owned by
the Federal Government and Arab Bank of Jordan, was required
by the National Insurance Corporation of Nigeria (NICON)
thereby necessitating a change of name to Assurance Bank
Nigeria Limited. Also the controlling shares in Stanbic Merchant
Bank were acquired by Standard Bank of South Africa. In a bid
to recapitalize and thus meet minimum paid up capital
requirement stipulated by the Central Bank of Nigeria, some
banks sought funds from the capital market. The deadline for
the rccapi{:fﬂiéation of all licensed commercial and merchant
banks to minimum of X500 million was end Deccember 1998, At
the expiration of the deadline, 64 banks (41 anid 23 Merchant)

had complied fully.
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In exercise of its t?X]i'PlI](il?(l supervisory role over
Community Banks and Primary Mortgage Institution, the
Central Bank of Nigeria revealed the followings:-

The number of community banks remain 1015 as previous
years (1997) when compared in 1998. However, the issuance of
provisional finances to new banks remained suspended, pending
the completion of the evaluation of the soundness of existing
ones.

The number of Primary Mortgage Institutions however
increased from 115 in 1997 to 194 in 1998 while the branch
network of the peoples banks of Nigeria country wide increased
by 15 to 293 during the year 1998. Thus the overall, banking
density (i.e. average number of persons to a banking office) in
Nigeria deteriorated further to 32,548 from 30,129 in 1997
attributable mainly to the liquidation of 26 distressed banks at

the beginning of the year.
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4.2 RESOLUTION OF DIS'fRESS IN THE FINANCIAL
SECTOR

Sustained efforts were made to address the lingering
problem of distressed in the financial sector. The Central Bank
of Nigeria, in pursuit of the various resolution options, revoked
the operating licenses of 26 distressed banks (13 - Commercial
and 13 - Merchant) in January, 1998 bringing to number of such
banks in liquidation to 3 1._ Reflecting the position impact of the
implementation of the various resolutions options, the number
of distressed banks whicl: rose to 50 at end - December, 1997
declined to 22 in December, 1998. Holding Actions on 2 of the
distressed banks were tyred during the year while fhe remaining
20 banks were given deadlines for recapitalization, failil;lg which

they were to be liquidated.

Banking System Credit

Aggregate banking system credit to the domestic economy
rose substantially by N184,550. 3 million or 55.7% to
N515,719.3 million during the year in sharp contrast to the
2.8% decline observed in 1997 (Table 3.2 and Figures 3.4 and

3.5 refers). After a 4,.8% increase in the first quarter of the year,
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the fatc rose rapidly to 22.8% by the end of the second quarter
bu moderated to 10.8% by July. Therealter, the increased
allelerated and was 55.7% at the end of the year which was
substantially higher than the programmed target of 24.5% for

the fiscal year.

The growth in aggregate bank credit reflected in claims on
both the Federal Government and the private section with the
former accounting for 59.1% of the total increase. Accordingly
mainly for the sharp increase in credit to the government was
the substantial draw-down of its deposits with the Central Bank
of Nigeria and the significant rise in the bank’s ways and means
advances. Increased credit to the private sector was utilized
largely to put pressure on the Autonomous Foreign Exchange

Market (AFEM).

APPRAISAL OF CAPITAL MARKET

4.3 Money Market Development Activities

Activities in the money market in 1998 were influenced
mainly by the developments in the forcign exchange market, the
state of liquidity in the banking system, and the liberalized

pricing mechanism for treasury bills. Furthermore, in the bid to
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widen the scope and depth n}' the treasury bill market, 30
stockbrokers were appointed during the year as special

“authorized dealers for the marketing of treasury bills to the non-
bank public, particularly ihe small scale investors. This should
further enhance the conduct of open market operations in
addition to providing an alternative to savings with
commercial/merchant banks which was becoming increasingly
unattractive in terms of low returns and the stringent conditions
for opening and maintainiag savings deposit accounts. Another
notable development in the market during the review year was
the introduction of the Nigeria Inter-Bank Officer Rate (NIBOR)
by the Money Market Association of Nigeria. Fashioned after the
London Inter-Bank Offer Rate (LIBOR), the NIBOR was designed
to serve as a benchmark rate for the pricing of money niarket
instruments.

Those developments, notwithstanding, the value of money
market assets, outstanding, rose only marginally by N408.9
million or 0.2 percent to 8247,317.9 million, compared with the
much larger increase of 99.7 percent recorded a year earlier. The
increase during the year was reflected entirely in the level of

Bankers’ Acceptances {Abs). Nevertheless, treasury bills remain
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the dominant money market instrument, accounting for 89.7
percent of the total value of moncy market assets outstanding

compared with 89.8 percent in 1997 (Table 3.5).

Inter-Bank Funds M_arkei;

This steady growth of transactions in the inter-bank funds
market, since 1995, slowed in 1998, Alihiough some tweasure of
confidence had been restore to the mérket following the
liquidation of 26 distressed banks in January, the tight liquidity
situation in the system contributed largely to the slow-down in
market activities during the year. The aggregate value of
transactions in the market decline by 19.4 percent to
N230,277.8 million, averaging N19,189.8 million monthly in
1998, compared with K23,796.0 million in 1997. As in the past,
the bulk (62.1 percent) of total transactions were in overnight
with N21,501.6 million in 1997. The average rate on overnight
funds maintained relative stability in the first haif of the year,
but fluctuated downward during the second half. Between
January and Jung, the rate declined only marginally from 20.4
to 20.3 percent before it dropped to 16.2 percent by December.
The falling during the second half of the year was influenced by

the liquidity effect of the release of the outstanding stock of
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stabilization securities to (fl)lllll.](tl‘('.iﬂl banks. The average rate
on 90 day placements trended upward from 18.0 percent in
December 1997 to 32.5 percent in June before ti fell to 17.9
percent in December 1998. The rate on 30 day maturity also
exhibited a similar trend, as the rise from 16.3 percent in
December 1997 to 22.2 percent in June 1998 was followed by a
fall in the second half of the year, thus closing at 18.0 percent by
end-December.

Treasury Bills

New issues of treasury bills totaled K903,206.0 million in
1998 compared with N880,916.6 million a year earlier. All the
issues were made to refinance the maturing bills, leaving the
total outstanding unpurchased at the end - 1997 level of
N221,801.5 million.

Attributable largely to the liberalized treasury bill rate, as
well as the public enlightenment by the CBN to popularize
investment in the security, the proportion of CBN initial take-up
of new issues fell on an average of N48,272.9 million or 64.1
percent from N49,098.8 million or 66.9 percent in 1997 (Table
3.6). The Bank’s holding of outstanding stock also fell from

N141,676.6 million or 65.9percent of the total outstanding in
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Dﬂcémher 1997 to N121,933.5 million or 55.0 percent in
December 1998. Correspondingly, holding by the commercial
and merchant banks rose from N44,453.7 to N56,070.0 million
or 25.3 percent at end-December 1998. Similarly, holdings by
non-bank investors increased to N43,798.0 muillion or 19.7
percent of the total from N35,67 1.2 million or 61.1 percent in
1997 (Table 3.7). Gross re-discounts of treasury bills, including
repurchase transactions (repose) stood at N740,000.9 million
compared with K880, 196 million in 1997,

Certificate of Deposit (CDs)

The recovery in the Market for negotiable certificates of

Deposits (CDs) in 1997 was largely sustained in 1998. This
development was attributable largely to the restoration of
confidence in the banking system following the satisfactory

progress made in the implementation of distress bank.

Capital Market Developments

The major indicators of activity in the capital m a r k e 1
exhibited mixed developmentsin 1998, While transactionsin the
secondary market recorded increased activities in both the

volume and value of shares fraded, the primary market
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performance in the secondary Jmarket was traceable largely to
the successful elimination of institutional and regulatory
constraints to operational efficiency, including foreign
investment flows. Thus, ioreign investment inflow rose sharply
from US$9.4 million in 1997 to US$50.5 million in 1998. The
UBA PLC Global Depository Receipt (GRD) programme in which
the bank’s shares were offered for sale to foreign investors
contributed to the growth. The CBN’s all-sector share price
index decline further for the second consecutive year. Market
capitalization which stood at N292,200.00 million in 1997.
Among the §263,300.00 million at end-December 1998. Among

the factors responsible for the observed poor market price.

Secondary Market

Activities in the secondary market recorded significant
growth during the year under review. A total of 2,096.8 million
shares worth N13,571.31 million were traded in 84,935 deals,
reflecting increases of 68.731.4 and 8.8 percent in volume, value
and number of transactions, respectively. As in the previous
years, transactions in equities dominated the market with a total

of 2,080.6 million shares valued at N12,555.3 million,
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representing 99.2 percent of the total number and 99.9 percent
of total value of shares traded during the year, compared with
93.3 and 99.0 percent, respectively, in 1997, Transactions in
industri.ai loan stocks and preference shares fell sharply (romn
the 1997 levels. The volume and value ol foan stocks fell from
7.2 million and H35.3 million, respectively, in 1997 to 0.2 million
and No.2 million in 1998. The observed p()or- performance of the
loan stocks was due to the unattractive low vields on this
category of securities. Transactionsin guilt-edged securnities also
continuied to decline in volume, value and number. From 75.5
million in 1997, the volume of transactions in government stocks

fell to 16.2 million 1998. The value also fell [rom N72.6 to N15.0

million during the period (Table 3.14).

Equity Prices

The CBN’s all-sector cquity price imdex continued its
decline in 1998. The price index which stood at 4,472.1 in 1997
declined further by 12.3 percent of 5,672.8 (1984 - 100} in 1998,
while the average annual rate of increase during the last five

years was 38.3 percent. Unlike in the previous year, when the

financial sector recorded the highest gains, the scrvices sector
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led by real estate and publi:shing sub-scctor recorded an
impressive performance during the year 1998 to sector index
grew by 55.5% compared with 6.4 recorded in 1997. However
indices of manufacturer and commercial sectors fell.

For the second consecutive year, attributable largely to
continued week consumer demand and structural bottle neck

that constrained industrial activities. Refer to table (3.15).

4.4 APPRAISAL OF CGMPANIES 1998

The number of operating finance companies that reported
on their activities declined further in 1998 to 37 from 50 in
1997. The on-going restructuring and reposition in this sub-
sector resulted enclosures if some unenviable finance companies
during the year. Inspite of the dwelling number of r'cporting
comparnies, activities of those that reported reflected improved
performance in 1998, showed an increased of N3,575.3 million
of 77.1% during the year against to decline the 48.1% in 1997
to cash and cash items of the companies increased sharply by
N1,476.2 million or 128.4 compared with the increased of NG0.3
million or 4.6% in 1997. Total loans and advances outstanding

also increased to ¥4,471.60 million from 2,231.3 million in
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previous year. On the facilities side, capital and reserve rose
from N1,034.0 million in 1997 to K1,951.1 million in 1998.
Borrowing, which constituted a major source of funds to finance
companies grew to N5,172.2 million compared with N2,978.06
million a year earlier. Other facilities of the companies also rose

to N93.1 million in 1998 from N587.6 million in 1997 see table

3.30.

4.5 FEDERAL, STATE & LOCAL GOVERNMENT FINANCES

Provisional figures on the finances of the 36 States
Governments and the Federal Capital Territory (FCT) showed
that their fiscal operations resulted in an overall surplus of
N3,501.0 million compared with 84,648.1 million in 1997 (Table
4.5). Fourteen states incurred overall deficits that ranged from
N18.8 million for Cross River Stales to N825.8 million for Edo
State while the remaining twenty-three states achieved overall
surpluses ranging from N12.8 million for Kogi State to N956.7
million for Lagos State million (Table 4.10). The current revenue
of all the State Governments and the FCT totaled N141,953.2
million, representing an increasce of N45,000.6 million or 46.4

percent during the year compared with an increase ol N7,434.3
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million or 8.3 percent in the }n‘eceding yvear. All the revenue
items except stabilization funds receipts contributed to the
increase in the review year. Receipts from Federation and VAT
pool accounts increased by 28.8 and 15.1 percent, respectively.
Grants and others increased substantially by 625.7 percent
owing largely to special allocations of K27,750.0 million from the
Federal Government for designated projects in the states during
the year.
Local Government’s Finance

Provisional data on the fiscal operations of 677 out of the
774 Local Government Councils in the country showed an
overall surplus of §2,227.0 million in 1998, compared with a
surplus of N1,243.4 million recorded in 1997. Fewer local
councils recorded overall deficits which were partly financed by
loans totaling N39.9 million. As a result of increased allocation
from the Federation Account and upward review of Value Added
Tax (VATO sharing formula from 35:40:25 to 25:45:30, in favour
of Federal, State and Local Governments, respectively, the total
revenue of the reporting local government councils increased
buy N13,784.9 million or 44.2 percent increase achieved in 199.

Except for grants and miscellaneous revenue sources, which
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declined by 32.1 percent below the preceding vear’s level, all
6thc—:r components contributed to the observed increase.
Statutory allocations fl‘()D:l the Federal Account (net of
deductions) increased by 49.8 percent to N30,620.9 million and
constituted 68.1 percent of total revenue, compared by 35.3
percent to N10,170.8 million, accounting for 22.06 percent of total
revenue, compared with 24.1 percent in 1997. Allocations from
the Federal Accounts and VAT Pool Account jointly accounted for
90.7 and 98.7 percent of total revenue in 1998 and 1997,
respectively. In contrast, internally generated revenue for these
councils, at N3,331.6 million, accounted for only 7.4 pereent,
compared with 8 percent in 1997.

At N42,741.2 million, the total cxpenditure of these
Councils significantly increased by N12,80.1.3 million of 42.8
percent over the level in the preceding year, compared with a
similar increase of 23.4 percent in fiscal 1997. The recurrent
expenditure at K29,192.2 nullion, showed an mcreasce of 33.0
percent over the level in 1997 and constituted 68.3 percent of
total expenditure comparcd with 73.0 percent in 1997, Capital
expenditure rose by 67.6 percent to N13,549.0 million,

accounting for 31.7 percent of the total expenditure, compared
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with 27.0 percent a year earlier (Table 4.12-4. 17).

Public Debt

Public debt outstanding as at the end of the year increased
in absolute terms by N215,547.2 milion or 22.7 percent 1o
§1,170,507 million, representing 41.3 percent of GDP compared
with 33.9 percent i 1997 (Figurc 4.3). The increase was
accounted for by both domestic and cxtm'ﬁnl debis. While the
domestic debit outstanding increased by N178,40 1.8 milion or
49,7 percent, external debut outstanding increased by N37,085.4
million or 6.2 percent to ¥537,490.9 million and N63,017,0
million, respectively.

Domestic Debt of the Federal Government

The domestic debt outstanding as at the end of the year
increased by N178,461.8 million or 49.7percent to X537,490.9
million compared with K359,029. 1 million in 1997. The increase
was attributable to direct loan of N133,389.3 million from the
banking system and the securitization of N45,232.5 million debit
balance as treasury bonds during the year. Thus, the domestic
debt outstanding as a proportion of GDP rose from 11.5 percent
in 1997 to 18.9 percent. With the securitization of N45,232.5

million into treasury bonds, the stock os treasury bonds
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increased from KN134,387.6 million to M179,620.1 million,
reflecting an increase of 33.7 percent. The stock of treasury bills
remained at N221.801.5 million recorded at the end of 1997 as
no new issues were made during the year. Following the
redemption of development stock valucd N 160 million during the
year, development stock outstanding dropped by 5.6 percent to
N2,680.0 million compared with N2,840.0 million in the previous
year (Table 4.18). |

The ownership structure of government securitics
continued to be dominated by the hanking system which held
N489,246.2 million or 90.1 percent of the total during the year,
showing an increase of N183,506.6 million or 60.1 percent. Of
the banking system’s holding, the Central Bank held N435,131.7
million, commercial banks. N49,540.] million and merchant
banks N4,574.4 million representing 88.9, 10.1 and 0.9 percent
respectively. The non-bank public’s holding dropped by 9.6
percent from N53,349.5 milliont i 1999 to N48§,244.7 million and
constituted 8.9 percent as against 15.5 pereent in 1997, Debt
instruments of 10 years maturity and above increased from
N118,254.7 million in 1997 to N162,750.1 million following the

issue of treasury bonds to finance debit balance of N45,232.5
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million during the year, but its share dropped from 32.9 percent
in 1997 to 30.3 percent. Short-term debt instruments of not
more than two year maturity rose by 60.2 percent to K355,430.8
million while its share increased from 61.8 percent in 1997 to

66.1 percent in 1998 (Table 4.19).

External Debt

(a) Debt Stock
External debit outstanding at the end of the year
amounted to US$28,773.5 million (N633,017,0 million)
compared with US$27,087.8 million (8595,031.6 million)

in 1997, showing an increase of US$1,685.7 million

result of the US$334.6 million (N7,30 1.2 million) drawing
down on multilateral post-cut-olf loans, interest arrears
debts. A breakdown of the total external debt showed that
US$20,829.9 million (N458,257.8 million) or 72.4 percent
was owed to Paris club group of creditors, US$4,237.0
million (93,214.0 million) or 14.7 percent to the
multilateral institutions, US$2M043.0 million (N44,946.0

million) or 7.1 percent to the London Club in respect of
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debt service obligations of US$3,610.2 million which fell due
during the year (Table 4.21).
[c)  Debt Conversion Programme

The downward trend observed in the activities of the Debt
Conversion Programme (DCP) from 1997 continued during the
year. This was attributable largely to the instability in the prices
of Nigerian debt instruments and the political uncertainty in the
country. The number of applications received dropped from 39
in 1997 to 29 in 1998 but he value increased from US367.3
million in 1997 to US2,337.3 million during the review year.
However, total debts redeemed declined from US$101.9 million
in 1997 to US$38.4 million during the year. Overall, external
debts valued U$$83.8 million were redeemed under the auction
system while debts valued US$4.6 million were canceled through
the out-of-auction arrangements, bringing the value of debts
redeemed in 1798 to US$88.4 million as against US$101.9
million in 1997 The cumulative value of debts redeemed under
the programme between 1994 and 1998 amounted to US$428.0
million (Box 4.2). Other benefits arising from the conversion
during the perind included the appropriation of US$19.6 million

discounts, the eceipt of transactions commission amounting to
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US$0.9 million and N74.3 million, as well as direct foreign
capital inflow of US$14.0 million which brought the aggregate
inflow between 1994 and 1998 to US$116.3 million. Total
disbursements of the naira proceeds ol debt conversion to
beneficiaries in 1994 to 1998 to N25,999.6 million. A sectoral
break down of disbursements to beneficiaries during the year
showed that N2,622.0 million or 51.6 percent was as gifts and
grants to non-profit making organizations, manufacturing
received N1,007.0 million or 19.8 percent, the services sector,
N822.2 million or 16.2 percent, hotel and tourism N321.9 million
or 6.3 percent, building and construction N189.7 million or 3.7
percent and mining and exploration N122.0 million or 2.4

percent (Table 4.25).

4.6 OVERVIEW OF FRAUDS IN NIGERIA

Fraud and forgeries in the banking sector are outlined
below with heavy inputs from 1989 - 1990 Annual Reports of the
Nigerian Deposit Insurance corporation (NDIC). Reported cases
of frauds and forgeries in commercial banks (see tablel)
mcreased from N2.4 million in 1989 to N85.9 million in 1990 for

the first quarter. Comparing quarters for 1990, cases reported
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for the first quarter involved N853.9 million out of which
actual/expected loss was N6.8 million. The amount involved
increased to N571.2 million with the sum of N3.0 million
representing actual/expected loss in the second quarter. Which
the amount mvolved fell in the third and fourth quarters to
N81.4 million and N50.4 million respectively. The
actual/expected loss increa@d to 8.0 milliun and N4.6 million
respectively. Overall total was N788.8 million w‘ith N22.4 million
as actual/expected loss.

This was an increase from the respective igure of N98.2
million and N15.3 million in 1989 by 703 and 45 percent
respectively.

Unlike in the commercial bauks, amounts involved were
low in merchant banks both 1989 and 1990. In 1990, the
amount involved however increased from N0.2 million the first
quarter to N3.9 million in the fourth quarter. The actual loss
was insignificant overall, the total amount involved from 6.7
million in 1989 to N15.4 in 1990 by 128 percent (sec table 2).

Table 3 indicates that commercial banks are more open to
frauds and forgeries than merchant banks. (ut of the ten top

banks that accounted for most for the amount involved,
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commercial banits were nine in 1989 and cight in 1990,

Having given some indicative statistics, this paper will now

outlined the nature of frauds in the banking system,

(a)

(b)

Current Account Frauds

Forgery of signatures by either insider our outsider
or bo'h

Improper authentication by initiating officers

Frauc ulent confirmation of cheques
Re-presentation of already paid cheques through
insider assistance

Suppression of cheques

Fraudulent printing of cheque books

Forged cheques paid across the counter

Improper keeping of cheque books and thus allowing
for foul use

Fraudulent operation of frozen accounts

Crediting of accounts with fictitious tellers, and

Spurious cheques paid by customer,

Savings Account Frauds

Withdrawal from customers account through forged

vouchers
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(c)

(d)

. Fraudulent withdrawal from dormant accounts

. Falsification of passbooks

. Stolen passbook withdrawal by stafl

. Partial posting of deposits with a view to defraud

. Inflating interest credit to ledgers & withdrawing

difference fraudulently.
Loans and Advances Frauds
. Man:pulation of loans account such as reducing of

the balance to avoid instalmental payments

. Unauthorized lending

. Forged documents for non-existing collateral

. Inflating the value of collateral such as buildings

. Deliberately not calling loans in when due

. Creasmg bad debts by lalsification of result of credit
analysis.

Foreign Operations Frauds

. Forging of foreign undomiciled drafts with spurious
accompanying documents

. Fraudulent processing of BTA applications with
forged documents, and stealing of travellers cheques

. Other illegal foreign exchange dealings.
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Cash Frauds

Concealing of cash and related vouchers usually by
cashiers

Falsification of petty cash vouchers

Outright cash theft

Aiding and Abelting of robbery by bank stafl

colluding with money daubers.

Others

Using bank’s letterheads with forged signatories to
authorize payment for suppliers

Warchousing i.c. passing through inter-bank lunds
illegally

Use of computer operators passwords

Fraudulent transfer or share certificates

Important factors favoured of Frauds.

(a)

Remuneration/job sccurity: Poor remuneration especially
in a profitable institution as well as lack of job security
encourage cmployees to perpetrate frauds. Indecd NDIC
reported that among others, the relafively altractive
remunecration package in merchant banks compare to

those in commercial banks had bearing on the low level of
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fraudulent practices in those bainks {see table 2). Indeed

only two merchant banks were among the top ten banks
g {

leading in frauds in 1990. It may also partly explain why

most of those caught and dismissed/termmated /retred

were mostly middle and lower level category.

Table4: Returns of Commercial Banks on Frauds &

Forgeries 1990

Quarters No. of Banks No Amount  Actual/ Propuortion of
Making of Banks involved  Expected actual/
Returns with Fraud ~ Wooo loss expected
Cases Moo loss 10
amount
invalved {%)
1 {1990) 40 20 85.871 0.767 7.9
{1989) 11 7 2.427 1.900 7R.3
2™ (1999) 31 20 571,165 3.001 0.5
(1989 28 16 7,991 1,700 21.3
3" (1990) 40 25 81,400 8,040 0.9
{15389 35 21 34,657 4.253 7.4
4™ (1990) 37 20 50,657 4641 9.2
(1989) 33 18 33,149 7.488 22.0
Total (1960] 148 a1 7B8.708 22,444 29
{1689) 107 62 98,224 15,341 5.6
Source:- NDIC, 1990

181




Tnhh‘o

Returns of Merchant Banks on Frauds & Forgeries 1990

Quarters No. of Banks No Amount  Actuai/ Proportion of
Making of Banks involved  Expected actual/
Returns with Fraud  NOOO loss expected
Cases Nooo loss to
amount
involved (%
1* (1990) 28 2 228.454 6,029 2.6
(1989) 4 - -
2" (1990) 26 3 3,272,129 240 '
(1989) 4 [ 10,000 . 0.0
3™ (1990) 25 4 8.006.,400 27.123 0.3
(1989) 16 2 6,229,000 - 0.0
4™ (1990) 16 1 3,808,784 ; 0.0
(1989) 17 3 505,132 100
Total (1990) 95 10 15.398,784 33.392 0.2
(1989) 107 6 6,744,132 100 >
Source: NDIC, 1990
. Neglizible
Table 3: First Ten Banks with the Highest Frands Cases 1990
19010) JusY
Groups Amount Yo Amount Yo
Involved Share Involved Share
N N
Total for
the First
Ten Banks 782.691 97.3 98 813 84.1
Grand Total
For all Banks 80¢<.197 100 104,968 100

Source:

NDI, 1990

9 of the first 10 banks with the highest frand and forgery cases were
con mercial banks in 1989,
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(b)

(c)

(dj

Control System: The prevalence of frauds are indicative of
weak internal controls and regulation. This may partly the
higher incicence of 11.8% in 1989 and 13.7% in 1990
associated with the less supervised group of
Supervisors /Managers. Failure of controls were further
indicated ir. the absolute growth in amount involved in
fraudsin ar d forgeries (the growth between 1989 and 1990
was 7 times). This may also explain the contribution of
uncategorized staff (which probably are top management
staff).

Clear policy and ethical guidelines: Clear guidelines are
very impor ant as fuzzy situations lead to deviations that
are often {frauds. Situation ethics based on individual
assessment should not be allowed especially in cash points
and decision points for large sums.

Access to Cash: From table 4, those with least access to
cash among the ranks had the Jowest percentage
contributiin te total frauds and forgeries: temporary staff
contributed only 1.6 in 1989 and 0.5% in 1990, and
typists, technicians and stenographers contributed 2.6%

and 1.9% in the respective years. Those with the most
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access cash also contributed most to amount involved in
fraud cases: Clerks and cashiers were top with highest
percentages of 38.3% in 1989 and 49.0% in 1990, followed
by security personnel, messengers, drivers, cleaners and

stewards with 18.2% and 16/3% respectively.

Table ” Ranks of Staff invelved in Fraud and Forgeries

1990 1989
Ranks
N(). o N“ Yo
Supervisors & Mana zers 57 13.7 37 11.8
Officers, Accountant s
and Executive Assisiants 45 10,8 19 6,1
Clerks and Cashiers 207 49.0 120 38.3
Typists, Technicians and
Stenographers 8 1.9 8 2.6
Messengers, Drivers,
Cleaners, Stewards,
& Security Guards 68 16.3 57 18.2
Temporary Staff 2 0.5 5 1.6
Uncategorized Stafl* 30 7.2 67 21.4
Tatal 417 100.00 313 100
Source: NDIC 1€90
i Stall whse ranks wee not disclosed.

() Level of Training: This factor is important as low level of
training may have contributed to high incidence exhibited
by the junio.* cadres of messengers/cleaners/guards and

clerks/cashiers. Indeed, banks where graduates of higher
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institutions are cashiers may expericnce less incidence,
(H Demonstrat on Effect: Fraudulent leadership tends to
generate [raudulent subordinates because of
demonstration effects and lack of moral standing to correct
unprofessional conduct. This Include
immediate/ subordinate relationship to the impact of

behaviour of important people in society.

4.7 IMPACT OIl' FRAUDS ON THE NIGERIAN ECONOMY

Why doe NDIC as a regulatory institule require returns on
cases of frauds and forgeries, terminated, dismissed and retired
staff {no ground « [ [rauds) from banks? The reasons given are to
assess the adequacy of each bank’s supervision and internal
control system; o ascertain the gencral nature of frauds and
forgeries; to determine the number of and category of banks stafl
that perpetrate frauds with a view to protecting insured banks
from employing such fraudulent stall; to estimate loss of
investment funds to the sharcholders and the banking industry
as a whole; and to promote safe and sound banking practices,
thereby depositors funds. These impacts on the Nigerian

Economy are ve 'y important especially when we add these to the
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419 frauds and armed robberies. The impacts of these frauds on

the various groups are discussed next.

(a) Impact on Employees: Loss of employment/jobs directly
due to disniissal/termination and indirectly retrenchment
as a result of declined profitability and growth.

. Lazir ess on the part of those who depends on frauds
to maintain their life style.

. Tigh'. controls put in place to prevent further fraud
may lead to stifling of initiative and individual
deve opment.

(b) Impact on Investors:

a Loss of profit/reduced return on investment due to
frau is.

0 Reduction of alternative investment options due to
high incidence of frauds will lead to investment in
less profitable investment outlets.

(c) Impact on Customers:

For credit customers, they will now be faced with

O Pos:ible loss of funds, and

O Discouraged deposits flowing into less preferred

out ets.
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(d) Impact on Individual Bank
O Loss of profit
O  Loss of growih
(] Loss of Image
0  Distress and Insolvency
(e) Impact on Banking Sector
O  Loss of Confidence: Frauds and forgeries :1.;1- of
concern to monetary and supervisory authorities as
they nndermine the safety, soundness and stability
of the banking industry
O  General Sectoral Distress
O Loss of investors and depositors to alternative
sectcrs especially capital market and fixed assets
market.
O Loss of growth.
4.8 EMERGING MARKET INVESTORS ASSESSMENT ON

NIGERIANl FINANCIAL SECTOR-IN TERMS OF
TRANSPARENCY RATING

Nigeria and Russia scored the lowest mark on the chart of
transparency ranking among major emerging markets,
conducted by Emerging Market Investor (1M}, a journal of the
risk publicatior s, London, late last year.
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This 18 a setback for the country just emerging from an
image problem occasioned by long vears ol military rule and
corruption.

In the exercise countries are ranked in six area, carning a
maximum of 10 points in each category, which are combined to
give a total maxmum of 60 points. The areas of which the
ranking was based include fiscal/monetary transparency,
banking transpatency, corruption transparency, accounting
system transparency, custody and settlement transparency.

EMI’'s methodologies for monetary/fiscal transparency
include disclosure of central bank functions and foreign
exchange reserve, special data dissemination standard (SDDS)
compiled with, according to information on the International
Monetary Fund (IMF) website. The other vardsticks are
information on fiscal disclosure from the country’s pubhc
information notice (PIN) also posted on IMF website, and the
comments of analys s and investors on the correctness ol data
disclosed by each co intry,

With eight poin s out of maximum 60, Nigeria occupied the
bottom of the 25-nat on transparency league. Other countries

with low scores include Vietnam, China and Venezuela., EMI
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ascribed the poor score of these countrics to low level of
confidence in these cconomics by mternational mvestors

occasioned by a “Trawmatized” domestic market. Sec appendix A.

4.9 CONTRIBUTION OF THE NIGERIAN STOCK EXCHANGE
TO CAPITAL FORMATION

Stdck market exists primarily to sexve d‘; a vehicle for the
mobilization of long-term funds. The extent to which the
Exchange has aided this process therefore constitutes the first
and probably the most important criterion for evaluating its
performance over time. For purposes of this nicasurcment, we
will restrict the definition of capital mobilization to the
channeling of savings intoc new uses through the issuance of
securities which result i a net increase in capital formation.

Going by this definition. The Nigerian Stock Exchange has
been contributing to capital formation in Nigeria. Since 1961
when the Exchange opened its shop to the public, the Federal
Government of Nigeria has raised long-term lunds through it to
the tune of about NIO billion for on-lending to the regional and
later the State Governments for development projects. The

central Bank of Nigeria has always acted as the issuing house,
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underwriter and buyer of last resort in this regard. The stocks
outstanding on the Federal Development Stocks categories are
worth N3.0 billion as at 23/3/98. The Federal Government also
plans to float additional bonds as enunciated iy the 1996

Budget.

In the last decade, the Federal Government encouraged the
State and Local Governments as well as Government
Corporations to use the capital market to close their resource
gaps. Consequently five State Governments have raised loans
capital on the market. In 1993 we listed the first municipal

bond, the Lagos Island Local Government N100 billion Floating

Rate Revenue Bond 1996 /2000.

With the introduction of the Structural Adjustment
Programme '(SAP) im 1986 and the subsequent adoption of
realistic policy instruments sﬁ(‘.h as the Foreign Exchange
‘Market (FEM), the dercgulation of interest rate structure and
dividend policy, the Nigerian Stock Market has become a more
viable option for capital formation. Increasing number of
companies now use the market facilities for strengthening their
capital structure, for modernization and expansion of operations.

In the process, there has heen a flurry of rights issues, offers for
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subscription for equity and debenture stocks. The total amount
of the capital raised by companies on the market in the last five
years - i.e 1991. 1995 is about N23 billion which represents
over 80% of the entire capital raised over the years 1986 - 1995.
There are indications that this trend will continue throughout
the 1990s, moresa with the on-going deregulation and
internationalization of the Nigerian Capit:-ﬂ Market which are
expected to make the market much more vibrant and

competitive. Already, following the abrogation of the restrictive
Exchange Confrol Act 1962 and the Nigerian Enterprises
Promotion Decree 1989 and their replacement last year with the
Foreign Exchange (Monitoring and Miscellaneous Provisions)
decree 1995 and the Nigerian Investmen{ Promotion Commission
Decree 1995, we are beginning to notice an increasingly active
foreign present in our market process. Infact, between July and
IDecembcr 1995, a total of $1.13 million in additional foreign
investment was recorded on the Nigerian Stock Exchange (See
Exhibit 1). There is no doubt that a higher level of foreign
investment would have been achieved but for other
developments in our operating environment which adversely

influenced international investment decision on our market.
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Portfolio investment which comes through The Stock
Exchange is a necessary but not sufficient foreign capital inflow
for economic development. What the country need is a
combination of both direct foreign investment and portfolio
mvestment.  Hence although the Exchange has a great
responsibility, it can not, and should not, be left alone to attract
all the necessary investment inflows required by the couniry for
economic development and growth. Therefore, to achieve both
types of investment, the Government and private sector should
mount road shows to market Nigeria abroad.

While the NSE can be said to have achieved 1o some extent
its mission in contributing to capital formation in Nigeria, it is
trying very hard to I‘C?ﬂiZ(‘. its over-riding long-term goal which 1s
growth in terms of market capitalization and trading volume. In
this regard, even though government support in the form of
.indigcnization acts and more recently the implementation of a
privatization and commercialization  programme  have
contributed to the growth in number of securities in the market.
The NSE on its own also introduced in 1985 a Secoud Tier
Securities Market (SSM) to attract small and medium size

business which form the bulk of indigenous companics to the
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Nigerian Stock Market. By making available its facilities to such
companies to raise funds for expansion and modcrnization, the
level of job creation by these companies has been rising. So far-
28 SSM companies have been listed, out of which eight have
moved to the Bid Board.

Furthermore, in anticipation of the increasc role it is
expected to play a economic transformationﬁf the country, it has
been working towards [ull internationalization to its operations.
Since 1987, the names, prices, coupon rates and other rclcvanf;
information of all scéurities quoted on the Nigerian Stock Market
are being beamed word-wide daily via The Exchange Computer
Link-up with Reuters International Communications Network.
The Reuter’s Code the Nigerian Stock Exchange is NSXA. The
prestige and free publicity for these companics cannot be
overestimated. This technological advancement in financial
information flow has boosted {oreign interest regarding possible
investment in Nigeria.

Alook at the share-holding structure of the Nigernian Stock
Market shows that foreign holding represents about 45 percent
of the equity market capitalization of about N180 billion.

However, to fully internationalize, the stock exchange needs the
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involvement of more foreign portfolio investors. [ndeed, until
last year, the biggest constraint towards this realization was the
provisions of the Exchange Control Act of 1962 which did not
permit free flow of capital in and outside Nigeria. Happily, tlhis
decree and the Nigerian Enterprises promotion Decree 1989 were
abrogated in 1995. Replaccment legislation have been
promulgated and we have a good reason tzb look forward to a
surge in foreign portfolio investment m the near future. In
expressing this optimism, however, the fact should not be lost on
us that changes in the legislative environment alonec arc not

sufficient to attract foreign investment to Nigeria.

4,10 IMPLEMENTATION OF PRIVATIZATION/
COMMERCIALIZATION PROGRAMME

During the first phase of privatization, a total of 36 public
‘cnterprises were privatized through public offers of their shares
and listing on the Nigerian Stock Exchange (NSE) resulting 1o
significant increase in the market capitalization which rose from
N8 billion in 1988 to over N300 billion by the end of 1997. The

Capital Market also benefitted from the variety of investment

outlets available on the exchange.
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The second phase of prﬁivatization would increase the
capitalization of NSE to a level comparable to the developed
capital markets of the world and well ahead of maost emerging
markets in the world. ‘The Capital market as a source of
financial resources for the [;Tivat.e sector will be better able to
cope the demand of an expanding economy. At the personal
level, personal share ownership will expand significantly, thus
giving more people a say in the corporate governance of the listed

companies.

4.1} FOREIGN INVESTMENT - INFLOW INTO THE NIGERIAN
STOCK EXCHANGE MARKET

Between July, 1995 and July, 1996 a tofal of USS6.0
million foreign portfolio investment was in Nigerian through to
Nigerian Stock Exchange.

AUTOMATION

The Nigerian Stock is presently automation its clearing,
settlement and custodiar. services. Thus witness a consistently
vision level of capitalization which increased by 51.2% between

December 1995 and 1996 from 171.1 billion to N256.8 billion -

refer to Exhibit.2 for more details.
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OTHER ATTRIBUTES IN THE STOCK MARKET

Some of the increasing attribute is attribute to new issues,
the bulk has come from positive pricing of equities via market
forces. We have also has an appreciable rise in our all-share
index for which in the third quarter of 1995 to Nigerian Stock
Exchange was rated by the Internal Finance Corporation (FC) as
the number on in the world in terms of market capitalization of
other IFCG index, see appendix A2, The turn over in the market
has also improved but urifortiinately has not kept pace with the

direction of our market,
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CHAPTER FIVE

SUMMARY, CONCLUSION AND RECOMMENDATION

5.1 SUMMARY

The Nigerian Economy-has been in a prolonged state of
recession since the era of the 1980s. A series of ad-hoc reform
measures cultivated in the introduction of SAP (Structural
Adjustment Program) in 1986 by the Federal Government as an
economic recovery strategy. This was aimed at redressing the
series of Macro-economic inibalances and structural rigidities
confronting the economic at the time. At the time SAP was
introduced the Economy was in a bad shape characterized by
wide spread unemployment serious balance of paymcﬁt deficit
import licensing, insufficiency, rising inflation etc. The Nigeran
Economic also suffered due to bad management by some past
leaders through the looting of government treasury. Bad debt
both domestic (for local running into billions of naira) and
external debt (IMF, World Bank etc).

The concept of privatization and commercialization
program is a weicome scheme that would improve our economy

and could encourage foreign investors to the Nation. Our
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conduct of affairs business Sh()l‘.lld be improve 1o promote our
corporate image as was the case when Nigeria was rated the
worst Nation by Emerging Market Investors Association, though
there could be western piopaganda considering the inflow of
foreign investment most especially by the repeal of Exchange
Control Act 1962 and the Nigerian Enterprises promotion Decree
1989 is an attempt to create an investment friendly
environment.

The Nigerian Stock Exchange is really trying to promote the
Economy, one can witness the current implementation of
Government Companies through privatization and
commercialization. Thus internationalization is a welcome idea
that would promote an efficient allocation of scarce invisible
resources, create a continuous market (and therefore liquidity)
in quoted securities and would aid new financing, it also would
promote corporate image of a nation.

It is therefore essential by the regulatory authorities of the
Capital Market NSE/SCE to ensure compliance on all the

policies attached to the 1995 decree 16 and 17 of the

internationalization of the stock market.
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5.2 CONCLUSION

The trend in international finance is for investors to seek
more rewarding emerging markets. Various new instruments
have reduced the risk in investing in developing countries funds
and regional funds for example, help to minimize the risk and
increase liquidity. Nigeria has been slow, however, in
implementing the policies which must be in a place in order to
participate in the new cross-border investment climate. The
question 18 not what need to he done but will to do it.

The participating of international investors can not be
taken for granted. The need for equity investment is clear if the
momentum - {i.e. growth, capital flows, higher growth) - is to be
sustained. Acccss to the huge savings pool of the main
industrialized countries thaf control this capital. How do they
link” what do they require? And what will proxﬁpt them to invest
Nigerian Capital Market must pull down to bérriers to capital

flows and investments in order to benefit from the pool of

international investment funds.
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In an ever competitive v}nrld, foreign investment funds
flows to the market with the highest rate of return after
adjusting for risks. Markets with depth, a high degree
transparency, accessibility and information driven amongst
other positive qualities will always endear themselves to
investors, local and foreign. The Nigerian Stock Exchange and

indeed the government can modernize their stock markets.

5.3 RECOMMENDATIONS

Key elements essential for attracting Foreign Capital are:

First, Governments are the keys to the success of this
process. Their willingness to adopt and effectively implement
pro-growth policies are essential, growth depends upon free,
open markets that encourage private sector initiatives. Foreign
capital needs to feel welcome, unlike the attitude of having
development developing countries in the 1960s and 1970s which
foreign capital as a lever of imperialism and economic

exploitation.
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Secondly, the dcvclupmcl;t of international distribution of
shares. This is often carried out via the privatization of state
monopolies which usually generates competition and raises
efficiency. It can thus provide a fast way of developing a liquid
stock market, encompassing ol a wide range of companies and
financial products.

Third, Macro-Economic policy should promote a stable,
growth oriented economic environment. Forth, Credible
analysis, research and information flow that are timely, accurate
and permit investors to make the crucial decision to allocate
assets to country/market. This is a combination of good
fundamental research and information based on internationally

accepted/standard and macro-economic indicators.

FRAUDS IN BANKS/LOOTING GOVERNMENT TREASURY

¢ Government through the regulatory bodies on the financial
institution te ensure that failed Bank Decree to cover all
areas of economy and all institution that have failed as

well as individuals as all levels whether in private sector or

in government. IR e
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National ethics should be internationalized and reward for
good behaviour be encouraged.
Government should implement policics that boast

employment and income profit.

INTERNATIONALIZATION OF STOCK EXCHANGE

L4

Decree 16 and 17 should be strictly followed by the
operators and the regulatory authorities.

Privatization and commercialization should be finally
implemented for the attainment of social economy.

Government should ensure this.
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TRANSACTIONS ON THE NIGEXIAN STOCK EXCHANGE
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SUMMARY OF LOCAL GOVERNMENTS' FINANCES

TABLE dabs / /}-

N million)

Percemage Change over
Preceding Year
1994 1995 195 197 1998* 1995 1996 1957 1998
it 2) 3; 14) (5) ® M B 9

Current ROVEPUE oo 19,2231 244127 230421 31,1833 449682 270 -19 302 442

(1) Federation Accuml 178755 165697 204433 306209 32 =73 234 &%

i Swate Allocaion ...... 6254 6911 5789 7504 M1 105 -162 W6

un) Value-Added Tax.... 3.558.1 45817 75150 10,1708 — BE M0 33

fiv) Internal Revenue ... 21108 201.1 15069 33316 750 -40 237 39

tv) Grants & Others. ... 429 725 1392 945 58 -2 920 -3l
Recurrent Expenditure....... 163172 172925 218565 29,1922 9.6 60 264 136
Carvent Surplus (+) / Defici BO95S 6.649.6 93268 157760 B66 -179 403 690
Capital Expenditure ... 6.126.1 6.969.2 B0R34 35490 500 138 160 676
Total Expenditure.... 224433 242617 W99 47412 183 81 234 428
?vrrzll quim %) I Dcfmt (— 256.0 1,900.4 -3196 12434 22270 6693 - 1162 - 4390 .1

mancing . =

2) Loans. N5 50.5 240 794 399 -294 -525 208 -497

(b) Other Funds' ... ... =-327158 -20199 056 13228 22669 SI68 - 1146 5475 Ti4
"Revised.
Provisional.

"Positive (+) sign connotes decrease while acnge( ) sign connotes increase in Other Funds.

Sounces. Central Bank of Nigeria Annual Survey of Local Govemment Councils and Federation Accounts Reports.



TABLE 4257 ..'_‘)
SECTORAL DISTRIBUTION OF DISRURSEMENT OF DEBT CONVERSION PROCEEDS

N lhien)

Tontaal
TGy IRAT 1996 1997 Jons J96J- vy
Seciors (1) 13 3 14) 5) 16)
AGOCHIURS .coccovrrcimrmicrisinrs 16 145.1 1.531.3 51.5 — 1.729.5
Manufactuning ................ 06 2.085.2 3.5574 2,2609 1.007.0 8911.1
Mining & Exploration................ —_ — - 168.1 1220 290.1
Building & Construction........... 46 SR.6 566.7 4592 1897 1,278.8
Hotel & Tourism ............ - - 0.0 —_— —_ 3219 3219
Gifts & Grants........ 196.6 TR4.5 1.9525 35104 26220 9.066.0
[T e Sl e — — 13126 - — 13126
Services 757 490.1 13126 3890 [ 10896
Total . .. 2791 1563158 10,233.1 6,839 1 5084 8 2159996
Debtfor Debe..........ooovivninins 323 RE N S80.0 505.7 — —
Direct Foreign Capntal Inflow
[US Semllion) ..o i 03 178 527 35 14.0 1163
TABLE 4%/ G
SUMMARY OF DEBT CONVERSION UP TO DECEMBER, 1998
Ar Auctions Outside Auctions Tval
1997 J998  [99d-]9RS 1997 1998  ]994-]998 1997 1998 1994 [OUs
(h (e} (h {4) (5) (6) (N {K) 9
| Amount Redeemed
a USS million ... 764 g2.8 1374 255 4.6 a6 e fR 4 4280
bNmillion.. ... 62043 69889 281341 20739 2525 58408 R2780 7.2414 319749
2. Discount Offered
& USS million ..........cceouce 14.0 187 132.2 4.7 0.8 155.1 18.8 19.6 2873
bNmilhon............ 11408 15533 11,0220 3849 700 1,862.0 1.523.7 16234 128840
€ Average Discount % 184 1R - 17.7 18.5 - = = =
1 Proceeds
3 I'SS mallron .. 624 651 3748 M8 3.7 56.1 X2 LR 1309
bl S0634 54356 Q210838 1.GR8 9 IK2S5 40460 67523 Selst 261298
4. Commisvion Paid -
& USS milhion n? 09 14 02 00 0.7 0 ne 22
b N milhon . 618 BR.3 184 1 253 59 1S 811 743 IR7.3

'Arency fees payments 1o Chase Manhatian Bank of New York pot deducted.
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